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ABSTRACT

This study addresses trade relations between the EU and the ASEAN countries during a
period of intensified regionalism from 1990-2003. While earlier research has dealt with
regional economic integration in both the EU and ASEAN, studies on trade policies between
the two have been limited. The lack of empirical studies on various types of non-quantifiable
trade policies appears to be connected also with methodological limitations. In addition, the
parallel trends of regionalism and multilateralism have raised contradicting hypotheses on
whether global trade is becoming more restricted or more liberal.

The theoretical and empirical focus of the study is to assess the impact of regionalism on trade
policies between the EU and the ASEAN countries, given the changing patterns of trade flows
between the two regions. This is addressed by posing two sub-questions: (1) How have trade
policies evolved in the EU and the ASEAN countries during a period of intensified
regionalism? (2) What kind of policy stances can be identified based on the competitive
structure of industries in EU-ASEAN trade? Elaborating from earlier theorizing on regional
economic integration, trade policies and the geography of international trade, a cross-
disciplinary framework is built for the empirical study. The framework comprises the
geographical levels of trade policy negotiation and decision-making (national, regional and
multilateral), the extent of trade preferences, and the incidence of trade policies with regard to
trade flows between the EU and the ASEAN countries. Methodologically, the study is
designed to apply multiple types of data, both qualitative and quantitative. In a longitudinal
and comparative approach, an institutional analysis of the two trade groupings is combined
with an investigation into the various types of trade policies towards exports and imports in
various sectors in EU-ASEAN trade.

As a result, the study elaborates on a new concept, the geography of trade policies. The
evolving geography of EU-ASEAN trade policies is built up from three arguments: (a) the
geographical scale of negotiation and decision-making is shifting from the national towards
the regional and multilateral levels; (b) the hierarchy of regional trade preferences and
networks is becoming more extensive and complex in both the EU and ASEAN; and (c)
industry requirements are linked with trade policies in a way which combines industrial
strategies with sensitivity to changes in global production in both the EU and the ASEAN
countries. The findings illustrate the changing EU-ASEAN trade policies in light of
regionalism and multilateral liberalization, as well as the changing pattern of trade between
the two regions. Answering the two questions, the study concludes that: (1) Trade policies in
both the EU and ASEAN have liberalized because of multilateral commitments and despite
the alleged restrictive effects of regionalism, but the Asian financial crisis had a somewhat
restrictive impact on some ASEAN countries’ trade policies in specific sectors; (2) Four types
of policy stances were identified in the EU-ASEAN trade relation that combined liberal vs.
restrictive policies with global vs. local industries, where global industries have
predominated. Consequently, the overall EU-ASEAN trade has become more liberal because
of recent multilateralism, but also because machinery and electronics, the two major sectors
that constitute almost 60 % of the total trade, include global industries with trade in
intermediate products in global commodity chains, and have been largely liberalized already.

KEY WORDS: Regionalism, trade policy, EU, ASEAN, geography, trade.
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1. Introduction

This study deals with trade relations between the EU and the ASEAN countries. The
dissertation reports findings on the changing geography of EU-ASEAN trade policies during a
period of intensified regionalism from 1990-2003, in light of the multilateral trade governance

and the pattern of trade among the two regions.

1.1 Background of the study

In 2000, the annual ‘International trade statistics’ report of the World Trade Organisation
asserted:

“What are the main factors that explain the international trade landscape for 1999?
Besides overall economic growth, capital flows and trade policy are the major
determinants of international trade flows. The impact of trade policy changes on
regional trade patterns is generally seen only over the medium term, while changes in
capital flows often have immediate repercussions on year-to-year trade developments.
Other factors, such as commodity prices and exchange rate variations also had a
notable impact on nominal trade values.” (WTO 2000)

At the turn of the 21* century, the multilateral trading system has been undergoing
considerable reorganization. This has implied changes in two major spheres, namely in the
governance of trade between nations, and in the underlying restructuring of global production
systems. The global governance of trade has been subject to multilateralism and regionalism.
On the one hand, multilateralism has been manifest in arranging the trade environment on an
international level. The structure of the multilateral trading system had for several decades
been governed within the General Agreement of Tariffs and Trade (GATT), and was
reinforced by the establishment the World Trade Organization (WTO) as its successor in
1995." On the other hand, regionalism was intensified at the same time by the deepening of
regional® economic integration, especially in the form of regional trading arrangements or

‘trade blocs’ (Gibb & Michalak (eds.) 1994, Bhagwati & Panagariya (eds.) 1996, Gibb &

! The WTO was established as a result of the GATT’s eighth multilateral trade negotiations (MTN VIII) i.e. the
so-called Uruguay Round, and it basically monitors the national trade policies implemented by its member
countries and oversees the trade policies of regional free trade areas formed by its member countries.

2 In this study, the term ‘regional’ refers to ‘continental’ or ‘bloc’, contrary to the common usage of the term in
most geographical literature (referring to sub-national). The terminological choice was based on the literature on
the EU and ASEAN and the common usage of the term therein.
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Michalak 1996, Frankel 1997, Michalak & Gibb 1997, Yeung et al 1999, World Bank 2000).
Regional trading systems were intensified during the 1990s within some of the established
regional organizations, such as the European Union (EU), the North American Free Trade
Agreement (NAFTA), the Southern Common Market (Mercosur), and the Association of
Southeast Asian Nations (ASEAN).

These developments have raised discussions on whether regionalism or multilateralism is the
dominant trend in the world economy, and whether international trade has become more
liberalized or more protected in this process. In economic literature, there are various
perspectives to the issue of global trade governance (Lahiri 1998). Regionalism can be
understood either as accelerated multilateralism or as a second best option to multilateralism.
The latter is based on the free trade argument rooted in the neoclassical theorizing of
international economics where regional trading blocs are seen as obstacles to global
liberalizing of trade (Bhagwati 1993; Bhagwati & Panagariya 1996). However, according to
counter arguments, regional trade agreements may provide the steps to more speedy
liberalization within the region than that which can be achieved multilaterally (Bergsten 1994;
WTO 1995; Bergsten 1997; Milner 1997; Desker 2004). Regional arrangements especially
among developing countries can also have a favourable impact on the economies by

preserving regional peace and stability (Blomqvist 1993).

The phenomenon of regionalism has also led to intensified inter-regional relations. A new
issue has been the growing significance of inter-regionalism in trade negotiations, that is,
cooperation between regional organisations, such as the transatlantic EU and NAFTA, or
between NAFTA and Mercosur (WTO 2000). Thus to an increasing extent, economic and
political relations have been negotiated among regional groupings. This has implied a partial
shift of political and economic power in trade negotiations from the nation states to the
regional institutions. A related phenomenon has been the establishment of new inter-regional
institutions between continents, notably the Asia-Pacific Economic Cooperation (APEC) and
the Asia-Europe Meeting (ASEM). However, alongside these multilateral and regional trade
agreements, a myriad of new bilateral trade negotiations have been initiated and conducted
from the late 1990s onwards. Examples of this ‘new bilateralism’ include free trade
agreements made by Singapore with some of its major trade partners, such as the United
States and China. It has been argued that bilateral agreements are a threat to the multilateral
system, particularly when one party is a major trade power, such as the United States

(Bhagwati & Panagariya 2003). In contrast, it has also been stated that while bilateral and

12



regional trade agreements may be second-best options to multilateral agreements, they are a
politically attainable solution to governments, given the complicated and prolonged

negotiations at the WTO (Desker 2004).

Simultaneously with multilateralism, regionalism and bilateralism, the global production
systems have been substantially restructured. One of the major changes since the 1980s has
been the increasing foreign direct investments (FDI) on a global scale, mainly within the
industrialized countries, but also from the industrialized countries to developing countries.
This has implied a shift whereby some manufacturing industries have relocated from North
America, Western Europe and Japan to other parts of the world. The sectors that have been
affected by these FDI have included, for example, textiles and clothing, automobiles, and
electronics (Carr 1997; Dicken 2003). Some of these industries were shifted to newly
industrializing economies (NIE) and developing countries, especially in Asia. Subsequently,
international trade patterns changed as these relocated firms started to export from their
production bases in host countries back to their home countries and to third markets. One
implication was the emerging interrelation between investments and trade in the host
countries (Alvstam 1990; 1993; 2001a, Urata 2001). This also had repercussions on trade
policies of both the home and the host countries. Those developing countries that were major
recipients of investments also became actors in new sectors at the multilateral trade
negotiations. Often, new exports were promoted by the host state through various incentives

that have a role in shaping the geography of trade (Grant 1994; 2000).

Regarding the above developments, this study has specific interest in the trade policies of the
EU and the ASEAN countries® and in the inter-regional trade relations between the two
groupings. Regionalism is currently manifested in both the EU and ASEAN, both being in the
process of internal economic liberalization and regional enlargement.* The significance of the
EU in this context relies on the very nature of the European Union as the world’s largest trade
grouping and its role as one of the leading actors in the multilateral setting (Wise 1993;
Michalak & Gibb 1997; Charri¢ 1998; Gibb 1998; Yeung et al 1998, El-Agraa 2004). Also,
European industries have been among the major investors in other parts of the world. While

customs tariffs within the EU have been harmonized already by the completion of the customs

3 ASEAN (est. 1967) includes Indonesia, Malaysia, the Philippines, Singapore, Thailand, Brunei (since 1984),
Vietnam (1995), Laos and Myanmar (1997), and Cambodia (1999). See Figure Al. (Appendix).

* Original members of the EEC in 1958 were Belgium, the Federal Republic of Germany, France, Italy,
Luxembourg, and the Netherlands. Denmark, Ireland, and the United Kingdom joined in 1973, Greece in 1981,
Portugal and Spain in 1986, and Austria, Finland and Sweden in 1995. Furthermore, eastern Germany was
integrated into the customs union in 1992 after the unification of Germany in 1990.

13



union in 1968, its gradual enlargement implies changes in the entrant countries’ trade policies

as well as in the institutional framework of the EU-wide setting of trade policy.

In contrast, ASEAN with 10 member states is smaller by both economic size (see Table Al.
in the Appendix) and as an organisation, and has only partially integrated trade policies
among the member states within the ASEAN free trade area (AFTA) framework. The
ASEAN countries have been major recipients of foreign direct investments, a phenomenon
that has been linked with the process of establishment of the free trade area (Ariff 1994;
Goeltom 1997; Lee 1997; Sandrey 1997; Kettunen 1998a). It has been argued that in the early
1990s, the aim of establishing the AFTA was to attract investments in the region to face
growing global competition for FDI and regionalism in other parts of the world, particularly
in Europe and in North America. Similarly, the cross-border cooperation between three
neighbouring ASEAN states’ in the so-called Singapore-Johor-Riau (Sijori) growth triangle
involved both increased foreign investments and trade within the ‘triangle’ (Kumar &
Siddique 1994; Milne 1994; Low 1996; Weatherbee 1997), as well as political and security
aspects (Acharya 1995; Weatherbee 1995).

In the absence of fully integrated, common trade policies in ASEAN (Menon 1998; Plummer
1998; Harris 2000; Menon 2000; Stubbs 2000; Anderson 2001), the geographical and sectoral
extent of trade policy coordination among the member countries becomes an interesting issue.
Also, the coverage of their trade policies agreed at the GATT/WTO level, and differences
among the ASEAN countries in this regard, call for further examination. Within ASEAN,
bilateral relations and the role of the state in combining trade policies with investment policies
are of crucial importance. This has been especially the case in the sub-regional Sijori where
Singaporean and Indonesian investment policies have been central in implementing the

‘Asian integration model” (Kettunen 1998b).

Based on a framework of bargaining power between Singapore as host state and investing
MNEs, the Sijori growth triangle can be seen as one phase in the active economic policy of
the state of Singapore (Kettunen 1999), and one that involves the ‘regionalization’ approach
in its changing policies (Low 2003). These policies coincided with the outreach of MNEs in
relocating production into Southeast Asia. Furthermore, Singaporean industrialization policies
coincided in the early 1990s with the aims of the Indonesian state in developing the Riau

islands. Both the Sijori and the AFTA cases stimulate an interest to further explore economic

* Indonesia, Malaysia, and Singapore.
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policies and regionalism in the context of the Southeast Asian economies. A comparison of
ASEAN with the EU in the sphere of trade policies advances the theoretical and empirical
understanding of regionalism in the current world economy. The particularities of different
regions should add to theories in economic geography, and in this vein, there have been calls

for more comparative studies of regions (Yeung & Lin 2003).

In addition to abundant literature on either the EU or ASEAN, the economic relations between
the two have been the focus of a collection of studies recently, including Cuyvers (1997) and
Andreosso-O’Callaghan & Bassino (2001), and a number of volumes and essay collections:
Slater & Strange (1997), Ljungkvist (1998), Niemi (1998), Yeung et al (1999), Strange et al
(2000), Alexandre & Petchiri (2000), Chirathivat et a/ (2001) and Niemi (2003). These
studies have touched on various aspects of EU-ASEAN economic relations, such as foreign
direct investments, foreign trade, financial markets, competition law, political linkages,
international cooperation, and economic integration. Niemi (1998; 2003) studied agricultural
trade between ASEAN and the EU, focusing on the trade pattern and the multiple agricultural
policies affecting trade flows between the two regions. Literature on overall EU-ASEAN
trade policies, however, has remained in relatively short supply. Hine (2000) discussed the
EU trade policies towards ASEAN, measuring comparative advantages of the EU trade in
various sectors, but did not combine the analysis of trade policies with the actual trade flows.
Langhammer (2001) debated the relevance of ASEAN-EU economic cooperation during and
after the Asian crisis, and proposed that the two should focus on trade policy issues as one

option in future cooperation.

1.2 Research problem and objectives of the study

Based on the above, the broad background interest of this study is the governance of trade in
general, and trade policies in the EU and ASEAN in particular. The theoretical and empirical
focus will lie in whether the geographical scope of trade policies is changing between the EU
and ASEAN, given the parallel trends of regionalism, multilateralism and bilateralism in the
world economy, as well as the changing patterns of trade flows. Accordingly, the research
problem of this study is how regional economic integration in the EU and in ASEAN affects

trade policies between the two regions.
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Regional economic integration here refers to the effect of the European internal market and
other regional initiatives on its trade policies, and the effect of AFTA and other regional
initiatives on trade policies of the ASEAN countries. The assumed effects are manifold, due
to the complexity of existing trade policies beyond mere tariffs, thus going further than that
which the basic theory on customs unions asserts with empirical analyses on tariffs.® It is
acknowledged that the coverage of trade policies on actual exports and imports is related to,
and partly determined by, the changing pattern of international trade itself. This is especially
due to the relocation of export industries from country to country and the interrelated changes
in trade policies by the respective states. Some of the high technology industries have already
been liberalized globally, while other sectors such as agriculture remain more protected. Also,
the changing trade policies and trade patterns of other major trading partners, such as the
United States and Japan, have an effect on trade policies of the EU and the ASEAN countries,
which must be distinguished from the regional initiatives. In this connection, the research
question of the study was formulated as:

In the multilateral setting, what has been the impact of regionalism on trade policies

between mature industrialized European economies and emergent growing economies

of Southeast Asia, given the pattern of trade between them?

The multilateral setting refers to the evolvement of the GATT/WTO during the last decade,
and the commitment of its member countries’ to the various agreements on merchandise
trade, such as the Agreement on Textiles and Clothing (ATC) by which signatories have
agreed on trade policies for these sectors. Furthermore, the multilateral setting comprises the
big trade partners, such as the US and Japan. Related to this is the variety of trade policy
instruments. With the overall decline in average tariffs in global trade in recent decades, the
significance of non-tariff barriers (NTB) has increased, including safeguard measures, anti-
dumping actions, countervailing actions, as well as the more traditional quotas or licensing
requirements. The variety and extent of trade policies is partly shaped by the nature of the
economies in question. In the EU and ASEAN, differences in industrial structures and the
level of industrialization might affect the policies adopted. The European economies represent
the ‘old industrial countries’, in contrast to the emergent and rapidly industrializing Southeast

Asian economies, where policy needs are different.

8 The quantitative empirical application of the customs union analysis deals with the comparative static effects of
a change in tariffs on the pattern of trade.

" In October 2003, the WTO had 148 member countries, including all 15 EU member states, as well as the
European Union as a member in its own right. Of the ASEAN countries, all except Laos and Vietnam are
members of the GATT/WTO. The accession of Cambodia was agreed in 2003, and full membership is expected
after national ratification.

16



Based on the above, the objective of the study is to answer the research question, which has

been operationalized and broken into specified sub-questions for the empirical analysis:

1. How have trade policies evolved in the EU and the ASEAN countries during a period of
intensified regionalism?
a. What has been the impact of regional economic integration in the EU and in
ASEAN on the geographical scope of their trade policies?
b. How have the two groupings advanced their trade objectives at inter-regional trade
negotiations?

2. What kind of policy stances can be identified based on the competitive structure of
industries in EU-ASEAN trade?
a. Which sectors in EU-ASEAN trade have been affected by regionalism and
multilateralism in trade policies?
b. How have Finland’s trade policies changed after joining the EU, and which sectors
have been affected by regionalism?

The study addresses the impact of regional trade policy on a national level. As an entrant to
the EU in 1995, Finland stands as a case country in an analysis of changes in trade policies
due to joining a customs union. The focus is on the changes pertaining to the institutional
framework of policy-making, and the new types of trade policies implemented. Since
Finland’s economy has been strongly based on foreign trade, the country serves as an
interesting case in a study on trade regionalism. A study on a bilateral trade was deemed
necessary in order to empirically analyse the effect of regional trade policies on Finland’s
trade regime and against the actual trade flows between the two countries. Malaysia was
chosen from the ASEAN group for this study, largely because of the quality of data available,

and because of Malaysia’s role as one of the biggest exporters among the ASEAN countries.

Trade policies and geographical scale

Trade relations between any two regions are coordinated and governed on various levels
extending from bilateral trade negotiations and country-to-country trade on the one hand, to
the multilateral level at the WTO, on the other hand (Figure 1.). Earlier, nation-states had
been the main actors in international trade governance and multilateral trade negotiations.
With the institutionalization of regional integration, trade groupings are also increasingly
functioning as actors of trade negotiations. An example of this is the ASEAN-EU cooperation
framework with ministerial meetings held regularly. An interesting question then is the extent
to which the negotiation and governance of trade policies has been shifted to the regional

level, and whether trade policies have become more restrictive or liberal during this process.
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Figure 1. Trade policy at various geographical scales.
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Source: Author.

Trade policies and the changing role of the state

In this context, a brief overview of the current state of world trade and the array of trade
policies is in place. World exports and imports have grown significantly since the late 1940s,
and the value of international trade has increased at a faster rate than the value of production.
Together with foreign direct investments, this has indicated an internationalizing of the
economy particularly in the industrialized world.® Increasing international trade and direct
investments have also changed the role of governments in several respects. Although trade
policies in the first place originate from the needs of domestic businesses, the growing
internationalization of companies has made the national economy a more complex web of
company-state relationships (Strange 1988, Stopford et al/ 1991, Grant 1994), and has
changed the contents of the traditional ‘national interest’. In the changed international
environment, states have increasingly acted as counterweights to firms, particularly to
multinational companies which have gained substantial power in the global economy. This
has implied a new role for states in governing foreign trade and investments by trade policies,
industrial policies, investment policies, as well as competition policies. States have also
cooperated internationally in trade and FDI governance, both at the regional level among

trade blocs, and at the multilateral level within the GATT and the WTO.

8 Taken together, Europe, North America, and East Asia account for 80 % of current international trade. The
leading exporters and importers in 2001 were the United States, Germany, Japan, France, and the United
Kingdom; growth was fastest in the newly industrializing Asian economies. Services accounted for 20 % of all
trade, while goods (merchandise) added up to 80 %. Manufactured products accounted for the bulk of
merchandise trade, mainly consisting of machinery and transport equipment, office and telecommunications
equipment, and automotive products. Agricultural products comprised about 10 % and mining products about 10
% of merchandise trade by value (WTO 2002).
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States have implemented an array of trade policies, of which import tariffs have been the type
most commonly used. Although declining in the industrialized countries, tariffs are still the
predominant form of trade policy in most developing countries.” However, tariffs tend to
increase with the stage of processing, being lowest for raw materials and highest for finished
goods with high value added. This ‘tariff escalation’ allows for the protection of domestic
manufacturing, and, at the same time, supports the imports of raw materials for the industry.
Along with the decline of tariffs, the use of non-tariff barriers, such as quotas or technical
restrictions, has increased markedly. Large variations exist as to the characteristics and extent
of usage of NTBs from country to country. One type of trade regulation has been the
bilaterally negotiated ‘voluntary export restrictions’ to restrict exports of developing countries

to the markets of industrialized countries, especially in the case of textiles.

Characteristics of EU-ASEAN trade relations

Comparing the EU and ASEAN as trade groupings, there are substantial differences in terms
of internal trade volume and integration. Table 1. presents the total exports and imports of the
world’s major trading blocs: the EU, NAFTA, ASEAN, and Mercosur. The figures
(percentages of world trade) include both internal and external trade, i.e. exports and imports

among the member countries of the grouping, and trade with third parties.

Table 1. Trade of major regional trade organisations as a percentage of world trade, 1990 and
2002.

EXPORTS IMPORTS
1990 2002 1990 2002
EU (15) 44.5 37.8 44.7 34.8
NAFTA (3) 16.6 17.3 19.5 23.9
ASEAN (10) 4.3 6.5 4.7 5.5
Mercosur (4) 1.4 1.5 0.8 1.1

Note: () = number of countries
Sources: WTO (2000) International trade statistics; IMF (2003) DOTS Quarterly/Sep.

The EU’s dominant size in this respect is clear. In 2002, the total trade of the EU countries
amounted to about 38 % of world trade, while the total trade of the ASEAN countries
remained at about 7 %, respectively. In 1990, the difference had been even larger (Table 1.).

In addition, trade integration within the European Union is on a very advanced level, and the

? In the 1940s, the average tariff on manufactured products was about 40 % (Dicken 1998, 92), while nowadays
it is 4 %. The substantial decline in the level of tariffs has largely been a result of the multilateral trade
negotiations within the GATT / WTO.
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volume of intra-EU trade and investments clearly exceeds that of any other regional trade
organisation in the world. In contrast, ASEAN’s foreign trade is mainly directed to and from

outside the region.

Trade relations between the EU and ASEAN countries are an example of a trade relationship
which is relatively important but where none of the actors are dependent on each other. This
is based on historical, geographical and economic facts. Relations between Europe and
Southeast Asia have a long history, owing to the favourable location of Southeast Asia at the
main trading routes.'’ Trade was the initial reason for European contacts in Asia, developing
into colonial relations.'! Trade has remained the cornerstone of relations. However, neither

the EU nor ASEAN as a whole regard each other as the highest priority in trade matters.

From the European perspective, unquestionably the two most important trade partners are the
United States and Japan. This is due to their large economies and the volume of trade with
them. Based on proximity and political factors, the next priorities include the European Free
Trade Agreement (EFTA) countries Switzerland and Norway (besides the new EU member
countries in Eastern Europe). Russia is also important for political and economic reasons.
The African, Caribbean and Pacific (ACP) countries of the Lomé/Cotonou convention are
predominant in EU development policy. Together with Southeast Asia, the Latin American
countries and China would follow in this respect. From the ASEAN countries’ perspective, in
contrast, the single highest trade priority is Japan. This is based on the volume of trade, the
extent of investment flows, and development aid. Other priorities include the neighbouring
East Asian countries, especially China. This is because of proximity and economic relations
that have intensified in recent decades. The United States, Australia, and the EU follow

accordingly, based on trade volumes, investments, and historical connections.

!9 For centuries, Southeast Asia has been a crossing point of migrations, cultural exchange and long-distance
trade between South and East Asia. The region provided a lively setting for interactions between the migrating
Indians from the west and the Chinese from the north (Frank 1998). Many of the region’s coastal kingdoms were
dynamic merchant spots, bringing together Indian, Arabic and Persian traders who were on their way to China
(Pannell 1985). In North Sumatra, Aceh grew to be the first Southeast Asian Islamic sultanate by the 13" century
(Heikkilda-Horn 1991, 48). Consequently, the Sultanate of Malacca in the Malayan peninsula developed from a
small fishing village to a brisk trade locale for the Muslim traders during the 15™ century (ibid., 183).

" From the 16" century onwards, adventurers and merchants from Europe travelled to Southeast Asia to obtain
goods that were regarded as luxurious, such as spices and silk. Trade was often unfavourable for the Europeans
as the goods had to be paid for in gold and silver (Frank 1998). Later, the trading relations developed into a
continued colonial presence of Europeans in Southeast Asia. Most parts of the region were colonised by
European powers — Spain, Portugal, Great Britain, France, and the Netherlands. The colonial era broke the
endogenous pattern of regional interactions in Southeast Asia. Due to these historical links and despite their
burdens, trade and cultural contacts between the two regions remained relatively strong after the independence of
the Southeast Asian countries following the second world war and until the 1960s.
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Similarly, the bilateral trade linkage between Finland and Malaysia that this study addresses is
an example of a trade relationship which is not of the highest priority. From Finland’s
perspective, the most important trade partners are EU members, followed by the United
States, Russia, and non-EU European countries. Southeast Asia is a growing, though still
marginal, export destination, preceded by Japan and China, for example. Likewise, from
Malaysia’s perspective, the most important trade partners are within the region, i.e. Singapore
and Japan, due to proximity, economic complementarities, and business links. The next
priorities include the United States and the EU, among which particularly the United
Kingdom, because of its economic size and historical connections, and Germany, because of
economic links. These countries are followed by France, Italy, Benelux, and the Nordic

countries.

1.3 Basic concepts and definitions

Regionalism is defined generally as a tendency towards some form of preferential trading
arrangement between a number of countries belonging to a particular region (Lahiri 1998).
Accordingly, Yeung et al (1999) accept the definition of regionalism as “the political
movement towards the creation or expansion of regional trade organizations or associations”.
Regionalism is thus a political process.'” It is distinguished from ‘regional economic
integration’ that includes both economic and political factors, and is defined as the deepening
of intra-regional economic interdependence in a given region, through intra-regional trade,
foreign direct investment and harmonization of commercial regulations, standards and
practices. Economic integration'> means the combination of the economies of several
sovereign states in one entity. Integration can be understood as a process or a static affair of
things (Molle 1990). Nye (1987, 27) defines economic integration as “formation of a

transnational economy”."

"2 The concept of regionalization is close to, and often used interchangeably with, regionalism. In this study,
regionalization is understood as the outcome of states-led regionalism and/or market forces towards regional
concentration of economic activity (cf. Schulz et al 2001, 6), while the focus of the study is in the states-led
regionalism itself.

13 A basic dictionary definition asserts that integration is ‘combining parts into a whole’ or ‘an act or instance of
incorporating or combining into a whole’. In a similar vein, the verb ‘to integrate’ is defined as: ‘to bring
together or incorporate into a unified, harmonious, or interrelated whole or system’. Because of its general
nature, the term ‘integration’ is used for a variety of phenomena. In political geography, countries are seen as the
‘parts’ that may be ‘combined into a whole’, an international organisation.

'* As Nye (1987) has pointed out, the term integration is confusing, and often used interchangeably with the term
cooperation. Often there is an unnecessarily implicit assumption that integration is a "good thing" in itself (ibid,
24). Furthermore, depending on the focus towards either political or economic integration, the usage and
constituents of the term may differ.
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Trade policies are a form of government economic policy towards exports and imports. They
are imposed for competitive reasons: to protect and promote the national economy. Their
principal aim is to restrict imports and to encourage exports. Import policies include tariffs
and the so-called non-tariff barriers. A fariff, or a customs duty, is a tax levied on importing a
good or a service into a country. Ad valorem is a tax, duty or fee that varies based on the value
of the products, services, or property on which it is levied. Specific rates are based on the
quantity of the products. Non-tariff barriers (NTB) are all other types of import restrictions. A
quota is a quantitative restriction on imports. Anti-dumping measures are actions against
imports of a product at an export price below its ‘normal value’ (the price of the product in
the domestic market of the exporting country) if such dumped imports cause injury to a
domestic industry in the territory of the importing party. Safeguard measures are temporary
restrictions on imports of a product to protect a specific domestic industry from an increase in
imports of any product which is causing, or threatening to cause, serious injury to the
industry. Countervailing measures are imposed to offset injury caused by imports that are
subsidized by the exporting country. Other NTBs include import licensing, state monopolies,
legal regulations, currency restrictions, administrative costs and technical barriers to trade
(TBT), such as technical regulations and industrial standards, that vary from country to
country. Standards may be set arbitrarily in order to restrict imports. Export policies mainly
take the form of incentives or other types of stimulation to exports (guarantees, credits, or
fiscal incentives) though restrictive export policies also exist, such as ‘voluntary export
restrictions’ (VER), agreements where an exporting country accepts to restrict exports to

another country.

Trade regime comprises the administrative framework of a state for national trade policy
setting, formulation and implementation, including the tariff and non-tariff systems. Related
to this, an international regime is an institutionalised set of rules that allow for durable and

goal-oriented forms of inter-state cooperation (Otto 2000, 40).

1.4  Scope and limitations of the study

The study approaches the EU and ASEAN as regional trade organisations although they
possess many other functions as well. The focus will be on trade policies within, and trade

negotiations between, the two trade groupings, as well as multilateral agreements at the
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GATT/WTO. This enables an analysis of regionalism and trade policies on three geographical
scales: global, regional and national. Specifically, the study examines the institutional setting,
forms and the sectoral incidence of trade policies. In contrast, specific processes of policy
formulation and negotiation that lead to particular policies are not addressed. The analysis of
changes in the EU’s trade policies are related to intra-regional decisions and agreements on
common trade policies. Similarly, changes in trade policies of the ASEAN countries are
related to intra-regional agreements to harmonize the trade environment, distinguished from
multilateral agreements and national decision-making on particular trade policies. However,
the study excludes bilateral trade agreements between individual countries of the EU and
ASEAN, as well as the processes of informal lobbying or bargaining by business interests or

trade unions.

Regarding trade flows, the study portrays a description of merchandise trade between the EU
and ASEAN countries based on data from international, regional and national statistics. The
study is limited to trade in goods, thus excluding trade in services, mainly due to the
availability of data. As to methodology, bilateral trade flows are scrutinized comparing data
from both the importing and the exporting countries. The study does not apply quantitative
methods typically used in mainstream economics studies on international trade, due to their

limitations in applying multiple types of data.

The timeframe of this longitudinal study extends from 1978, when political and economic
relations between the EC and five ASEAN countries were established, to the most recent data
available for 2003. Aggregate trade flows and inter-regional negotiations are studied
accordingly for the period 1978-2003. In addition, an analysis of the structure of trade and
trade policies between the two regions is conducted for 1993-2001. This period was chosen
because of the availability of aggregate data on the structure of exports and imports between
the two regions. Similarly, comparable data on trade policies documented by the GATT/WTO
Trade Policy Reviews is available from 1990 onwards. The timeframe for the analysis thus
depends on the issue under investigation. Based on these data, the study analyses the EU’s
common trade policies towards imports from the ASEAN countries, and the trade policies of
the six ASEAN countries towards imports from the EU countries, on a cross-sectional basis

for selected years.

The study thus combines analyses of both trade policies and actual trade flows. The two are

strongly interrelated, however, in a complex and often indirect manner. Hence, no attempt has
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been made to portray direct causal relations between trade policies and trade flows. It is
acknowledged, however, that trade policies are partly determined by actual imports and
exports, and vice versa. The study illustrates how particular sectors were affected, either by

liberalization or restrictions in trade policies between the two regions.

As to country coverage in the trade analysis, the study involves the whole EC/EU (i.e. nine,
ten, twelve, or fifteen countries depending on the year under consideration), and five ASEAN
countries (Indonesia, Malaysia, the Philippines, Singapore, and Thailand). The newer
members of ASEAN (Cambodia, Laos, Myanmar, and Vietnam) are excluded due to the
limited availability of data on their trade policies, and to the small volumes of their trade with
the EU countries. As for the EU, the study is limited to the common trade policy and its effect
on Finland’s trade practices following accession. It is understood that the EU’s harmonized
trade policy is the result of a long historical process during which policies have been
gradually formed, and, in the process, national interests and characteristics have been

combined.

1.5 Outline of the study

Chapter 1 introduces the background of the study, the research problem and the ensuing

research questions, as well as the scope and delimitations of the study.

Chapter 2 theorizes on regional economic integration, trade policies, and the geography of
international trade. In a cross-disciplinary approach, the theoretical framework of the study is
built from previous literature within economic geography, economics, the international
political economy, and business studies. The literature review focuses on the main approaches
to regionalism, trade policies, and trade and location, which are discussed in relation to the
research problem of the current study. As a synthesis, a conceptual framework is constructed

for the empirical investigation.

Chapter 3 describes the research design, methods and empirical data used in the study. Data
sources, as well as data collection and compilation are illustrated, in connection with an
evaluation of the quality of data employed. Methodological considerations of trade research

are emphasized since the study employs methods that are different from those used in
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conventional trade studies in economics. Finally, the methods and research design of the

study are assessed considering the limitations of the chosen data and methodology.

Chapters 4 and 5 present the empirical findings of the study. In Chapter 4, the changing trade
policies of the EU and ASEAN countries are portrayed against the institutional setting of
policy coordination in both groupings. Differences between the EU and ASEAN in trade
policy formulation and coordination are considered in relation to the stage of regional
economic integration. The analysis focuses on the impact of regionalism on the extent, types,
and level of protection of trade policies. Furthermore, trade policies expressed at EU-ASEAN
meetings are illustrated, including the major issues of bargaining, requests, and cooperation in
inter-regional trade negotiations from 1978-2003. The long-standing trade negotiations are
divided into four distinct phases according to the changes in the intensity of cooperation
and/or conflict in trade interests between the two regions. The findings form the platform for

the analysis of EU-ASEAN trade flows and trade policies in the next chapter.

Chapter 5 introduces the results on the incidence of trade policies as to trade flows based on
the longitudinal and cross-sectional analysis for the period 1990-2003. The changing trade
policies of the EU towards imports from ASEAN, as well as those of the ASEAN countries
towards imports from the EU, are depicted against the backdrop of the structure of trade
between the regions. As a result, the analysis presents the sectors that have primarily been
influenced by changes in trade policies. In conjunction, this reasoning is combined with
findings from a bilateral trade relationship between Finland and Malaysia. Based on an
analysis of the changing institutions and practices of Finland’s trade policies after joining the
EU customs union, the case illustrates a subsequent switch from a national trade policy to a
regional one. Furthermore, an examination of trade flows in electronics uncovers a product

category that was mainly affected by the changing trade policies.

Finally, Chapter 6 presents the results and conclusions of the study. The empirical findings
are summarized, and the theoretical implications of the research project are drawn together
based on discussion of previous literature, methodological questions, and the empirical
outcomes of the current study. Implications both for policy-makers and businesses are

presented. In conclusion, the chapter raises suggestions for further research.
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2. Theoretical framework

The research question of the present study, as formulated in chapter 1, inquires into the
impact of regionalism on trade policies between the EU and the ASEAN countries, given the
pattern of trade flows between the regions. Accordingly, the following sections will scrutinize
earlier theorizing on regionalism, trade policies and the geography of international trade.
Classical economic theorizing on trade will be briefly presented first, as trade literature forms
the basis for studies of both economic regionalism and trade policies. Overall, the focus will
be on a review of research that discusses the relationship between regionalism and trade,

particularly the impact of regional economic integration on trade policies.

Previous literature on regionalism and international trade includes research in the fields of
international economics and political economy, as well as spatially oriented and geographical
studies and theorizing of the geography of international trade. In this chapter, the basic
concepts and theories of classical and neo-classical economics,”” international political
economy, and geographical literature on international trade are discussed. The explanatory
power and limitations of the theories are evaluated considering current trends in regional

integration, trade policies, and international trade flows.

2.1 Regionalism and trade blocs

Beginning with the theorizing of economic regionalism, this section will review the central
concepts of regional economic integration both from the perspectives of economics and
international relations. Literature on regional economic integration has to a large extent
evolved from trade theory. From this perspective, regional trade agreements represent one
form of integrating distinct economies, and they have been theorized with the concept of
integration in international economics and in political science, particularly international

relations.

% Since classical and neo-classical theories on trade and economic integration are presented in most textbooks of
international economics, the aim here is not to provide a detailed account, but rather to review the basic concepts
and major strands of literature (in sections 2.1.1 and 2.2.1) for the benefit of further elaboration and analysis of
the subject.
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2.1.1 Economic theorizing on trade

The classical trade theory, which forms the basis for economic integration theory, has its
origins in the literature on political economy from over two centuries ago.'® The basic idea
was that free trade and exchange of goods based on specialization was more beneficial to
trade partners than protectionism. The line of thinking was further developed'’ to encompass
the concept of comparative advantage'® as a basis for specialized production. It is noteworthy
that the classical theory explicitly dealt with protection, i.e. tariffs, and hence presented a link
between trade policy and trade patterns. This formed the basis for later analyses, especially
for the thinking behind the free market paradigm and welfare analysis. Central to trade theory
was the concept of opportunity cost, that is, the loss of alternative returns if resources had
been used in some other way."” This theorizing constituted the supply side explanation of
trade and, to a greater degree, represented actual trade patterns of the early 19™ century.
Currently, while resources still explain trade in agricultural and other primary products, the
bulk of trade in industrial and manufactured products cannot easily be traced back to local
natural endowments of the trading partners. Particularly, the emergence of multinational
companies and intra-industry trade after the second world war quickly weakened the
relevance of the neo-classical theory. The movement of capital, especially direct investments,

was not included in trade theories.

In effect, the neo-classical trade theory had predicted in the 1950s and 1960s that
specialization would increase in the world economy, leading to more inter-industry trade
based on comparative advantage. However, this was later contradicted by empirical evidence
as trade data showed no increase in inter-industry trade but rather in intra-industry trade (IIT).
The theory could not foresee the rapid internationalization of the world economy, increasing
foreign direct investments and the increasing transfer of production across national borders

that resulted in trade of intermediate goods and among branches of corporations. From the

' At the time of mercantilism and protectionism in foreign trade, free trade among nations was advocated by
Adam Smith in The Wealth of Nations from 1776. Implicitly, trade was explained by supply side factors —
resources of the trading partners — since the reasoning of free trade was based on differences in resource
endowments.

'7 by David Ricardo in On The Principles of Political Economy and Taxation of 1817

'8 A country has a comparative advantage in the production of the good for which it needs a relatively lower
amount of production factors compared to another country. As the countries open trade after an initial autarky
situation, each country will specialize in the production of the good for which it has the comparative advantage.
According to the trade theory there will be an increase in welfare in both countries.

' Foreign trade literature further evolved into a neo-classical analysis, an expanded formulation of the classical
trade theory. The neo-classical Heckscher-Ohlin model recognized that opportunity costs increase when the
degree of specialization increases, and that specialization reflects each country’s mix of resources. The model
was applied to an analysis based on the prices of labour and capital as determinants to trade.
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1960s onwards, the neo-classical trade theory has elaborated on explaining intra-industry
trade. Supply side analyses have applied the concept of ‘revealed comparative advantage’ as a
modified version of the original one. In the other approach based on demand factors, some
theories attempt to explain trade in slightly differentiated goods by variations in consumer
tastes, drawing on Linder’s (1961) essay on product differentiation and interrelationships
among similar markets. Applying both classical and neo-classical approaches to analyse
Sweden’s foreign trade over a 110 year period, Petersson (1984) found intra-industry trade to
have grown especially during 1871-1913 and 1951-1970, based on large-scale manufacture
(vertical specialization) in the former time period, and on standardization (horizontal

specialization) in the latter period.

New approaches in trade theory have claborated on economies of scale and imperfect
competition, as well as on economic growth and international trade (Salvatore 2001). In the
‘new international economics’, Helpman & Krugman (1985) introduced concepts such as
increasing returns as explanations to sustained growth. Trade policy research in economics
has focused on equilibrium analyses of tariffs and quotas that are seen as distorting the
equilibrium state of free trade. Newer approaches include theorizing on strategic trade policy
and strategic industrial policy, according to which nations can create comparative advantage
in such fields as semi-conductors, computers, and telecommunications. As to the state of
economic literature in general, Storper (1997) points out the theoretical controversies of the
20" century neo-classical economics where two strands of research have evolved, one based
on the equilibrium analysis, and the other based on an analysis of market imperfections. These
two paradigms fundamentally reflect the ideological differences between two distinct world
views in economics: the ‘free market’ view, and the statist or interventionist view. What is
notable is that the resulting analyses are in turn used as a basis for economic policies, thus

leading to two different lines of economic policy.

As the patterns of world trade have changed, the neoclassical trade theory has been
reconsidered, especially within research fields other than economics. Trade evidence has
shown that intermediate goods account for an increasing share of trade, and thus there is a
need for explanations other than comparative advantage or consumer tastes. Rather, an
understanding of international networks of production would seem to benefit the theory. As to
limitations of the trade theory, Frankel (1997, 37) observes that for the most part, the
mainstream economic research did not attempt to explain the geography of trade, that is, trade

between countries, or the quantities or composition of bilateral trade. Instead, literature
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focused on the total trade of a country, and sought to explain the quantities and composition
of the country’s exports and imports, regardless of the destination or source countries. An

exception was the analysis of regional liberalization and its effects on the countries involved.

2.1.2 Theorizing of regional economic integration

Based on trade theory, literature on economic integration has evolved since the 1950s along
with the European case. Economic integration is basically seen as the integration of markets
(Molle 1990, 10) which is reflected in the economic interchange — foreign trade and direct
investments — between countries. This may take place despite the possible barriers to
exchange. Barriers to trade and investments are lowered through agreements and the
establishment of regional organizations to coordinate economic policies. Economic
integration can apply to product markets (merchandise trade), or if deepened, also to markets
of production factors (labour and capital). Eventually, economic policies, too, can be

integrated.

According to the theory, countries aim towards economic integration because of the welfare
benefits it brings them through increased trade. The basic objective is to enhance trade among
the member countries by reducing barriers to trade (tariffs and non-tariff barriers) within the
region. However, there are more incisive considerations in economic integration than trade
alone. Molle (1990) delineates the assumed political aims of economic integration thus:
“Economic integration is not an objective in itself, but serves higher objectives. The
immediate, economic, objective is to raise the prosperity of all cooperating units. [...] The
farther-reaching objective is one of peace policy; namely, to lessen the chance of armed
conflicts among partners.” The mainstream economics analysis on economic integration,
however, simply accepts the ‘economic benefit’ approach (based on the utility function of the
actors) as the explanation to economic integration, and thus deals less explicitly with the
initial reasons of integration. For example, the cultural dimension is not included in the

economic theorizing of integration.

In contrast, political economy literature suggests that economic integration may have different
kinds of origins in a world of hegemonic power (Gilpin 1987) or interdependence (Keohane
& Nye 1987, Nye 1987), or state-market relationships (Strange 1988). These include
commitments, common cultures and social institutions, not to mention ideological,

contiguous, and political reasoning (Garnaut & Drysdale 1994, 36). Along similar lines, Hill
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(1987, 82) asserted that from the viewpoint of a single country, there are several arguments
for regional cooperation. These include regional peace and stability, trade creation, regional
liberalization being politically easier than multilateral liberalization, and regional organization
being more effective in international negotiations that an individual state. Also, according to
the World Bank (2000), trade blocs especially among developing countries have at least four
political objectives, namely: security, bargaining power, project cooperation, and pursuit for

reform. Countries may thus have multiple objectives in joining a regional trade organization.

The geographical perspective to territorial integration builds on cultural and political elements
such as ethnic or linguistic similarities, traditional affinities, and formal political links and
commitments (Muir 1987; Muir & Paddison 1981). More specifically, territorial integration is
enhanced by spatial proximity, social homogeneity, transactions and interactions, mutual
knowledge, common functional interests, the presence of common culture, previous
integrative experience, political structure, sovereignty-dependence, and government
effectiveness. From a political science perspective, Huntington (1996) draws on cultural
identities, the history of civilizations and relations among peoples, and argues that these are
the bases for today’s world politics. He suggests that in the post-Cold War world, the essential
distinctions between people are not mainly ideological or economic, but cultural. As to
ASEAN which comprises Buddhist, Islamic, Sinic (Chinese), Hindu, and at least partly
Western cultures, the main challenge is thus to maintain the coherence of the ‘multi-

civilizational’ regional organization (ibid., 128).

Hence, regional economic integration implies a spatial dimension, geographical contiguity,
between the integrating units. It has been suggested that regional liberalization is more
straightforward than multilateral trade liberalization, as it involves fewer negotiators or
potential conflicts. From the perspective of a single country, membership in a regional trade
organization means shifting some sovereignty over trade policies from the national

government to the regional organization.

Theorizing on customs unions

As noted above, economists mainly deal with the proposed outcomes and effects of economic
integration. Viner (1950) elaborated the theory in his classic The Customs Union Issue where
the standard concepts of trade creation and trade diversion were established. Trade creation
was defined as the replacement of higher-cost domestic production by lower-cost imports

from partner countries of the customs union. This would result in better resource allocation
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and efficiency, and lower prices would accrue benefits for consumers. By trade diversion, on
the other hand, Viner (1950, 42-45) referred to the replacement of lower-cost imports from
third countries by higher-cost imports from member countries. Welfare losses would ensue,
especially if intra-regional production were protected heavily against extra-regional
competition. In economic terms, trade diversion would imply replacing more efficient, with
less efficient, production. The net welfare impact of a customs union would depend on which
of the effects dominated in the new situation. In a similar vein, Meade (1955) argued that the
higher the initial import tariffs, the greater the likelihood of the customs union increasing
economic welfare. The customs union analysis was further developed, by Tinbergen (1965),
for example, and built into an econometric model that became the standard for the study of
the comparative static effects of a customs union on trade flows, resource allocation and
welfare. At this stage, economic modelling implicitly considered economic integration a

matter of eliminating customs duties since this was the quantifiable side of integration.

Theorizing on customs unions arose in parallel with the actual process of economic
integration in Europe. In the trade environment of the 1950s, the customs union analysis was
apparently a relevant method for an examination of the quantitative economic effects of tariff
elimination within the emerging EEC. In the current reality of international trade, the customs
union analysis has lost some of its relevance along with the decreasing importance of tariffs
as trade barriers. This is particularly true for the industrialized countries where the overall
level of tariffs has substantially decreased, leading to their minor impact in international trade
compared to non-tariff barriers.”® Furthermore, the customs union analysis assumed “other
factors as constant”, that is, the model did not take into consideration changes in other

explanatory factors, such as non-tariff barriers, thereby limiting its applicability.

2.1.3 Stages of economic integration

Theorizing on regional economic integration was further expanded in the 1960s. In Theory of
Economic Integration, Balassa (1961) distinguished between stages of economic integration
that represent the deepening of regional integration. The first stage is a preferential trade area
where tariffs are lowered selectively on an item-by-item basis (Table 3.), such as the ASEAN
Preferential Tariffs Arrangements from 1977. The second stage is a free trade area (FTA)

where tariffs and quotas are removed among partners, but each country can apply its own

2 However, as the average rate of tariffs has declined and the use of NTBs has increased, attempts have been
made within economics to quantify non-tariff-barriers, such as quotas, for model formulation.

31



customs tariff with respect to third countries. Examples include EFTA and NAFTA, as well as
the future AFTA after tariff cuts are fully realized. A free trade area requires ‘certificates of
origin’ for internationally traded goods to avoid trade deflection, that is, goods entering the
FTA through a low-tariff country. The third stage is a customs union such as the original EEC
where, in addition to the FTA, one common external tariff is agreed upon and thus the
certificates of origin at internal borders are no longer needed. In the fourth stage, the common
market, also production factors (labour and capital) can move freely. The European Single
Market established in 1993 represents this stage; also the ASEAN countries have, in a recent
Summit, decided to establish an ASEAN Community by the year 2020.2' The fifth stage is an
economic union that implies a unification of economic policy, market regulation, macro-
economic and monetary policies and income redistribution policies. In monetary union, one
common currency is created for all member states, such as in the European Monetary Union,
which led to the introduction of the euro in 2002. The eventual stage is political union where
political institutions, too, are unified. In the current world economy, the most typical forms of
regional trade agreements (RTA) are customs unions, free trade agreements, and other
preferential trade arrangements. Most countries of the world are members of some type of
RTA, and with these agreements, countries are committed to preferential trade with their

partner countries.

Table 2. Stages of economic integration.*
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Preferential trade area X
Free trade area X X
Customs union X X X
Common market X X X X
Economic union X X X X X
Political union X X X X X X

Source: Modified from Balassa (1961).

2 The Declaration of ASEAN Concord 11 (Bali Concord II), 7 October 2003. [Online.] Available at:
http://www.aseansec.org/15159.htm.

22 These categories represent ideal formulations of economic integration, while in practice, large variations exist
as to the implementation or coverage of the arrangements. The existing 10 customs unions and over 100 free
trade agreements are remarkably varied regarding coverage, number of parties, and geographical scope. There
also exist several common market arrangements that differ as to the scope of the ‘free flow of factors’, that is,
the movement of capital and labour among the member countries.
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Regional integration also entails a ‘new centre’, a central institution which is created by
agreement between the member countries for the administration of e.g. economic affairs or
external trade. Inter-governmental organizations can be distinguished between different levels
of coordination or according to the degree of power of a possible central institution® over the
member parties. The main type of central institution is a Secretariat that manages the practical
everyday administration of the trade agreements but usually does not possess decision-making
power over the member governments. In contrast, a Ministerial Meeting is typically the
highest decision making forum in regional trade associations. The arrangement may also
surround a Summit, a regular meeting among the heads of state. In the case of Asia-Pacific
Economic Cooperation (APEC), for example, the Summit is a forum of political importance
for discussing bilateral and regional issues, but the actual decision-making is carried out at the
ministerial level (Leino 1996, 19). With intensified integration, the central institutions (such
as in the European Commission, the Council of Ministers and the Parliament) obtain decision-

making and executive power over the member countries.

To summarize, while ASEAN represents Balassa’s first stage of economic integration, a
preferential trade area (being in the process of forming a free trade area), the EU has
proceeded to the fifth stage, a monetary union. Due to the loose nature of FTAs, ASEAN can
be characterized by the term ‘cooperation’ which means any joint action between two or more
parties in a single event or a continued process. Cooperation among developing countries,
however, may contribute to national economies merely through the increased political
stability in the region (Blomqvist 1993). In comparison, the EU represents ‘integration’, i.e.
an intensified form of cooperation, a process where smaller political territories are subsumed

into larger ones.
2.14 ‘Open regionalism’, ‘growth triangles’ and multilateralism

During the early 1990s, a body of literature emerged concerning economic regionalism in the
Asia-Pacific region and presenting the idea of ‘open regionalism’ (Bergsten 1994; Drysdale &
Garnaut 1994; Garnaut 1994; Bergsten 1997). Open regionalism was seen as an alternative to
the proposed ‘old’ type of regionalism of free trade areas and customs unions promoted by the

EU and NAFTA. The problem of the old regionalism, it was argued, was the protectionist

2 Institutions are defined in this study narrowly as the coordinating or administrative units, or forums of
cooperation within and between regional trade groupings. Thus the approach is different from the broader
definition of institutions as the rules, norms, conventions and social routines (Martin 2000).
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thinking which challenged the global free market view. In contrast, open regionalism would
take the form of a non-discriminatory regional economic cooperation. It was seen to endorse
an unbiased alternative that would better maintain the free trade idea on the global scale. The
school was predominantly interested in the possibilities and domains of the Asia-Pacific
Economic Cooperation scheme with a focus on Australia in particular, and it developed to
assess the advantages of the premises of non-discriminatory economic integration. True, as
the ‘old regionalism’ is somewhat inward-oriented, external trade and cooperation could be
expected to diminish in relative terms. In contrast, the open regionalism approach does not
purport to build a ‘fortress’ of a protective import policy for a region. While ASEAN might
be categorized under open regionalism within APEC, the EU is more of a bloc with a high
degree of internal integration combined with a high level of coordination and cooperation in
policies towards third countries. This would suggest that ASEAN, being more outward-

oriented, is more open in seeking to enhance trade relations with the EU.

In East and Southeast Asia, the emergence of sub-regional schemes also represented a new
type of regional integration. The so-called ‘growth triangles’ were established in border areas
of three or more countries to enhance trade and investments within the sub-region (Lee 1993;
Kumar & Siddique 1994; Low 1996; Lee 1997; Parsonage 1997; Weatherbee 1997; Perry
1998). The two most notable of these were the Indonesia-Malaysia-Singapore growth triangle
(IMS-GT) comprising Southern parts of the Malaysian peninsula, Singapore and the Riau
province of Indonesia, and the Southern China growth triangle comprising Hong Kong,
Guangdong and Shenzhen. The growth triangles emerged largely due to the increased cross-
border operations of firms enhanced by deregulation in trade and investments. This ‘Asian
integration model’ thus denoted the specific sub-regional integration schemes in East and
Southeast Asia, the IMS-GT case being a result of the member states’ active regional policies

(Kettunen 1998b; 1999).

Regionalism and multilateralism

An issue of continuous debate within the field of economics has been the impact of
regionalism on multilateral liberalization and the success of multilateral trade negotiations.
The main hypothesis, based on the free market paradigm, has asserted that regionalism is a
major obstacle to the process of global liberalization of trade. The ‘first wave’ of regionalism
in the 1950s already raised the issue, and the debate arose again alongside the ‘second wave’

of regionalism in the 1990s, as the further deepening of European integration and the signing

34



of a multitude of free trade agreements all over the world contributed to the debate.* Several
economists have put forward arguments against regional trade blocs. Bhagwati (1993; 2002)
argued that unequal environmental and labour standards create unfair trade, thus relating the
protectionism of global trade to the poverty of developing nations. Similarly, Bhagwati &
Panagariya (1996) considered the economics of free trade areas and customs unions (that they
call ‘preferential trade areas’ instead of ‘free trade areas’ to indicate the perceived external
protectionism of the latter), and asserted that PTAs that are hegemon-centred such as
NAFTA, are not desirable due to the challenges that they posed to multilateral trade
liberalization. Instead, non-hegemon-centred PTAs among developing countries, such as

Mercosur, are more favourable to the global system.

However, regionalism can also be understood as accelerated multilateralism. In this
perspective, trade blocs may provide the steps to liberalize more swiftly within the region
than through a multilateral approach (Bergsten 1994; WTO 1995; Bergsten 1997; Milner
1997; Desker 2004). While the discussion on the advantages of global free trade often draws
on the abstract world-view of perfect markets, the perspective of an individual state is quite
different. Referring to the globalization debate, Michalak and Gibb (1997) argued that one
strategy for states in dealing with multinationals — and globalization in general — was to
choose regionalism. In this view, nation-states responded to globalization in the 1990s by
watering down their commitment to the principles of multilateral trade, and engaging instead
in the process of regional integration. This was apparent in the slow process of the Uruguay
round of the GATT negotiations and the concurrent signing of several regional trade
agreements. Even though this trend had led to the debate among economists over the
contradictions between regionalism and multilateralism, not all researchers approached the
issue as a controversial one. Michalak and Gibb (ibid.) concluded that the two are not
mutually exclusive, yet they may be competing principles in the current world economy. It
has been argued that while bilateral and regional trade agreements are secondary, they seem to
be a politically manageable solution to governments, given the complicated and prolonged
negotiations at the WTO that often stretch beyond the life-span of a government (Desker
2004).” As regards Singapore’s trade agreements, Low (2003) pointed out that broader

regionalism and multilateralism are still superior to bilateral arrangements, basically because

** However, Lahiri (1998) also pointed to the reverse developments, of the breaking down of regionalism in the
1990s, when the East European economic bloc CMEA fell apart.

* However, Anderson (2001) signalled the GATT/WTO’s contribution to globalization and its implications for
development strategies of the ASEAN countries, arguing that the multilateral system helps developing countries
to practice good economic governance and provides a forum to negotiate and monitor trade policies.
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of the various rules of origin or ‘spaghetti bowl’ effects for Singapore. The trend towards
bilateral agreements, as well as cooperation between ASEAN and China, Japan and South
Korea in the ‘ASEAN+3’ framework has been seen as a reaction to the Asian financial crisis
(Alatas 2001; Webber 2003). However, on broader forums cooperation has been more
complicated (Kraft 2003), referring to the enlargement of ASEAN to include
Burma/Myanmar, Laos and Cambodia which has put strains on the relationship with

ASEAN’s dialogue partners.

To summarize, the theories of regionalism evaluated above discuss the different types and
stages of regionalism, the impacts of regional economic integration in harmonizing trade
policies of the member countries, and the various reasons for countries to engage in regional
trade blocs. However, the theories do not deal with sow states use regional organizations for
their trade policy aims or, more broadly, how states negotiate and cooperate within regional or

multilateral organizations, which are discussed in the following sections.

2.1.5 Roles and functions of regional trade organizations

The predominantly economic theorizing of regional economic integration has treated the issue
either from a purely market perspective or from the viewpoint of a member state, and has not
considered the organizational characteristics of RTAs. Yet regional trade arrangements may
affect the global trading system in other ways than solely through the market; for example, by
their institutional capacities which are related to the stages of economic integration. Thus the
different qualities of regional trade agreements and their supposed impact on the multilateral
system call for a consideration of RTAs as international organizations. The organizational
characteristics of inter-governmental organizations (IGO) can be elaborated by classifying
them according to their geography, tasks, roles and functions. Generally, IGOs are classified
into two broad categories that include sub-categories based on geographical dimensions and
tasks.”® In addition, Archer (1983, 126; 2001, 68) distinguishes between the roles and

functions of inter-governmental organizations, be they regional or multilateral. An IGO may

% According to geographical coverage, inter-governmental organizations may be distinguished as: (1) Global
organizations, such as the United Nations (UN) or the World Trade Organization (WTO); (2) International
organizations which comprise three or more countries regardless of geographical proximity and are political,
strategic or cultural in nature, such as the North Atlantic Treaty Organization (NATO) or the British
Commonwealth; or (3) Regional organizations which restrict their membership on the basis of geographical
contiguity, such as the EU or ASEAN. According to tasks, a distinction can be made between: (1) Strategic
organizations, such as NATO; (2) Political organizations, such as the Council of Europe; (3) Organizations of
historical legacy, such as the British Commonwealth; and (4) Economic organizations, such as the European
Economic Community (EEC).
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have the role of an 1) instrument, 2) arena, or 3) actor. Firstly, when characterized as an
instrument, the organization is being used by its member countries for specific objectives such
as foreign policy, international trade or diplomacy. This refers to the power of the individual
member states over the IGO in decision-making, and to the role left for the organization as an
administrative unit only. Secondly, when the organization is considered an arena, it is a forum
within which action takes place. The member countries come together within the organization
to discuss, argue, cooperate or disagree over common issues or policies. Finally, the third
possible role of an IGO is as an independent actor. This requires stable and coherent decision-
making machinery, the organization being an entity that is distinguishable from its member

states. In many cases, the organization is stronger than the sum of its membership.

Furthermore, Archer (2001, 94-108) distinguishes between possible functions of inter-
governmental organizations, i.e. how they affect the international system: 1) articulation and
aggregation, 2) norms, 3) recruitment, 4) socialization, 5) rule making, 6) rule application, 7)
rule adjudication, 8) information, and 9) operations. First, IGOs may perform the task of
interest articulation and aggregation in international affairs, for example articulating a
common position in multilateral trade negotiations like those of the EU’s common trade
policy. Second, they can affect the normative activities of the international system by
establishing certain values worldwide such as the rejection of slavery, or control of the effects
of war. Third, IGOs have an important function in the recruitment of participant countries in
the system; and, fourth, in the socialization of individuals through various interest groups or
institutions, such as in the case of the EU, the Commission, Parliament, or the Committee of
Regions. Fifth, IGOs affect the rule-making of international relations; as well as, sixth, the
rule-application by supervising the use of agreed rules. Seventh, IGOs may carry out rule
adjudication and law enforcement, such as the International Court of Justice. Eighth, they
perform activities in sharing and communicating information; and, finally, IGOs undertake a
number of various operational functions, for example, banking or providing aid. All of these
possible functions of inter-governmental organizations affect the international system by e.g.

creating new forms of global governance.

The above classifications are a useful tool for distinguishing between the different roles and
functions of the EU and ASEAN in coordinating their trade policies, which is of primary
interest in this study. It is assumed that the EU is an actor with aims and activities of its own;
in contrast, ASEAN is more an instrument or an arena of the member countries to advance

their aims. It is worth asking, however, what actor-like characteristics ASEAN, as a grouping,
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has in trade policy — and whether or not it even has such characteristics — since the level of
harmonization in trade policies is related to the degree of regional economic integration and

the role of central institutions within the grouping.

These categories notwithstanding, the above theorizing on regionalism does not discuss how
trade policies are set internationally. While it provides answers on the impacts and types of
regionalism — the EU being a deeply integrated trade bloc and ASEAN a loose cooperation
forum — the literature reviewed has not discussed why specific trade policies are set in the first
place, nor how the setting of trade policy is changing because of the globalizing economy and
the operations of multinational companies. As they are relevant to this study, these questions

call for more elaboration.

2.2 Trade policies

While the preceding literature review focused on regionalism, this section discusses
theorizing on trade policies from the countries’ point of view, highlighting the national and
international contexts where policies are negotiated and decided upon. Since trade policies are
part of the economic policies of states to manage exports and imports, they are basically
meant either to protect a domestic industry by restricting imports, or to support a domestic
industry in its export operations. There is a myriad of different types of trade policies
affecting imports and exports, including tariffs, specific duties and taxes, quantitative
restrictions, prohibitions, licensing, state trading, standards and technical requirements,
safeguarding measures, anti-dumping measures, export promotion, export guarantees, and

subsidies. These are applied in each country to varying degrees and on various sectors.

Trade protection has typically sheltered two types of industries: the so-called ‘infant’
industries which are recently established, often in developing countries; and, the ‘sunset’
industries which are older, already declining industries, typically in the industrialized
countries (Hanink 1997, 367).%” Both types of industries are regarded by the state as in need
of protection from foreign competition. In this vein, trade policies reflect the industrial

characteristics of a country. In developing countries, such as in the ASEAN countries, the

" The effective rate of protection measures the percentage increase in value added resulting from protection in
an activity, taking into account the tariff and non-tariff measures affecting outputs and inputs. Due to the use of
simplifying assumptions it is not a precise figure. However, it is a useful tool for ranking industries according to
the extent that government assistance policies affect production.
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infant industry argument has been widely used in conjunction with an import substitution
industrialization (ISI) strategy to protect young industries from imports in the same sector.
When the industries have reached a competitive stage, an export oriented industrialization
(EOI) strategy has been implemented instead, promoting exports of the particular industry. In
contrast, the sunset industry argument has been used in the textiles and clothing sector, or in

steel industries of the industrialized countries, for example in the EU, Japan, and the US.

2.2.1 Economic theorizing on trade policy

The classical trade theory discussed trade policy in relation to the advantages of free trade
over mercantilism. The concept of comparative advantage was linked to the idea of free trade,
and this was later formalized into mathematical models of equilibrium analysis. Economic
literature on trade policies has mainly dealt with tariffs, since tariff duties are the main
quantifiable type of trade policy. As discussed above, Viner’s (1950) customs unions analysis
was the first framework to determine the impact of tariffs on trade flows. Later, there have
been attempts to quantify the impact of other types of trade policies, i.e. non-tariff barriers
(Deardorff 1998). However, as Panagariya & Findlay (1996, 265) indicate, the purely
economic analysis has mainly treated trade policy as exogenous in evaluating the welfare
effects of preferential trading arrangements.”® The approach has been widely used, however,
in quantitative analyses of tariffs and other types of quantifiable trade policies, mainly quotas
(Salvatore 1998). The economic perspective to multilateralism has been based on the
‘efficiency’ factor: whether and to what degree the GATT and WTO have promoted economic
efficiency, growth and stability.” Other approaches in economics have attempted to model
and assess the trade policy behaviour of a country. Based on a framework of the public choice
theory, Baldwin (1988) depicted a model of voting over a commercial policy where voters, as
consumers of the product, choose either to protect a domestic industry or not. In the model,
the rationale behind the decision-making was the multiplicity of consumption choices with
free imports, compared to more limited choices with restricted imports. The model, however,
suffers due to the unreal nature of the choice, since the bulk of foreign trade nowadays is

intermediate goods (directed to other firms) and not finished goods (directed to consumers).

 The method has been to model a tariff-distorting equilibrium after Vinerian thinking, and to examine whether
tariff reductions between union partners improve welfare for each country, the union, and the world (ibid.).
Being model-oriented, the approach has furthermore typically employed a fictional case of two countries and
two products; a limitation considering the real-world array of countries, traded goods, and trade policies.

¥ However, as Baldwin (1988) has pointed out, the scale of analysis in economic assessments has often been
ambivalent, and as a result, the accounts of efficiency have differed between the national and the global scale.
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Furthermore, in reality the voters would rather make their decision as employees in the

industry in question, not as consumers of the imported product.

The neoclassical theorizing thus focuses on modelling specific quantifiable trade policies and,
as such, does not provide an adequate framework for this study on the multitude of trade
policies and the changes in the global trade environment. As regards the aims of this study, a
broader understanding of the relations between states and industries would benefit the

building of the framework.

222 International political economy perspective to trade

At an international level, trade policies are a result of multilevel relations between
governments and industries. Reflecting on Strange (1986) on the problems of managing and
stabilizing the international financial system since the 1970s, Strange (1988) delineated the
changing relationship between states and markets in shaping the increasingly globalizing
international political economy. She argued that it was power that determined the relationship
between authority and market, and that power influenced the four primary structures of the
world economy: security, production, finance, and knowledge. Similarly, power relations
between states and firms determine the four secondary structures - transport, trade, energy,
and welfare. As to foreign trade, Strange (ibid., 161) argued that exports and imports are not
merely the outcome of market forces of supply and demand, rather, they are the outcome of
complex and interlocking networks of both economic and political bargains. These bargains
involve several elements:

- trade-off for states of their commercial and security interests;

- unequal access of trade partners to finance and technology;

- domestic political bargaining over the access granted to domestic markets; and

- corporate decision-making on safe and profitable sources of supply.
Although Strange (1988, 229) explicitly maintained that the aim had been more to raise
questions than to provide answers, the contribution was essentially to combine an insight from
both international relations and economic literature into one framework. Following these lines
on bargaining relationships over trade policies, Stopford et al (1991) further discussed the
competitive relations among firms and states and suggested that a new kind of triangular
diplomacy had been established in the world economy, including bargaining relations
between governments, between companies, and between governments and companies. This
was based on the immense changes, i.c. the globalization of businesses and the increasing

competition among states. Regarding the new international political economy, Stopford et al
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(ibid., 1-2) put forward six general propositions: 1) the states now compete more for the
means to create wealth within their territory than for power over more territory, 2) the
emergence of new forms of global competition among firms also affects how states compete
for wealth, 3) small, poor countries face increased barriers to entry in industries most subject
to global forces of competition, 4) two new dimensions of diplomacy have emerged, one
between states and foreign firms, and one among firms forming corporate alliances, 5) the
number of possible policy options for governments and firms has multiplied, thus
complicating the management of multiple agendas, 6) the volatility of change and the
divergence of outcomes of the new diplomacy have increased. These propositions are valid in
the current world economy where governments seek to join forces regionally and
multilaterally to counterbalance the power of large corporations. Especially, as indicated in
(2), states find themselves in a new environment in setting trade policy because of the

globalization of many industries.

States and territoriality

While Stopford et al (1991) touched the issue of territoriality, the increased power of
international companies led to a discussion of the ‘hollowing out’, the relative decline of
states in the ‘borderless’ world economy (Ohmae 1990; 1995). Other accounts referred to the
changing, rather than the weakening, role of the state. Hirst & Thompson (1996) argued that
instead of diminishing, the state’s role is changing relative to supra-national and sub-national
actors. Similarly, Swyngedouw (1997, 158) maintained that the interventionism of the state in
the economy is rescaled either downward to the city or province level, or upward to
international cooperation in regional or multilateral institutions. Governance is thus possible
at various geographical levels through agreements, such as in the WTO, EU or NAFTA.
Reflecting Ohmae on the hollowing out of the state, Yeung (1998) elaborated on the changing
relationship between capital and state, and concluded that the state continues to function in
capital accumulation and in the global political economy. However, one dilemma for states is
that while multinational companies are extending their powers across national borders, the
state’s direct territorial governance has basically remained the same. Kobrin (1997, 156)
pointed out that whilst politics is still organized in terms of geography — by territory and
borders — economic activity is increasingly organized in terms of electronic networks. The
impact of globalization on states means that there is a trade-off between efficiency and a loss

of autonomy.3 0

3% An extreme example is trade in software for computers, i.e. ‘trade in atoms and bits’ where software can be
imported either on physical discs or as a digital transmission (denoting trade in goods, or trade in services).
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223 The state as the regulator of trade

As has already been discussed, theorizing on trade policies is based on the central role of the
state as the main authority of trade policy. By imposing a national trade policy, the state acts
as a restrictor and/or promoter of a nation’s foreign trade. The state does not act alone in
policy formulation, however; the interests of domestic firms and foreign actors affect its
policy-making. The objectives of firms and the state are brought together into a ‘national
interest’, and the national policy stance is then negotiated internationally with other states.
Baldwin (1996) integrated the perspectives of economists and political scientists in a
framework for the international political economy of trade policy. He identified four major
sets of actors whose interactions produce a country’s international economic policies:
individual citizens, common interest groups, the domestic government, and foreign
governments and international organizations. While citizens act through voting, common
interest groups act by means of lobbying. The interrelation between decision-makers affects
the trade policy outcomes. Governments not only make the final decisions about national
economic policies but also attempt to influence the economic policies of other countries. A
country’s size in terms of national income, population, and geography relative to other

countries is the major structural variable influencing its international position (ibid., 163).

Based on similar reasoning and game theory literature, Carlson (2000) presented a model of a
dual-level trade policy game. She pointed out that while most game theory models presuppose
that the state is the trading entity, reality shows this to be a gross oversimplification. In the
words of Dacey (1999): “firms and corporations engage in trade, while states do not; states
determine the terms of trade, firms and corporations do not”. The model distinguished
between the state and other domestic constituents, and presented a dual-level formulation of
trade policies (Figure 2.). The negotiations take place, on one hand, between the government
and domestic business interests, and, on the other hand, between two states. In this way,
domestic trade policies are determined by bargaining between the state and various interest
groups. The stances of domestic interests are affected by the circumstances of the
international business ‘game’, that is, the competitive environment between corporations in

the international economy. The model is applicable in considering the institutional

When software is imported on discs, it is controlled by the customs as all merchandise trade. However, when
software is imported as a digital transmission by electric mail, the customs authorities can do little to control the
imports (ibid.).

42



environment of trade policy-making in a bilateral trade relationship, but it can be also
extended to reflect negotiations on a regional or a multilateral level, such as in the EU,
ASEAN, or the WTO. States present their agendas and requests to the counterparts at these
negotiation forums, and final agreements are largely compromises of the numerous objectives

and interests.

Figure 2. Dual-level trade policy game.
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Source: Carlson (2000, 127)

Regarding the various policy stances of states especially in developing countries, Stopford et
al (1991) presented a matrix of agendas for states in trade policy (Figure 3.). The matrix
considered the bargaining relation between a developing country and a multinational firm
over inward foreign direct investments, and focused on trade policies since export creation is
one of the main policy needs for developing countries. The model was built on two
dimensions, i.e. the competitive structure of a firm, and the national policy intent of a state,
each with three categories. On the vertical axis, the firm may either compete in the global
markets or operate locally to serve local markets, or production may be based on added value
of a natural resource. On the horizontal axis, the national trade policy objectives may be built
either on an import substitution strategy, on dependent exporting, or on independent exporting

strategy.’’ These categories produce nine possible bargaining sites between firms and states

3! In the first option, the government regards inward FDI as a means of replacing imports and offers the
multinational firm protection from outside competition by tariffs or other barriers to imports. Related to the
traditional view of development economics, this was the typical choice in the 1950s and 1960s. In dependent
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which can be applied in assessing the trade policy stances of various countries. The authors
(ibid., 111-120) also give examples of the evolving trade policies in three developing
countries — Malaysia, Brazil and Kenya — and point towards changes in import controls and
export promotion, as well as the creation of export potential by the setting up of export

processing zones especially in Malaysia.

Figure 3. Nine possible bargaining sites.
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The matrix helps to distinguish between policy stances based on the characteristics of various
industries. Reflecting on the game theory, Stopford et al (ibid., 135) also argued that since
states have multiple and often conflicting objectives which are furthermore continuously
shifting, states cannot be rational actors in the game-theory sense of having a fixed order of
priorities in their policies. States aim both at an efficient economy and at preserving social
peace and the cohesion of society, and because of the partnership with multinationals, policy-
making dilemmas have increased in both number and complexity. One of the dilemmas that
states must address is the choice between diversification and specialization in their industrial

strategies.

To summarize, theories of trade policies have dealt with why countries set trade policies, how
they negotiate trade policies, and how the changing world economy has affected the policy-

making of states vis-a-vis globalizing multinationals. A framework has been provided for

exporting, the government seeks export-creating foreign investments where control over foreign distribution is
left for the investing multinational. Examples include some contract farming, consumer electronics and textiles
industries. In independent exporting, the government chooses to promote exports from indigenous producers. For
example, Malaysia bought the parent companies of politically important subsidiaries, such as Sime Darby, and
recognizing the costs and risks of international distribution, it supported the domestic firms to determine their
position in the world market. (ibid., 26).
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analysing the relationship between the competitive structures of industries and the relevant
trade policy stances, which could be applied to both the EU and the ASEAN countries. In
relation, the changes in industrial dynamics and international trade which affect and are

affected by trade policies, need to be addressed and are further elaborated in the following.

2.3 The geography of international trade

While the above discussion focused on the role of the state in international trade, this section
turns to the geography of exports and imports that affect and are, in turn, affected by the
various trade policies applied by governments. Theorizing of international trade can be
divided into three approaches: the macro-oriented research in economics, the micro level
business studies, and studies of the geography of international trade (cf. Alvstam 1995;
2001a). The neoclassical trade theory, as discussed in section 2.1.1, is one of the oldest and
most conventional of all economic theories, and is thus firmly established in practically all
economic analyses of trade. The micro level analysis in business studies focuses on the firm
or the industry level and complements the understanding of the dynamics of international
trade. Studies in economic geography are concerned with the spatial or regional determinants
of trade, as well as its regional impact. Related to the changing trade patterns, trade theories
must be put in the context of the main trends in world trade which requires a framework that
contains both the multitude of international trade policies and an understanding of states as
trade regulators, and that is sensitive to the multinational operations of the firms (Grant 1994).
The framework necessarily combines elements from various strands of literature and from a
myriad of empirical analyses. The purpose here is to give an evaluation of the established
understanding of international trade and its relation to industrial dynamics; yet, due to the vast
amount of literature especially in economics, the intention here is not to cover all trade

research.
2.3.1 Trade and location
Basically, geographical analysis on international trade has been concerned with three issues:

distance; trade as spatial interaction; and trade as resulting from regional differences in

industrial dynamics. Ever since the emergence of the first volumes on ‘commercial
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geography’ after European industrialization®” and the evolving large-scale trade at the turn of
the 20" century, research on the geography of trade has, to varying degrees, followed the
thinking of either economics or business studies and has developed into its own, albeit
somewhat scattered, strand of research. The subsequent periods of regional geography and the
‘quantitative revolution’ have guided the theorizing and literature in the field. Since
geographical research often aims to explain the location of economic activity, trade research
has highlighted sensitivity to regional differences and variation in economic activities, and

has adopted both the micro and macro scales.

2.3.1.1 Spatial interaction models

The early theorizing in regional economics aimed to test comparative advantages of trading
partners, and, from the 1950s onwards, geographical research was strongly influenced by the
progress in quantitative methods. Trade was essentially seen as a flow (movement) between
two nodes (the exporting and importing locales), and two types of spatial interaction model
were formulated as an application to study international trade flows. Isard (1954) had initially
considered the applicability of the gravity model to trade analysis. The gravity model
incorporated distance and mass in trade analysis which purported to explain the movement of
goods between two countries. Tinbergen (1962), Poyhonen (1963) and Linneman (1966)
made extended early applications of the gravity model. The other type of interaction model
considered ‘intervening opportunities’, that is, the existence of potential trading partners
between the two trading countries. Thus the model related the movement of goods to the
existence of competitors between the source country and the destination country.*® The
intervening opportunities model was argued to be better suited to test comparative advantage
since the friction of distance was built in; however, the gravity model remained more widely

used (Johnston 1989).

32 In 1889, Geo. G. Chisholm described the patterns of world trade in the Handbook of Commercial Geography.
He was followed in 1913 by J. Russell Smith who published the volume Industrial and Commercial Geography.
33 Several extensions and studies employing the gravity model were made by geographers (e.g. Johnston 1976).
More recent applications included studies by Hanink (1988) who analysed the demand side explanation of
international trade, incorporating a hierarchical flow in trade within a region. His model followed the notion that,
because of the patterns of intra-industry trade, trade should not be explained from the supply side. Gaile and
Grant (1989) examined the spatial dynamics of international trade and political-economic strength for the post-
war period, using a spatial interaction model with gravity formulations. In a similar vein, O’Loughlin (1993)
applied the model to explore the political geography of Japanese and US exports, and incorporated prices,
distance, size of importing countries, and political relations of the Pacific Rim countries as determinants to trade.
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As Johnston (ibid.) pointed out, geographical work on trade during the ‘quantitative
revolution’ leaned strongly towards the positivist approach in economics.’* The objective of
geographical research on international trade patterns “was to identify order in the spatial
system of the world economy, with the critical ordering variable being the influence of
distance” (ibid., 338). Work on the distance variable, however, also led to the recognition of
statistical definition problems (that is, the choice of location for distance measurement) in
testing the gravity model.”® The gravity model approach was explicitly criticized by
McConnell (1986) and Johnston (1989) because of the lack of explanation on how
comparative advantages are created. Essentially, the model could not explain what causes
some regions to grow and some regions to decline — despite the abundance of natural
resources, labour or capital, the determinants of comparative advantage. A major problem of
the Ricardian comparative advantage theory was related to its ahistorical and apolitical
nature.*® Lately, gravity analysis has not been extensively used in geographical analyses of

trade; however, it has been continuously applied in economics.?’

Another type of spatial analysis has incorporated trade intensities within functional regions,
where high levels of regional trade can be identified as trade clusters. Drawing on the analysis
of trade intensities in East Asia, Poon (2003) found two distinct trade clusters centred in
Southeast Asia in the mid-1990s. One was centred on Malaysia, Singapore, Thailand and
Myanmar (with increasing trade with India, Bangladesh and Pakistan), and the other was
centred on Indonesia, the Philippines and Vietnam (with high levels of trade with Japan,
South Korea and Taiwan). It was notable that Indonesia and the Philippines remained more

connected to Northeast Asia than to other ASEAN members.
2.3.1.2 Regional theory of world trade

While the gravity model was based on the economic size of trade partners, Grotewold (1979)

suggested a regional theory of world trade based on the theory of industrial location. Related

34 Hanink (1989) argued that to theorize trade, the point of departure for geographers must be trade’s spatial
expression, and thus, it is necessary to understand trade as a system of nodes and flows.

3> Geographical research contributed to the recognition and debate of statistical problems in the usage of the
model (Cliff et al 1975; Curry et al 1975; Johnston 1975).

3 According to Johnston (1989), this critique could be extended to the concept of ‘friction of distance’ included
in the geographical applications of the neoclassical theory. He referred to the argument of Sack (1974; 1980) that
distance should not be treated as a causal factor, but instead a human creation: while distances do exist, frictions
of distance are created.

37 Blomqvist (2004) pointed out that in economics, more theoretical work on the gravity model was done in the
1980s and 1990s (by e.g. Helpman & Krugman 1985; Deardorff 1998) that, together with the changing
international trade policies and new integration schemes, contributed to a revival of an interest in the model
among economists.
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to the notion of intra-industry trade, he distinguished between the core and periphery regions
of the world, based on the differences between core industries and periphery industries. Core
industries were characterized by vertical links which were apparent in the United States,
Europe, the Soviet Union, and Japan. While the peripheral areas, too, had industrial activities,
they lacked vertical links. Grotewold (ibid.) formulated this pattern into a quantitative model
where world trade was dominated by core industries, that is, trade between the core regions.
The difference from the gravity type of models was that regional dynamics of industrial
agglomeration were considered an explanation to trade. Grotewold (1990) further illustrated
the growth of new core areas in Asia and South America based on core-periphery trade. He
argued that core industries form agglomerations because their dominant location factor is
proximity to other manufacturing industries.” In this framework, four types of trade exist
between the world’s cores and peripheries: intra-core trade, core-periphery trade, intra-
periphery trade, and inter-core trade. Intra-core trade and inter-core trade are the most
extensive by value, while intra-periphery trade represents a minor share of world trade. This
adds to the understanding of trade flows created by industrial dynamics in specific locations,

which are often hidden behind the national-level aggregate data.

In a somewhat different approach, Johnston (1989) argued that the earlier geographical work
on international trade had merely been a descriptive theory of comparative advantage
combined with the notion of the friction of distance. To formulate an explanatory theory
instead, he suggested a framework that included elements from the theories of combined and
uneven development (Harvey 1982) and of the state, and attempted to extend a theory for the
geography of international trade by sketching the links between four issues: trade, the process
of uneven development, the state, and the major economic actors. In retrospect, Johnston’s
framework incorporating the state both as a military and an economic power, soon faced a
contradiction in the evolving international political relations as major military and trade links
changed. After the collapse of the Soviet bloc, and the concurrent shift of international
relations from ‘geopolitics to geo-economics’, trade patterns changed especially in Eastern
Europe and in Asia. Although Johnston noted the exception of Japan being an economic
power yet not a military one, opposite examples soon also abounded. Thus a trade model with

a military-state orientation was no longer valid for the 1990s.

38 In contrast, peripheral industries belong to five types classified by their dominant location factors: (1) raw-
material oriented industries, such as fruit canneries; (2) low-cost energy-oriented industries, such as aluminium
refineries; (3) low-wage labour-oriented industries, such as textile mills or assembly lines of mass-produced
electronic equipment; (4) industries tied to their market in the primary sector, such as assembly plants of
agricultural machinery; and (5) industries tied to their market in the service sector, such as bakeries or newspaper
printers (ibid., 400).
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2.3.1.3 ‘New economic geography’

The impact of location to trade was considered in international economics from the 1980s
onwards, and a large volume of literature relating to the ‘new trade theory’ (Krugman 1990;
1991; 1993b) explicitly discussed and quantitatively modelled a link between location and
trade. This ‘new economic geography’ was based on agglomeration and argued that in a
world of imperfect competition, international trade is explained by increasing returns and
external economies, as well as by comparative advantage.” Turning to the issue of trade
between developing and developed economies, especially the threat of competitive exports
from emerging markets, Krugman (1996a; 1996b) debated import competition and the loss of
high-wage manufacturing jobs to the expanding services sector. The importance of geography
in international economics was also discussed by Brakman ef al (2001) drawing on the

understanding of returns to scale and imperfect competition.

Since the above analysis focuses on uneven regional development and local concentration of
production, it is close to geographical thinking and theorizing of the economic development
of regions. However, what at first sight seemed an inspiring concurrence and a shared interest
among economics and geography did not develop into vigorous scientific cross-
communication between the two, for various reasons. Martin and Sunley (1996) asserted the
quantitative method of the “geographical economics” as a fundamental difference since most
contemporary economic geography has abandoned the use of formal modelling.* Also, the
patterns of concentration formulated by Krugman represented only some industries under
certain conditions. Thus for geographers, the models may have had an inadequate sense of
geographical and historical context (ibid.). More specifically, Martin (1999) argued that the
approach was merely an application of advances in mathematical modelling in economics,

extended into the old German location theory.

3% As an example, Krugman (1993a) worked on a theory of industrial specialization based on agglomeration and
transportation “hubs”, with the idea that transportation costs differ across pairs of countries and regions. He
argued that some locations have advantages over others in servicing many other regions, and, as a result, they
attract industries with economies of scale in manufacturing.

0 At the turn of the 1990s, the line of thinking in geographical trade research had, to a certain degree, turned
away from the reasoning in economics, and moved more towards either a political-economy perspective or
business-oriented explanations. At the same time, the usage of quantitative methods decreased. The perceived
deficiencies of the neo-classical paradigm — especially the unrealistic assumptions of perfect competition and
immobile capital — led to the abandoning of the method.
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Krugman (2000) reflected on the divergences of the two fields, however providing examples
of more ‘realistic’ approaches in economics, and those that were analytically related to the
classical works in economic geography and spatial economics. Similarly, Brakman &
Garretsen (2003) noted that while economists and geographers analyse similar issues, their
approaches are rather dissimilar and little communication exists between the two branches. In
a constructive approach to the issue, Sjoberg & Sjoholm (2002) discussed the
complementarities of economics and economic geography, and identified potential points of
convergence and divergence between the two. Even though finding opportunities for
interaction and common ground, they (ibid., 482) ended with considering the discrepancies
and problems in the methodologies of both the ‘cultural turn’ in economic geography and the

abstract modelling in economics.

In summary, while economics-oriented research on trade and location deals with the macro-
level dynamics of agglomeration, it does not discuss how industries relocate and how this
affects trade flows. Since relocation also has an impact on the evolving trade policies (as in
the case of ‘sunset’ industries) and vice versa, it is essential to combine the above with

business oriented research on industrial dynamics.

2.3.2 Business studies on trade and investment

Literature on international trade and industrialization focuses on firm-specific and industry-
specific processes. The product cycle theory, presented by Vernon (1966), gave an industry-
specific perspective on the international division of labour and trade in manufactured goods.
According to the model, trade in industrial products was explained by locational shifts of four
different phases of production: product innovation, early production, standardization and mass
production. When production relocates from one country to another based on different
combinations of factors of production, trade patterns between the countries change
accordingly. The approach is similar to Akamatsu’s (1962)*" “flying geese’ model that was
related to Japan and its East Asian neighbours and depicted the industrial upgrading of a
country in an evolutionary process of hegemon-led industrial development (Ozawa 2002). In
comparison, Porter (1990) elaborated on the competitive advantages of nations, drawing on
factors that improve the competitiveness of firms, such as innovation, industrial clustering,
domestic competition and networks. The higher the level of innovation, clustering, and

domestic competition, the more competitive the firm is also internationally.

* The original work by Akamatsu (1932) [in Japanese] was further developed by Kojima (1958) [in Japanese].
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In its internationalization process, the company faces different types of distances42 that affect
exports and imports, as well as overall foreign operations (Luostarinen 1980). These include
physical distance, cultural distance and business distance (including tariffs and other barriers),
and all these distance factors increase the costs of trade. Companies can, however, pursue
trade management policies to affect and alter trade flows according to their interests. One
solution for a corporation to ease the costs of trade is to establish a special trading company to
handle the exports and imports of the manufacturing company (Hanink 1997, 364). The best-
known of these are the Japanese sogo shoshas. Another form of managed trade is intra-
corporate trade which is based on either the economic advantages of producing components in
different countries, or on taxation benefits with transfer pricing (ibid.). Intra-corporate trade is

estimated to account for 40 % of the US trade, for example.

2.3.2.1 Industrial dynamics and territoriality

Research on industrial dynamics has helped to assess the relation between location and trade
on the industry level. Storper (1992) combined the reasoning of international trade with
literature of industrial districts in France, Italy and the US, and argued that instead of
comparative advantage or economics of scale, a significant explanatory factor of international
trade was technological advantage which is product-based and renewed through learning. He
concluded that the “unlocking of the organizational secrets” of technological learning in these
districts was the means to understanding the dynamics of both the localities and of
international trade. Storper (1997) further elaborated on globalization and territorial
development based on the dynamics of production systems and international flows. In
international trade, and particularly in intra-industry trade, large companies who dominate
these supply chains benefit from entry barriers due to scale and the firm-specific assets they
arrange on a global level (ibid., 172). By their mere existence, large companies create barriers

to trade for smaller companies who are not able to compete against them.

Referring to neoclassical trade theory, Storper (2000) pointed that while the standard version
of trade theory was able to explain trade induced from natural resources — and to some extent,
trade induced from labour-intensive production in the developing countries — it could not
explain the intricately organized production systems and their location in industrial countries.

He portrayed a model based on the dynamics of the product markets (downstream) and the

2 The issue of cultural distance was originally discussed by Vahlne & Wiedersheim-Paul (1977).
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different parts of the production system (upstream) to further theorize on the link between
location and trade. According to this theory based on ‘moderate complexity’, there are several
factors behind the location of industries that induce trade, such as spatial interdependence and
proximity relations, economies of scale, localized technological evolution, and international
knowledge flows. The isolation or concentration of the product markets and the production
systems can be portrayed in a two-dimensional sphere (ibid., 151). As a result, the model
distinguishes between four categories of economic activities that have distinctive types of
globalization: 1) the world-serving industries; 2) the local industries serving non-tradable
goods; 3) the import-sensitive manufacturing (global commodity chains); and 4) industries in
the globally contestable markets (ibid., 160-161). The model is highly relevant in combining
the understanding of both economics and business studies in one framework, as well as in
providing industry examples of how and why trade patterns are changing because of
globalization. However, it is notable that, considering the question of trade and industrial
policies, the model does not discuss the role of the state in affecting the trade environment of

the industries involved in exports and imports.

2.3.2.2 Trade — FDI linkage

Industrial dynamics was further discussed by Alvstam (1990) as to the changing geography of
foreign trade in Pacific Asia and with a focus on the networks of production of Japanese
companies in the region. Empirical evidence showed a locational specialization between
different stages of production chains, where East Asian countries appeared as ‘production
platforms’ for Japanese manufacturers. Changes in trade were an outcome of new exports and
imports induced from this new division of labour. Alvstam (ibid.) sketched a model of two
options for a regional production system where intermediate goods were imported for
processing in e.g. Malaysia. Processing would involve either one or several stages of
production (depending on the degree of integrated production systems in the country), and
intermediate goods would be exported for further processing to other countries, or to Japan.
The argument thus implicitly presented a link between foreign direct investment and trade in

East Asia.

Building on the work of Vernon (1966) and Kojima (1978) on interconnections between
capital and commodities, Alvstam (1993) further elaborated the notion of FDI’s impact on
trade patterns in Pacific Asia. Earlier research had suggested two hypotheses explaining the

link between FDI and trade: substitution or complement. In East Asia, trade-oriented foreign
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direct investment had largely been a complement to international trade — rather than a
substitute for trade, as had been the case for most Western economies earlier. The basic
difference was that the ‘traditional’ internationalization of firms in Europe, the US, and Japan
had followed the pattern of exports extending into foreign production.”® In contrast, some of
the rapidly growing East Asian economies experienced, first, an increase in inward foreign
direct investment, and subsequently, growth in exports and imports. This was portrayed into a
model depicting three types of FDI impact on the geographical patterns of foreign trade, with
special reference to Taiwan (Alvstam 1993). According to the model, the impact of FDI
emanates from the investing firm’s strategy for the investment, whether it is to produce for the

host market, for exports back to the home country, or for exports to third markets.

Similarly, Bernard & Ravenhill (1995) argued that networks of hierarchical production
systems explained the dynamics of economic regionalization in East Asia. Drawing on a rich
review of literature and data, as well as a case study from the electronics industry, they
criticized the ‘flying geese’ model and the product cycle theory. Instead of Japan’s
development model being replicated in country after country, industrial diffusion in East Asia
was characterized by shifting networks of production. Signalling the case of multinational
audio production, van Grunsven (1998) illustrated the regionalization of the production
system in Singapore with links to Malaysia and patterns of extra-regional imports and exports.
Drawing on a macro level analysis, Urata (2001) elaborated on the FDI-trade nexus in East
Asia. Likewise, Pantulu & Poon (2003) found evidence of FDI’s trade creation impact from

Japan and the US, and Min (2003) from Malaysia.

This business-oriented understanding of hierarchical production networks helped to outline a
model for the changing geography of trade in East and Southeast Asia.** In comparison,
literature in mainstream international economics had been slow to acknowledge the link
between FDI and trade, and had, until lately, examined foreign direct investments within the
framework of international capital formation and financial flows (referring to portfolio
investments, rather than direct investments). Only recently was it acknowledged that the
explanation for FDI is more at the microeconomic level (Markusen & Maskus 2001). This has
been a major deficiency in the analysis of the relation between FDI and trade within

mainstream economics.

> This has been the case for Finnish exports and outward foreign investments (Luostarinen 1980).
* The same development has been evident in the East European countries.
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To sum up, the perspectives discussed above are highly relevant in explaining the dynamic
changes in global trade in recent decades, especially in the case of Southeast Asian economies
that have gone through major industrial restructuring. However, while business-oriented
studies on trade explicitly focus on the role of industrial dynamics in shaping international
trade patterns, they do not discuss the role of the states in creating barriers or incentives to
trade. Regarding this study, it is essential to combine the above reasoning with the role of the

state in the geography of international trade.

2.33 Towards an eclectic geographical approach to international trade

Relating to the above discussion, this section draws together and presents further insights on
geographical perspectives on trade. The strands of literature in the geography of trade that

have been reviewed for this study are summarized in Table 3. below and are further discussed

henceforth.

Table 3. Geographical literature on international trade.

Author Topic / Explanation to trade

Johnston 1989 uneven development, the state

Alvstam 1990 regional production networks

Grotewold 1990 industrial dynamics and core regions

Storper 1992 industrial districts

Alvstam 1993 foreign direct investments

Grant 1993a trade policies

Grant 1993b agricultural trade policies

O’Loughlin 1993 political relations

Grant 1994 trade policies, intra-industry trade, intra-corporate trade
Alvstam 1995 intra-regional trade in East Asia

Martin et al 1996 Krugman’s “geographical economics”
Michalak et al 1997 regionalism and multilateralism

Storper 1997 international flows and territorial development
Martin 1999 Krugman'’s “new economic geography”

Grant 2000 trade, states and firms

Storper 2000 location and trade

Alvstam 2001a trade and investments

Alvstam 2001b regionalization and East Asian trade

Yeung 2001 regional production networks, trade, and rules of origin
Poon 2003 trade clusters in East Asia

Poon & Pantulu 2003 investments and trade

Source: Author.
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2.3.3.1 The research agenda

As discussed above, the turn away from economic modelling (e.g. the gravity analysis) by
geographers was accompanied by an explicit pursuit for a new research agenda (Johnston
1989) for the geography of international trade. Serious attempts were made to bring together
the existing strands of research in the early 1990s.* While, in retrospect, the field remained
scattered (cf. Grant 1994), important aspects were raised regarding the link between trade
policies, regionalism and the geography of international trade. To combine the insights of
earlier literature on the geography of international trade (Table 3.), the framework for this
study builds from an understanding of states as actors of trade policies being influenced by
pressures from domestic and foreign industries and foreign governments. Two recent pieces
of literature on the geography of trade in major collections — the Oxford Handbook of
Economic Geography and the Companion to Economic Geography — could be regarded as
points of reference for the issue. The articles by Storper (2000) and Grant (2000) approach the
topic from very different perspectives, reflecting the eclectic nature of the field. Whereas
Storper’s (2000) model has already been discussed in relation to theorizing on industrial
dynamics and trade, the contribution of Grant (2000) links ideas about the state and the

geography of international trade, and is considered next.

2.3.3.2 States and the geography of trade

Discussing the roles of states and firms in contemporary global trade, Grant (2000)
highlighted trade barriers, as well as regional emphases in trade policy whereby governments
are able to create new industrial and export locations, such as those in East and Southeast
Asia. The approach echoed the ideas of Grant (1994) to build a framework for the geography
of international trade. Since an unmodified theory of comparative advantage is incomplete
regarding the multi-faceted reality of international trade, a multidimensional approach is
deemed essential. The suggested building blocks for the theory of the geography of trade
include connections among governments and firms. The role of governments refers to the
active trade-promoting policies, the establishment of economic zones and the political

environments shaping multilateral trade negotiations, and, the role of firms refers to intra-

45 As Grant (1994) pointed out, three special issues of geographical journals were published during 1989-1993 to
elaborate on the geography of international trade: Economic Geography in 1989, Environment and Planning A in
1992, and Political Geography in 1993.
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industry trade and to the growing intra-corporate trade.*® The approach was argued to be
particularly relevant for high-technology trade, where the emphasis is on the links between
governments and firms. In other words, a country’s competitive position is less determined by
its national factor endowments, and more by strategic interactions between its government

and firms (ibid., 308).

This view was supported by Alvstam (1995) who accepted the notion of the emerging
complex relationship between states and multinational firms as suggested by Stopford et al
(1991) indicating that the new competition required states to build a connection with
multinational companies who own the means to create wealth. With an empirical account of
trade and FDI patterns in Asia Pacific, Alvstam (1995) concluded that the investment patterns
had an impact of integrating the region also in terms of trade flows. Alvstam (2001a) further
elaborated on the issue of state-firm relationships in the context of East Asian economies, and
suggested that the understanding of East Asian market-level economic integration requires a
comprehensive analysis of Japan’s role in both the regional and the global context. This refers
to the impact of Japanese FDI and trade in the region. Of particular importance is an insight of
the micro level where the dynamic operations of numerous independent firms constitute the

aggregate of international trade (ibid., 235).

Building on ideas from international political economy, Grant (1993a) analysed the specific
trade policies of the US and Japan within an institutional framework. He considered the
different characteristics of the state in the US and Japan and the subsequent impact on the
formulation of trade policies in the two countries. Despite the free-trade rhetoric in the US,
the actual trade policies became protective during the 1980s and 1990s, while at the same
time the opposite was apparent in Japan. This provides an interesting reference to the current
study, especially to the empirical assessment of trade policies between the EU and ASEAN

countries.*’

Regionalism and the geography of trade

In comparison, and as has already been pointed out, Michalak and Gibb (1997) suggested that
regionalism was a result of the states responding to globalization by choosing regional
cooperation. This was a strategy for the states to overcome the problems of both the global

operations of firms and multilateralism, and consequently, regional links among states were

“ In contrast, the argument explicitly lacks direct references to the classical production factors and to purely
spatial dimensions such as distance as determinants to international trade.
' Similarly, Grant (1993b) examined the differences in agricultural trade policies of the US, Japan and the EU.
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intensified. This was observed both in the EU and ASEAN although with different emphases
due to the dissimilar types of regional cooperation and integration in the two regions. In his
discussion on trade and regionalization in East Asia, Alvstam (2001b) indicated the historical
obstacles of regional economic integration among the East Asian countries. These obstacles
included, for example, the Japanese isolation from the early 17" century to the mid-19"
century and the European colonial impact in the region up to the Second World War. As a
result, there are no major regional institutions in East Asia and regionalization is more or less

a sum of bilateral trade relations among each of the countries (ibid., 186).

As to the EU, Amin (2000) discussed the controversy of perceiving the EU as a trade bloc
protecting the national interests of the member countries, since the recent increase in foreign
direct investments on a global as well as regional level has made the ‘national’ interest in
trade policy debatable. In other words, while trade policies are meant to protect or promote
domestic industries, the existing foreign multinationals within the ‘domestic’ territory are
subject to the same trade barriers and incentives as the domestic ones. This is a relevant
notion as regards the changing business environment where states (or trade blocs) decide on
trade policies: how to relate the operations of foreign multinationals, i.e. inward FDI, to the
realities of exports and imports that are induced by both domestic and foreign companies

operating in the country/region.

Regarding regionalism and the issue of regional production networks in Southeast Asia,
Yeung (2001) stressed the challenges posed by the rules of origin that have been developed
into strategic trade policy instruments by major importing countries in North America and
Europe. Measures such as the Generalized Systems of Preferences (GSP) are a positive
discriminatory policy favouring imports from developing countries. However, when parts of
an imported product have been produced in several production bases in distinct countries, it
becomes necessary to determine whether particular products originate from a country that is
granted trade preferences (ibid., 313). The rules of origin are significant because of regional

cumulation preferences when extended into a specific region, such as ASEAN.

To sum up, theories in the geography of trade that have been evaluated for this study have
elaborated on three major issues: firstly, the relationship between trade and location from the
macro perspective; secondly, the link between industrial dynamics and trade at the micro
level, including the impact of FDI on trade in Southeast Asia; and thirdly, the role of states in

shaping the patterns of international trade. This theorizing provides insight on the dynamics of
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the international economy and complements the earlier discussion on regionalism and trade
policies. Henceforth, the theoretical discussion of the study will be summarized to clarify the
most important aspects for building a framework and a methodological approach for the

empirical study.

24 Summary of the theoretical discussion

This chapter has reviewed earlier literature on economic integration, trade policies and the
geography of international trade. The review has included a variety of research fields and
perspectives that elaborate on regionalism and trade. Summarizing the theories discussed, it

can be argued that they comprise several important aspects regarding the topic at hand:

- regional economic integration evolves in stages which are defined by the depth of
economic integration (Balassa 1961), and regional trade organizations have various roles
and functions (Archer 1983; 2001) in coordinating trade policies of their member states

- states regulate trade by bargaining on two levels: with domestic industries at the national
level and with other states at the international level (Carlson 2000)

- based on the national policy intent and the competitive structure of industries, the state has
several possible bargaining ‘sites’ in setting trade policies for various types of industries,
i.e. global, local-for-local and natural resource value-added (Stopford et al 1991)

- in addition to restricting trade (mainly imports), states can create new trade by actively
promoting exports, establishing export zones and promoting multilateral trade
negotiations (Grant 1994; 2000)

- states have responded to the problems of globalization and multilateralism by choosing
regionalism (Michalak & Gibb 1997), and from a member country perspective,
regionalism implies increased power in multilateral negotiations

- the free-trade perspective asserts that regionalism lessens the propensity to multilateralism

- a link between new trade and inward foreign direct investments exists in the emerging
East Asian economies (Alvstam 1993; 2001a)

Hence, a fruitful approach to the study of regionalism and trade policies combines the
perspectives of political economy and economic geography. Regarding the geography of
international trade, it has been shown that patterns of global trade are influenced by capital
goods, intermediate goods, high-technology goods and intra-firm trade (Grant 1994; 2000).
Trade is induced by location factors, such as proximity relations, economies of scale,
localized technological evolution and international knowledge flows (Storper 2000), and trade
and inward investments are interlinked especially in the East Asian economies (Alvstam

1993; 2001a).
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Research gap

Regarding the objectives of this study, previous literature on regionalism and trade policies,
however, suffers from certain limitations. One is the Europe-centred base of the theorizing.
Literature on economic integration was largely developed alongside the process of European
economic integration from the 1950s onwards. As such, the theory may not be relevant to
explaining integration in other parts of the world and at the turn of the 21* century. The
‘Asian integration model’ also encompasses sub-regional integration schemes such as the East
Asian ‘growth triangles’ (Kettunen 1998b). A second limitation is the neglect of foreign
investments in the discussion on trade blocs (cf. Amin 2000). Given that much of world trade
originates from the exports and imports of foreign branches of multinational companies, the
theory of economic integration is obsolete to the current trade environment. Related to the
connection between trade flows and foreign direct investments in the Asian economies
(Alvstam 1993; 2001a), studies must also address the link between trade policies and

investment policies.

Third, the mainly quantitative methodology of customs union analyses (equilibrium analyses
of two hypothetical countries with two export products restricted by tariffs) includes narrow
assumptions that limit its applicability to the variety of existing trade policies and traded
products in the real world. As trade policies are constantly changing with more non-tariff
measures used as policy instruments, the issue requires empirical work on all trade policies,
especially with qualitative approaches, to complement the conventional tariff-centred
quantitative analyses. Fourth, the geographical scope of international trade preferences is in a
constant flux, influenced by multilateral, inter-regional and bilateral trade agreements with
various degrees of liberalizing. International trade policy is essentially a web of agreements at
all geographical scales that calls for further elaboration. In particular, trade negotiations
between regional trade organizations are an understudied field, while inter-regional trade
agreements are, however, one of the most important new trends in the international trade

regime (WTO 2000).

Being sensitive to various geographical scales, perspectives in economic geography add to the
research on trade policies in economics and political economy. Regarding European common
trade policy, for example, Gibb (1998, 47) pointed out that while the common trade policy is
one of the core integrating policies of the EU, it is, however, less well known than some other
policies, such as the Common Agricultural Policy or the European Regional Development

Fund. This calls for an empirical account of the evolving policies, their types, geographical
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extent, and the current state of implementation as regards the actual patterns of trade.
Similarly, the types of trade policies in the ASEAN countries need to be dealt with, especially

regarding the regional integration initiatives of the 1990s.

2.5 Framework for the empirical study

The framework for the study combines theorizing of regionalism and trade policies with
literature on the geography of international trade. As such, regionalism and multilateralism
are two main concepts employed in the study. The research question is addressed by an
empirical examination of the various types of trade policies applied by the EU and ASEAN
countries. Particular emphasis is placed on the geographical levels of trade policy decision-
making and the hierarchies of trade preferences (cf. Balassa 1961), and the inter-relation
between trade policies and the competitive structures of industries involved in trade (Stopford

et al 1991). These are combined to discuss a new concept, the geography of trade policies.

The geography of trade policies

The study seeks to elaborate on the concept of the geography of trade policies. While Grant
(1993a) had used the phrase “macroeconomic geography of trade policies” in the title of the
article, he did not explicitly introduce the concept or elaborate on its contents; yet implicitly,
it was related to an institutional analysis of trade policies. Here it is understood that the
concept refers to the scales of negotiation, hierarchies of trade preferences and the industry
pressures for trade policies. Building on earlier theorizing on regionalism and trade policies
and the geography of international trade, it is suggested that the concept includes the
following elements:

1. scales of negotiation, decision-making and agreements: national, regional, inter-regional
and multilateral

2. hierarchies of trade preferences: preferential trade area, free trade area, customs union and
common market

3. industry pressures for protected and promoted sectors: the link between industrial policy
and trade policy

Operationally, these elements of the geography of trade policies can be assessed by analysing:

1. the level of decision-making on trade policies (e.g. national or regional) that refers to trade
policies at various geographical scales

2. the various trade agreements of a country/grouping that refers to the hierarchy of
preferences granted to various trade partners

3. the industrial policies related to trade policies of the restricted and supported sectors,
referring to the competitive structure of industries involved in trade
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Accordingly, the empirical part of this study focuses on the above elements of the geography
of trade policies. The reporting will be organized into two major themes: (1) trade policies at

various geographical scales, and (2) trade policies related to trade flows.

(1) Trade policies at various geographical scales

Since trade policy making of a state, to a growing extent, reflects and is dependent on the
actions of other states, trade blocs, and the multilateral setting, an understanding of the
changing trade policies must take into account these various scales of negotiation (Stopford et
al 1991; Carlson 2000). Building on the theoretical discussion of this study, Figure 4.
illustrates the interaction of various actors, both domestic and international in shaping
multilateral trade policies. Trade policies are formulated by the government which is affected
by pressure from domestic industries that demand protection. The government then negotiates
with other governments either in a bilateral, regional or multilateral setting. Regarding the
aims of the study and the issue of trade policies at various geographical scales, it will be
essential to examine (a) the institutional basis of trade policy making, and (b) the types and
geographical extent of the changing trade policies, against the backdrop of the actual trade

patterns.

Figure 4. Interaction between domestic and international actors in shaping trade policies.
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(a) Regionalism and the institutional basis of trade policy making

Relating to the theory of regional economic integration (Balassa 1961) and the ensuing
harmonizing of trade policies, it is essential to address the institutional setting of trade policy
coordination in the EU and in ASEAN in an empirical investigation. The two groupings are
different as to their degree of integration and openness: while the EU is a firmly established
institution, ASEAN is a rather loose consultation forum. These differences have an impact on
how the two groupings make decisions in external economic relations, and how they negotiate
the decisions with counterparts. The degree of internal integration affects the external interests
and priorities of a regional trade organization, where a ‘loose’ organization can be assumed to
be more outwardly oriented, however lacking the necessary institutional tools to coordinate a
common policy. The issue is particularly topical since negotiations of trade agreements
between regional groupings have been conducted lately (WTO Secretariat 2002). The present
study will examine the coordination of trade policies within the EU and ASEAN, adhering to
the decision-making and organizational structure of the groupings. In order to analyse the
characteristics of the EU and ASEAN in trade policy coordination and inter-regional
negotiations, it is useful to build a theoretically informed typology that contains the variety of
roles and functions of inter-governmental organizations related to their member countries
(Archer 1983; 2001). Regarding the roles of the EU and ASEAN, it will be assessed as to
whether they are instruments, arenas or actors in inter-regional and multilateral regional trade
policy formulation and negotiation. These qualifications will unquestionably have an impact

on inter-regional trade negotiations between the two groupings.

(b) Types and the geographical extent of trade policies

In the review of literature, it was noted that the various types of trade policies have largely not
been addressed, mainly for methodological reasons. To fill this research gap, this study
examines the various forms of trade policies affecting imports and exports between the EU
and ASEAN countries. The longitudinal perspective illustrates the dynamics and changes in
trade policies due to the deepening of economic integration in both regions in the 1990s. In
the case of the ASEAN countries, particular emphasis is placed on the similarities and
differences in national trade policies in order to analyse whether there is real potential for
harmonizing the policies as indicated by the decision to form an ASEAN common market by
the year 2020. As regards both groupings, an examination is made on the geographical extent
of trade policies, that is, preferences given to external regions or countries. Regarding inter-
regional trade negotiations, the study also addresses the specific trade issues negotiated at the

EU-ASEAN meetings, and the dynamics of relations between the two groupings.
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(2) Trade policies related to trade flows

Literature on the geography of international trade has primarily focused on agglomeration and
location (Storper 1997; 2000), and trade and FDI (Alvstam 1993; 2001a), and less on trade
policies, even though these are inter-related with the patterns of international trade by
changing the conditions of exporting and importing (cf. Grant 1994; 2000). Studies also
acknowledge the fact that most trade is generated from the inter-firm and intra-firm trade of
multinational companies which are not only nationally or regionally based, but essentially
global (cf. Amin 2000). This study examines the pattern of trade between the two regions on
two levels: inter-regional and bilateral. Emphasis is placed on the structure of trade, with a
description of the composition of inter-regional trade in order to uncover the incidence of
trade policies with regard to the actual trade flows. The aim is also to reveal the sensitive
sectors, typically highly protected because of domestic interests, as well as the already global
industries with a low degree of protection. As to the ASEAN case, the study elaborates on the
links between trade policies and investment policies as suggested regarding the East Asian

economies (Alvstam 1993; 2001a).

Figure 5. The spheres of possible bargaining sites; an example of electronics.
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Building on Stopford ef a/ (1991), the study employs a framework of trade policies and the
competitive structure of industries in order to assess the inter-relation between EU-ASEAN
trade policies and trade flows. Figure 5. portrays the spheres of possible bargaining sites
modified from Stopford et a/ (ibid.) as a space between the various national policy intents, i.e.

‘free imports and exports’, and ‘import substitution/export support’ (on the horizontal axis)
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and the three industry types based on their competitive structures, i.e. global, local-for-local,
or natural resource added-value (on the vertical axis). Various industries can be located within
this scheme based on the policy type and the competitive structure of the industry. For
example, a global industry with liberal imports and exports, such as electrical equipment,
would be located in the upper-left part of the scheme. The changing trade policies are
manifest in the bargaining relationship between the state, domestic industries, and other
states. This allows for an elaboration on the industry-specific trade policies applied between
the EU and ASEAN countries. The framework will be applied in the empirical analysis of this
study, and various industries in EU-ASEAN trade will be positioned in the scheme based on

their competitive structure and trade policy.

64



3.  Research design and methods

This chapter describes the methodology of the study and discusses the choices made
regarding the methods and types of data selected for the study. The data and methods selected
have been derived from the research question of the study, which focuses on the impact of
regionalism on trade policies between the EU and the ASEAN countries, given the pattern of

trade between the two regions.

3.1 Main concepts

In order to examine the research question empirically, two steps must be taken; firstly, the
main concepts discussed in, and adopted for, the study have to be operationalized for
empirical treatment, and secondly, suitable empirical data has to be selected to study the
phenomenon. As to the main concept, regionalism has been defined for this study as the
tendency towards preferential trading arrangements. More precisely, the concept of
regionalism in this context includes specific aspects in trade policies to be studied
empirically: regional decisions on trade policies; regional institutions to coordinate trade
policies; and regional coordination of negotiations on trade policies in an inter-regional or a

multilateral setting (Table 4.).

Table 4. Operationalization of the main concept used in the study.

Concept Operationalization Data on EU Data on ASEAN
1) Regional decision- EU decision-making on Trade Cooperation
making on trade policy | common trade policy among ASEAN
2) Regional institutions | European Commission, AFTA, Ministerial
Regionalism | for trade policy DG Trade, DG External Meetings
Relations
in 3) Regional European Commission, Dialogue Partners
coordination of external | ASEAN-EU Ministerial System; ASEAN-EU
trade policy | trade negotiations Meetings Ministerial Meetings
4) Harmonization of Finland’s trade policy
national trade policy before 1995; EU trade
with a regional one policy after 1995

Source: Author.
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In comparison, multilateralism is understood as a tendency towards multilateral negotiations
and arrangements to liberalize international trade, which in this study is related with the
parallel process of regionalism. As has been argued earlier, the topic of a regional trade
organization as a regulator of trade was chosen because the role of the state is changing in the
globalizing economy, and states form alliances to manage the challenges of international
trade. This study is thus both about trade groupings (formed by states) and about states. While
trade policy has traditionally been in the sphere of the state’s economic policy, it has
increasingly shifted to the governance of regional trade groupings. The institutional
mechanism to coordinate trade policies within a regional trade organisation is an important
aspect to its external trade relations. This will be elaborated on with regard to the following
issues:

- harmonization of trade policies, i.e. import restrictions and export promotion

- establishment of common institutions to coordinate cooperation in trade policies

- coordination of a regional agenda for external trade relations: joint policy in trade
negotiations with third parties

Methodologically, the study thus deviates from ‘mainstream’ economics research on trade
policies. A major part of trade policy research is quantifying and model oriented with the aim
of estimating the impact of certain trade policies on ‘national welfare’. In addition, there are
studies with a case analysis approach focusing on one type of trade policy in one industry, in
the context of a bilateral trade relationship. Few studies exist to investigate the myriad of
trade policies applied to exports and imports, as well as their geographical extent and changes
over time. This study, for its part, attempts to fill this research gap with a research design

presented below.

3.2 Research design

According to Patton (2002, 254), the research design includes several aspects regarding the
focus of the study, sampling strategies, an analytical approach and the practical arrangements
of the study project. First, the focus of a study involves the breadth versus depth trade-offs,
which, in this study, are related to the analyses of EU-ASEAN trade policies and trade flows.
Here, the choice is to attain breadth in the overall trade policy description for the EU and
ASEAN, while an in-depth analysis of the ensuing trade policies on various sectors will be
conducted by focusing on the specific trade relationship between the two blocs. The incidence

of trade policies as to actual trade flows is studied on a general level for the inter-regional EU-
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ASEAN trade relationship, and the analysis is deepened to a detailed level in the case of trade
relations between Finland and the ASEAN countries. Thus the units of analysis include both

regional trade organizations and countries (states).

Second, the sampling strategy of this study is based on a longitudinal and comparative
analysis, with two cases of trade groupings, the EU and ASEAN, under study for the period
1978-2003. The investigation of national trade policies in ASEAN includes six country cases
for which comparable data is available: Indonesia, Malaysia, the Philippines, Singapore,
Thailand, and Brunei. Similarly, the examination of the EU’s trade policies includes one case
of an ‘entrant’ country, Finland. This two-tier approach is based on the fact that trade policies
may be fully harmonized among member countries, such as in the EU; or they may be
national, such as in ASEAN, where the study focuses on the extent of cooperation in trade
policies. Thus the population of the study, i.e. the set of entities from which the sample is
selected, comprises major regional trade organizations and their member countries. The

examination employs different kinds of data, both qualitative and quantitative.

Third, it can be argued that the analytical approach is abductive, i.e. partly deductive and
partly inductive, since earlier literature that builds the theoretical framework for the study is
only partially able to construct hypotheses on the research questions that are addressed. The
deductive approach includes the examination of stages of regional integration (Balassa’s
categories) as regards the EU and ASEAN, and their effect on trade policies. In contrast, the
investigation into the various forms and types of trade policies, including inter-regional trade
negotiations and their incidence as to the actual trade flows between the trade partners,
represents an inductive approach. Here, findings are generated from the pool of empirical data
rather than from a pre-hypothesized theoretical setting. Data on trade policies and trade flows
are compiled from national, regional and international sources, in order to enable comparison
between different sets of data. This refers to the triangulation approach where multiple

sources of data are used (Patton 2002, 247) which is further discussed in 3.3.

Fourth, the research design includes a specified time span as to the phases of the actual study
project. In this case, the empirical study has been sequenced and phased according to the
following:

- data compilation and analysis of EU-ASEAN trade negotiations and trade cooperation;

- data gathering on trade policies of the EU and ASEAN countries;

- data gathering from EU-ASEAN trade statistics, and analysis of the incidence of EU-
ASEAN trade policies as to inter-regional trade flows;
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- data compilation of Finland-Malaysia trade statistics; and
- data gathering and analysis of Finland’s changing trade policies and of the incidence
of trade policies with regard to Finland-Malaysia trade flows.

Practical arrangements of the research project included data gathering from various sources
such as GATT/WTO, IMF, EU, ASEAN and the Finnish Board of Customs. The main data
sources were official publications of these organizations, and, without exception, these
publications were available in University library collections, Statistical libraries and the
Internet. Complementary data was acquired from interviews of trade policy officials at the
Finnish Ministry of Foreign Affairs, the Finnish Ministry of Trade and Industry, the
Malaysian Industrial Development Authority, and Finpro (previously, the Finnish Foreign

Trade Association).

3.3 Data gathering and methods of the study

Particularly in qualitative research, a study may include multiple types of data, and it may
employ more than one sampling strategy. Combining methods or different types of data in
one study is called triangulation,” which refers to multiple angles in solving a research
problem. According to Patton (2002, 248), triangulation strengthens a study by combining
methods. Different data sources or inquiry approaches offer potential for deeper insight into
the relationship between the method and the phenomenon under study. In contrast, studies
that use only one method or one type of data are more vulnerable to errors related to the
particular methodology. It has been suggested that triangulation in economic geography refers
to a process-based methodological framework which deploys different methodological
practices in a research process that is sensitive to specific research questions and contexts
(Yeung 2003). Based on the research design illustrated above, this study employs several
types of evidence, including qualitative and quantitative data. Qualitative data contains
information on various non-tariff trade measures, such as licensing and anti-dumping actions,
trade negotiations and institutions that coordinate trade policies. Quantitative data includes
data on exports and imports, as well as on import tariffs. The data employed in the study is
treated with various qualitative analyses, the major reason for this being the nature of the
research problem (Strauss & Corbin 1998, 11). Overall, a mixed method is applied, including

institutional and comparative analyses.

“8 The term triangulation has originated from land surveying where knowing a single landmark only locates a
person along a line in one direction from the landmark, whereas with two landmarks a person can take bearings
in two directions and locate themselves at their intersection (Patton 2002, 247).
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3.3.1 Data sources and compilation

The major data sources for the study are official documents, statistics, reviews, press releases,
and interviews. It was only partly pre-determined that the data gathering process would
include certain trade statistics and trade policy information. In addition, data compilation was
open to the collection of additional information based on preliminary findings and emerging
insights as the study proceeded. Based on the research questions under study, data was
collected for various time spans ranging from 1978-2003 in the overall trade flow and trade

negotiations analysis to 1990-2003 in the in-depth analysis on trade policies.

3.3.1.1 Data on regional and national trade policies

Data on trade policies of the EC/EU, the ASEAN countries and Finland was acquired from
Trade Policy Reviews (TPRs) published by the GATT (up to 1995) and the WTO (from 1995
onwards), and from the EU documents such as the Official Journal of the EU, and documents
published by ASEAN. As regards the types of trade policies of the countries under study, the
GATT/WTO were the main data source. The TPRs have been published since 1990, focusing
on developments in trade policies of a country under study. Each report is about 200-250
pages in length, and includes a review of the country’s trade policies both by type and by
industry for the period under examination, with primary data received from the country under
review. In total, 20 reviews were employed in this study. The TPRs were available as data
sources on the EU and the ASEAN countries according to the following:

- European Communities 1991; 1993

- European Union 1995; 1997; 2000; 2002
- Finland 1992

- Indonesia 1995; 1998; 2003

- Malaysia 1993; 1997; 2001

- Philippines 1993; 1999

- Singapore 1992; 1996; 2000

- Thailand 1991; 1995; 1999

- Brunei 2001

The reviews on large countries or trading entities such as the EC/EU are published
approximately once every two years, and for smaller countries such as the ASEAN members,
approximately once every four years. In this study, the GATT/WTO reviews were used to
obtain comparable data on trade policies, that is, from one international source where data has

been collected and reported along similar guidelines for each country under study. Trade
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policy data reported in the reviews include information on tariff rates at 2-digit HS level
(including the MFN tariffs, the GSP tariffs, and other preferential treatment), quantitative
restrictions, import licensing, countervailing measures, anti-dumping actions, and other types
of non-tariff trade policies. In addition, institutional data on the coordination of trade policies
in the EU and in ASEAN were gathered from these reviews, as well as from formal
agreements of the trade groupings, and from the sources of the EU Commission and the
ASEAN Secretariat. Data on Finland’s changing trade policies were acquired from several
sources: the GATT/WTO, the Finnish Board of Customs, and the Finnish Ministry of Trade
and Industry.

The availability of comparable data from the GATT/WTO restricted the analysis of trade
policies to the time frame 1990-2003. This was regarded as ideal since the purpose of the
study is to focus on the period of intensified regionalism in the world economy since the early
1990s. As to the frequency of data, the longitudinal and cross sectional data on trade policies
were available at longer intervals than trade data (which were collected on an annual basis).
However, data on trade policies was regarded as adequate for the study since the TPRs
included information on developments for the whole period under review, and because it was
possible to complement this data when necessary with additional information from the EU
documents, ASEAN documents, and other GATT/WTO sources. Systematic gathering of

additional data on trade policies for the intermediate years was thus deemed unnecessary.

3.3.1.2 Data on trade policies at inter-regional negotiations

Data on trade cooperation and trade policies presented at the inter-regional negotiations
among the two groupings were acquired from four main sources: 1) Joint Declarations of the
ASEAN-EU Ministerial Meetings, 2) Press Releases of the Joint Cooperation Committee
(JCC) meetings, 3) ASEAN documents, and 4) EU documents. For the most part, these
publications were available in either library collections or on the Internet sites of the EU and
the ASEAN Secretariat, and, in many cases, data was available from both the ASEAN and the
EU sources. Since most documents were available from the ASEAN side, they were
systematically compiled from there.” Joint Declarations of the ASEAN-EU Ministerial
Meetings for the period 1978-2003 were the main source of evidence on trade policies

negotiated in the inter-regional setting. These documents were available for all the 14

* However, documents from JCC meetings were available only for selected years, with several years missing.
The missing documents were requested from the ASEAN Secretariat for this study but were not available, and
were thus excluded from the systematic investigation.
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meetings that have been held up until 2003. Each declaration is about 5-9 pages in length,
totalling approximately 100 pages, and principally reports on the major discussions and
decisions taken on inter-regional relations at the meeting. Data includes information on
requests for market access by either side, joint decisions on trade cooperation by the means of
various programmes and schemes, and general discussions and statements on the global trade
environment. This data was complemented with information acquired regarding the Asia-

Europe Meeting (ASEM) process on trade promotion.

Documented data was complemented by interviews of specialists and officers at the Finnish
Ministry of Foreign Affairs, the Ministry of Trade and Industry, the Finnish Foreign Trade
Association, Finpro, and the Malaysian Industrial Development Authority in Stockholm to
provide necessary details on the subject. Interviews were thematic and individually designed
as to the specific questions in the interviewee’s field. In addition, e-mail and telephone
discussions with informants at the Finnish Board of Customs were conducted to check details

in the empirical data.

3.3.1.3 Data on exports and imports

Merchandise trade data was acquired from foreign trade statistics published by international,
regional, and national organizations. The main international source was the IMF Direction of
Trade Statistics (DOTS). Data from the IMF was complemented with data from regional
EU/ASEAN sources. Data on the commodity composition of the aggregate EU-ASEAN trade
was available from the ASEAN Secretariat (2002) in USD for the years 1993-2001 by HS
chapters and HS sections. These data were used for the analysis on the inter-regional trade,
instead of compiling raw data from five ASEAN member countries in national currencies and
adding these together. In order to check the accuracy of data, comparisons were made with the
IMF Direction of Trade data on the aggregate level. Additionally, national trade statistics of
Finland were used in the bilateral trade analysis for 1990-2000. Data sources and compilation

are further illustrated in Table A2. in the Appendix.

3.3.2 Choice of methods

Drawing on the literature review of this study, and especially the recent research in economic
geography and political economy, the study employs a mixed method of basically qualitative

analyses. Qualitative analysis has been defined by Strauss & Corbin (1998, 11) as a
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“nonmathematical process of interpretation that is carried out to discover concepts and
relationships in raw data and to organize these into a theoretical explanatory scheme”. In
addition, the procedures to interpret and organize information involve conceptualising and
reducing data, and elaborating categories in terms of their properties and dimensions (ibid.,
12). This applies to the investigation into the various trade policies and their link to the

regionally agreed and institutionalised practices in the EU-ASEAN case.

The organizing of information in this study is based on the longitudinal approach, focusing on
issues rather than processes (cf. Patton 2002, 439). A longitudinal study often has the
characteristics of a historical study, however the difference being that the focus of a historical
study does not stretch to contemporary events (Yin 1994). Given the research questions of
this study, the methods of analysis are tailor-made for the issues under investigation. Also,
given the diverse types of data involved, each research question is studied individually,
although information from the findings contributes to the next step in the investigation. The

study proceeds as follows:

(1) Institutional and comparative analysis of trade policy integration and coordination in the
EU and in ASEAN, based on categories of economic integration distinguished by Balassa
(1961) and the roles and functions of inter-governmental organizations identified by
Archer (1983; 2001). The analysis employs empirical data on the EU’s and ASEAN’s
regional agreements and institutional arrangements to coordinate regional policies.

(2) Investigation into the various types of trade policies applied in the EU and in the ASEAN
countries and those expressed in inter-regional EU-ASEAN negotiations. This is based on
an understanding of the role of state as the regulator of trade in the varied web of
relationships, bargaining between governments, and the interests of domestic constituents
(Stopford et al 1991; Carlson 2000). The approach is largely inductive due to the scarcity
of earlier research on the entire variety of trade policies applied by the EU and/or the
ASEAN countries. The longitudinal investigation draws on a relatively large pool of
empirical data, and summarizes the impact of regional agreements on trade policies,
distinguished from the impact of multilateral agreements on trade policies of the EU and
the ASEAN countries.

(3) Analysis of the incidence of trade policies as to the structure of the actual trade flows
between the two regions. The impacts of regionalism and multilateralism on EU-ASEAN
trade policies are explained. This requires an account of trade patterns between the two
regions, based on an insight of the changing Asian trade pattern due to the inflow of FDI
(Alvstam 1990; 1993), the role of state in regulating exports and imports (Grant 1994;
2000) and the link between location and trade (Storper 2000). To analyse the change from
national to regional trade policies, a case of bilateral trade between Finland and Malaysia
is employed. In the examination of trade flows, the ‘mirroring’ technique is used, that is,
trade data is collected from and compared between both trading partners’ statistics where
import figures are typically more reliable (Alvstam 1993). The findings show which
sectors were liberalized and which sectors became more protected by the new regional
trade policies.
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Being cross-disciplinary, this study does not follow a strictly pre-defined or established
paradigm or research approach. Guba & Lincoln (1988, quoted in Patton 2000, 252) have
pointed out that the internal consistency and logic of each distinctive approach or paradigm
lessens the propensity to mix different methods and data collection strategies since it becomes
a matter of philosophical and methodological controversy. Yet, according to Patton, gathering
the most relevant information possible for the investigation outweighs concerns about
methodological purity based on epistemological and philosophical arguments. Figure A2. (in

the Appendix) illustrates the sets of data collected for the study and their inter-relations.

It has been acknowledged that qualitative inquiry is likely to produce a large pool of non-
numerical data representing words rather than numbers, and that each qualitative analysis
requires the researcher to devise his/her own method for presenting the results (Rudestam &
Newton 1992, 113). In this study, the strategy is similar to that of case analysis, especially
regarding the multiple types of data and the flexible data gathering process employed. The
difference from case analysis, however, is the procedure of conducting the analysis itself,
which in a case study strategy proceeds with writing individual case reports, and feeding these
into the cross-case analysis (Yin 1994). Furthermore, case studies typically draw on
interviews as the main evidence, while this study employs documents and statistics as the
main data. These distinctions basically emanate from the different objects of study, which in
case analyses are usually firms or business organizations that are studied from the perspective
of business or management studies. The objects of the present study, regional trade
organizations and the evolving trade policies, involve a large amount of published data, and
are, by and large, studied within research traditions in other social sciences, such as

international relations or political economy.

Also, a distinction must be made between methods used in this study and those of
‘conventional’ trade research in economics which typically endeavours to reveal comparative
advantages of the trade partners based on the structure of exports and imports, or attempts to
estimate the impact of trade policies on the actual trade flows. As regards an impact analysis,
it was decided in this study not to attempt to build a direct causal link between trade policies
and firm-level exports and imports.™ Instead, it is understood that the inter-relation between

trade policies and trade flows is dependent on potential intervening factors (Figure 5.).

%% The reason for this is the fact that the question is empirically complicated since it is difficult to assess the
direct impact of changing trade policies on the actions of exporting and importing firms. The actor of trade, the
firm, has many reasons (besides trade policies) behind the decision to export or to import. The linkage between
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Figure 6. Causal relations between changes in trade policies, intervening factors and the
realized trade flows.

Liberalization . Realized
oftrade | ... > dlntervenlgg dfactor:d increase in
policies ecreased deman ) imports/exports

Restricting Intervening factor: |, Realized
oftade [ 77 Increased demand decrease in
policies imports/exports

Source: Author.

Hence, liberalization may result in increasing or decreasing trade, depending on the potential
intervening factors. Liberalization typically brings about increasing exports/imports.
However, when accompanied by intervening factors that decrease demand (such as
technological change or economic recession), declining trade flows may ensue. In a similar
fashion, restrictions in trade policies usually result in decreasing exports/imports. Yet, when
restrictions are simultaneous with intervening factors that increase demand (such as changes
in comparative advantages), increasing trade may result (in Figure 5., dotted lines stand for
the indirect impacts through intervening factors). It must be noted that the inter-relation
between trade and trade policies also includes feedback, i.e., changes in the realized

imports/exports may have an impact on trade policies.

333 Evaluation of the quality of data used in the study

Related to data selection is the concept of validity that refers to whether the chosen variables
really ‘measure’ the phenomenon under study (Kalela 1978, 78). In this study, an attempt is
made to ensure the validity of findings by using multiple data sources, such as various trade
statistics from national, regional and international sources on particular trade flows. The same

applies to data on trade policies from the GATT/WTO sources, which have been

trade policies and trade flows is thus indirect and weak. To assess whether there existed such a link, it would be
necessary to conduct a firm level study to inquire about the impact of trade policy changes on the firm’s exports
and imports.
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complemented with data from the EU and ASEAN. However, data on trade policies acquired
from the GATT/WTO Trade Policy Reviews has two strengths regarding the objectives of
this study: 1) data are comparable between countries and across time, due to the specific
principles of the publisher (the GATT/WTO) in collecting and reviewing the primary data
compiled from original sources; and 2) data are specific enough to answer the questions of
this study, and are, at the same time, sufficiently compressed (compared to raw data on
national trade policies), to allow for an overall analysis of trade policies of a large group of
countries and a relatively long time period. A possible weakness of the GATT/WTO data is
the relatively long interval (four years) between the reviews on most countries, thus inducing

a potential gap in information between consecutive publications.

Data on trade negotiations between the EU and ASEAN were compiled from public
documents, such as Joint Declarations and Press Statements of the formal EU-ASEAN
meetings. These documents summarize the discussions held at the meetings, and basically
include the issues of convergence between the counterparts. Since the final document is a
result of the original topics from the agenda of the meeting, the discussions held, and the
statements and requests presented, the final text is necessarily a compromise between the
counterparts of the issues taken up at the meeting. Thus, sensitive issues, or topics of possible
divergence, might not be included in the final declaration or press statement. This may result
in some potentially important issues in negotiations being concealed behind the documented
text. Regarding this study, however, the documents are treated as data that includes jointly
agreed issues over the question of inter-regional trade negotiations between the EU and
ASEAN, which is regarded as sufficient for answering the specific questions posed in the

study.

The empirical investigation into trade flows was based on statistical data which allows an
aggregate, regional or national level description of exports and imports by sector with a
longitudinal approach. As in all types of data, there are certain limitations associated with
merchandise trade. The inaccuracies of trade statistics are typically related to the registering
and documentation of national border crossings. At a national border, the holder of the
merchandise is obliged to provide a customs declaration document with data on the product,
its volume, price, and category number for the product classification according to the tariff
lines in order to specify the possible tariffs, duties, or other types of policies involved with the
traded item. All these registered data on exports and imports are gathered into national

monthly and annual statistics of foreign trade by the national statistical units of the respective
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countries. In the statistics, merchandise trade and services trade are distinguished. Due to
differences between the ‘cif” and ‘fob’ values of trade data, the value of the same product is
registered differently in the country of departure and in the country of destination. The
various data recording practices in trade between two countries as well as in the specific case

of the EU are illustrated in Figure A4. in the Appendix.’’

Export statistics are a less reliable data source since the final destination of the exported
goods may not be known at the time of the shipment (Alvstam 1993, 72). In order to get more
accurate information of the bilateral trade flows, information from both sides should be
analysed by ‘mirroring’, that is, comparing between different sources of data on the same
trade flow. Accordingly, it has been claimed that there is a need for more primary data in
trade studies (Grant 2000). Furthermore, trade statistics do not distinguish between intra-
corporate and extra-corporate trade. Hence the bulk of international trade that is actually
conducted between different branches of the same corporation located in different countries is

not discernible from the foreign trade statistics.

Regarding foreign trade data, it must be noted that international statistics are derived from
national sources, and thus the possible inaccuracies in national statistics are transferred in a
straightforward manner to international statistics. However, periodical statistics, such as the
IMF Direction of Trade, typically correct earlier data later on in their more recent issues, as
revisions are acquired from the national sources. It is also well known that trade statistics
incorporate many other deficiencies, such as the inaccuracy of data in most developing
countries, differences in ‘source country’ and ‘destination’ definitions in trade statistics,
transfer pricing in intra-corporate trade, and the impact of exchange rate fluctuations on the
value of trade. There are thus significant variations in data accuracy from country to country,
even among the EU countries” statistics where definitions of import sources are diverse.”> One
way to overcome the potential flaws is to compare between (i.e. to ‘mirror’) different sources

for the same trade flow, thus increasing the reliability of the data.

3! The illustration follows the logic presented by Alvstam (1993, 66) on different measures of FDI.

52 Related to this, a major shortcoming in ‘mainstream’ economic trade research is the lack of data critique. In
international economics, while effort has been made to elaborate the techniques of quantitative analysis and
methods, the quality of data has received relatively little attention.
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4. Trade policies at various geographical scales

This chapter presents findings on trade policies of the EU and the ASEAN countries,
answering the first set of questions posed in the introduction of the study, namely:

How have trade policies evolved in the EU and the ASEAN countries during a period

of intensified regionalism?

a. What has been the impact of regional economic integration in the EU and in
ASEAN on the geographical scope of their trade policies?

b. How have the two groupings advanced their trade objectives at inter-regional trade
negotiations?

The findings illustrate the major changes in trade policies and trade negotiations due to the
regionalism processes in both Europe and Southeast Asia. This enables an analysis of the
changing trade policies vis-a-vis the actual trade patterns between the EU and the ASEAN
countries, later in the study. The presentation is organized according to the various types of
trade policies that regulate imports and exports, including import tariffs, various non-tariff
barriers, and export incentives. Data on trade policies and their evolvement from the early
1990s to 2003 is based on the WTO’s trade policy reviews, as well as on EU and ASEAN
documents. The chapter proceeds as follows: The international context of trade regulations
within the GATT and WTO is presented, since the multilateral framework forms the legal
basis of international trade (section 4.1.). Trade policies of the EU are presented in section
4.2., and of ASEAN in section 4.3. Finally, findings on trade negotiations between the EU
and ASEAN are presented in section 4.4.

4.1 Multilateral trade policies: GATT and WTO

Multilateral trade liberalization had been attempted after WW1 by Britain and the
Commonwealth, however with difficulties in the recession of the 1930s. After WW2, the
United States and the other victorious Allies started to work together on the world economic
system with the original aim of establishing, in addition to the Bretton Woods (the World
Bank and the International Monetary Fund) a third institution, an International Trade
Organization (ITO), to deal with trade, employment, commodity agreements, international
investment, and services. However, the ITO was not realized because of opposition to

ratification in national governments, especially in the US Congress™ (Frankel 1997, 2). The

33 This was despite the US having been one of the original forces behind the plan to establish the ITO.
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participating countries decided instead to deal solely with tariffs through the so-called Havana

Charter, and started to negotiate to reduce and bind customs tariffs.

4.1.1 The General Agreement on Tariffs and Trade

The General Agreement on Tariffs and Trade (GATT) was signed in 1947 by 23 countries as
an outcome of multilateral trade negotiations (MTN). The result of the initial round in Geneva
(MTN I) was 45,000 tariff concessions that affected about 20 % of international trade. In
addition, the principle of the most-favoured-nation (MFN) treatment was originated to ensure
reciprocity and unconditionality, meaning that a tariff reduction could not be offered to only
one or a limited number of trading partners but had to be offered unilaterally.* The first
rounds of negotiations were mainly concerned with tariffs (Table A3. in the Appendix), and
the number of ‘contracting parties’, countries participating in the GATT, remained modest
and was dominated by developed economies up until the late 1950s. However, the early
membership included Burma (since 1948), Indonesia (1950), and Malaya/Malaysia (1957)
from the present ASEAN, as well as the core European nations. Developing countries began
to join the agreement more numerously from the early 1960s onwards, and among these,
Singapore joined the GATT in 1973, the Philippines in 1979, Thailand in 1982, and Brunei in
1993. On another front, the United Nations Conference on Trade and Development
(UNCTAD) had been established in 1964 to promote the trade interests of the third world.
One issue of concern had been the restricted access of developing country exports into
developed markets, and to overcome this, the Generalized Systems of Preferences (GSP) was
adopted within the GATT in 1971.°> The GSP granted preferential access of manufactured
and semi-manufactured exports from developing countries to developed country markets
(WTO 1999, 15). There were specific exclusions to the preferences, however, particularly in

the textiles and clothing sectors.

The GATT also began to deal with anti-dumping measures and reached an agreement on anti-
dumping and customs valuation in the Kennedy Round (MTN VI) in 1967. Other non-tariff
barriers were included in negotiations during the Tokyo Round (MTN VII) in the 1970s.
During these two rounds, negotiations resulted in major tariff reductions (35 % and 33 %,

respectively) by the world’s nine major industrial countries. The average tariff for industrial

>4 The rules, however, permitted the formation of trade groupings that were based on free trade among the
member countries. This will be further discussed in chapter 4.1.3.

53 Already in 1965, Australia had introduced preferential rates of duty on certain imports from developing
countries. According to a decision at UNCTAD II in 1968, the European Community implemented its own GSP
in 1971 (EU 2002).
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products in international trade declined to about 4.7 % by 1979. However, the negotiations
failed to reach agreement on agricultural trade or on the so-called safeguards or ‘emergency’
import measures. Also, while non-tariff barriers were dealt with in a number of agreements,
these were only signed by some of the GATT members.’® The total number of participants in
the GATT had grown to about one hundred by the late 1970s. Textile trade was one of the
contentious issues. International trade in textiles and clothing was increasing rapidly, as
apparel industries started to relocate from industrial countries to developing countries,
especially to Asia. In the face of new and cheaper imports, producers in the industrial
countries demanded protection in order to remain competitive. Consequently, the so-called
Multi-Fibre Arrangements (MFA) were established in the GATT in 1974 as a framework for
bilateral agreements or unilateral actions to limit textile trade into countries whose domestic
industries faced the threat of rapidly increasing new imports. Textile trade was governed by
the MFA mainly through quotas, where the exporter agreed to limit the volume of textile
exports through a bilateral agreement with the destination country, or the importer country

posed unilateral import restrictions.

The last series of negotiations under the GATT, the Uruguay Round (MTN VIII) from 1986-
94, was the longest but also the most extensive with regard to the issues covered.”’ After the
eight-year process, several new multilateral commitments were accepted, including those on
textiles and clothing, agriculture, services, intellectual property and trade-related investments.
Thus, the agreements also included two ‘sensitive’ sectors, textiles and agriculture. Regarding
textiles and clothing, the Multi-fibre Arrangements, that had been in operation for 20 years,
were replaced by the Agreement on Textiles and Clothing (ATC) in 1995 to remove all
quotas, and to integrate textile trade into the ‘GATT 1994°, i.e. into the tariff system, in ten
years. The Agriculture agreement aimed at trade reform by reducing import tariffs, domestic
support for production, and export subsidies in both developed and developing countries. At
the same time, the multilateral agreement on trade-related investment measures, TRIMs, was
negotiated with the aim of preventing restrictive trade policies in host countries towards the
imports of goods related to the establishment of new production by the foreign investor.
Overall, however, the Uruguay Round negotiations faced many conflicts and a series of

delays due to significant disagreements among the participants on major issues. Differences

%6 Agreements that are not signed by all GATT/WTO members are called plurilateral’, whereas ‘multilateral’
agreements refer to the whole membership.

57 As one of the mid-term results, the GATT members established the Trade Policy Review mechanism in 1989.
The objective was to improve the transparency in, and understanding of, trade policies and practices of the
member countries. Periodic reviews were conducted by the GATT Council, and the function of the mechanism
was to examine the impact of trade policies on the multilateral trading system (GATT 1991).
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emerged especially between the EU countries and the US on agriculture, services, and anti-
dumping rules that prevented the conclusion of an agreement within the original three-year
schedule. In the end, the issues on market access for goods and services were however
resolved, and the Uruguay agreement was signed in 1993 by 125 countries, and ratified in
1994. The arrangement covered almost all of international trade, and as a major organizational

change, the ratification of the agreement also resulted in the formation of the WTO.

4.1.2 The World Trade Organization

While the GATT had been a forum based on ‘rounds’ of negotiations and provisional
agreements, the WTO emerged as a permanent organization with a legal basis and binding
agreements. The trade regulations of the World Trade Organization rest on three ‘pillars’: 1)
the revised and extended GATT, 2) the General Agreement on Trade in Services (GATS), and
3) the agreement on Trade Related Intellectual Property Rights (TRIPs). The extent of trade
issues covered in the WTO is larger, including services and intellectual property and a faster
dispute settlement system. All decisions and agreements are negotiated and signed by the
member countries and ratified in their parliaments. As such, the WTO is a member-driven
organization of 147 countries®® whose agreements are the legal ground rules for international
commerce. Institutionally, it has the same status as the International Monetary Fund and the
World Bank, and it is the only global organization that deals with the regulations of global
trade with the aim of helping exporters, importers, and producers of goods and services to
conduct their businesses. The WTO is thus an international regime that draws on an
institutionalised set of rules that allow for durable and goal oriented forms of inter-state

cooperation (Otto 2000, 40).

The main functions of the World Trade Organization include administering the trade
agreements made at the WTO, providing a forum for trade negotiations, handling trade
disputes, monitoring national trade policies, providing technical assistance and training for
developing countries, and cooperating with other international organizations. These functions
are carried out in an organization that comprises Ministerial Conferences every two years (the
highest decision making body), the General Council (for more routine work), and various

other councils, committees, working parties, and negotiating groups. The Secretariat, located

58 As of the end of 2003. The membership includes the European Communities (represented by the Commission)
since 1995, and seven ASEAN countries that were contractors to the GATT by 1994 (in order of accession):
Burma, Indonesia, Malaysia, Singapore, the Philippines, Thailand, and Brunei. The accession of Cambodia was
agreed at the WTO Ministerial Meeting in Cancun in September 2003. The other ASEAN members have
obtained observer status in the WTO; Vietnam since 1995, and Laos since 1998 (WTO 2003b).
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in Geneva, is responsible for administering the work; however, the central bureaucracy has no

decision-making power over the member countries.

For most industrial goods and for services, the GATT Uruguay Round agreements had
already provided reductions in tariffs as well as an increase in the number of bound tariffs,
that is, maximum tariff levels that a country is committed to in its imports.”® Further tariff
reductions and trade liberalization were agreed in the WTO after 1995. The Singapore
ministerial conference of 1996 negotiated on information technology products, and the
Information Technology Agreement (ITA) was signed in 1997 (Table 5.). The agreement
eliminated import duties on the information technology products (by the year 2000), among
the 40 countries that account for over 90 % of trade in the sector. Electronic commerce was
discussed in the 1998 ministerial conference in Geneva; however, no major agreements were
made. The Seattle conference of 1999 faced difficulties from disagreement among member
countries on issues concerning the plan to launch new multilateral negotiations at the start of
2000, as well as from activist demonstrations opposing the meeting, and no ministerial
declarations were made. In the meantime, new members were approved, especially from

transitional Eastern Europe and the ex-Soviet Union region.*’

In 2001, the Doha meeting resulted in three major declarations: 1) to launch new multilateral
trade negotiations (MTN IX) on an extensive range of issues to be concluded in 2005, 2) on
trade related intellectual property rights (TRIPs) and public health, regarding patent rules on
pharmaceutical products,’’ and 3) on extensions to transition periods provided for developing
countries to implement earlier WTO agreements (Table 5.). Additionally, the accession of
China and Taiwan (Chinese Taipei) to the WTO were approved. The so-called Doha
Development Agenda was adopted regarding the new MTN, listing ongoing negotiations on
agriculture, services, market access, and trade-related aspects of intellectual property rights
within the WTO. The EU’s role was deemed important in preparing and supporting the launch
of the agenda (WTO 2002a).

% In the GATT / WTO multilateral framework, tariff bindings by the member countries have been one of the
main functions in tariff negotiations.

8 However, Russia is not a member of the WTO.

5! The declaration on TRIPs and public health was the result of concern about the capabilities of developing
countries to fight severe epidemics in the face of their difficulties to acquire medicines produced and protected
by the TRIPs in the industrial countries. The declaration called for flexibility in applying the agreement which
should not prevent developing countries from taking measures against epidemics such as HIV/AIDS,
tuberculosis, and malaria.
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Table 5. Ministerial conferences of the WTO, 1996-2003.

Place Major issues Major agreements New members
year and declarations (in addition to GATT signatories)
Singapore | Information Information Technology 1995-96: Bahrain, Bulgaria, Ecuador,
1996 technology products | Agreement (1997) European Communities, Ghana,
Jamaica, Sierra Leone
Geneva Electronic commerce | Declaration on Global 1997-98: Dem.Republic of Congo,
1998 Electronic Commerce Kyrgyz Republic, Mongolia, Panama
Seattle Launch of new MTN | (No agreements) 1999-2000: Albania, Croatia, Estonia,
1999 (failed) Georgia, Jordan, Latvia, Oman
Doha Patents; Developing | Launch of new MTN; 2001-02: People’s Republic of China,
2001 countries; TRIPS and public health; Chinese Taipei, Lithuania, Moldova
Agriculture; Extensions for developing
Launch of new MTN | countries
Cancun Doha Development (No agreements) 2003: Armenia, Former Yugoslav
2003 Agenda; Agriculture Rep. of Macedonia; Cambodia;
Nepal

Source: Compiled from WTO (2003c¢).

In addition, the Doha agenda included preparations for negotiations on the issues of trade and
investments, trade and competition policy, and government procurement. Negotiations are
ongoing on WTO rules related to anti-dumping, subsidies, and regional trade agreements.
Other fields under negotiation are dispute settlement, and trade and the environment.
Furthermore, the General Council is working on the issues of electronic commerce and small
economies, and new working groups are being established to tackle the issues of trade, debt
and finance, and the issues of trade and transfer of technology. The Cancun Ministerial
meeting of 2003 attempted mainly to take stock of progress in negotiations and other work
under the Doha Development Agenda (WTO 2003c). The negotiations, however, ended
without accord, mostly due to disagreements in agricultural trade policies. Considering the
topics discussed in Cancun, it is notable that the issue of trade and investments, one of the
topics negotiated at the Singapore meeting, remained an unresolved question for the
multilateral negotiations. The evolving patterns of international trade do, however, call for a
new analytical approach to the issue, as they show an increasing link between trade and
foreign direct investments.

4.1.3 Regionalism and the GATT / WTO

Specific rules on trade preferences granted on a regional basis had already been agreed by the
contracting countries from the inception of the GATT. This exception to the basic MFN rule
had been written into Article XXIV of the GATT which allowed for preferences within

regional trading arrangements with certain provisions. These provisions asserted that
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“substantially all” trade barriers among members are removed; that trade barriers against non-
members are not made more restrictive than before; and that integration is realized ‘within a
reasonable length of time’, usually 10 years. However, there were no provisions on
geographical proximity or contiguity (Frankel 1997, 3-4). It is noteworthy that while the
major share of previous or existing regional trade agreements include countries that are
geographically proximate, also several free trade agreements have been established among

countries that are located far from each other.

Altogether 125 regional trade agreements were notified to the GATT during its history (1948-
1994). Most of these were bilateral free trade agreements between geographically proximate
countries.”” After the establishment of the WTO in 1995, the number of regional trade
agreements doubled, and in early 2004, over 170 agreements were in force, with an additional
70 estimated to be operational although not yet notified. Taking into account the number of
agreements that are reportedly being planned or already under negotiation, the WTO (2004)
estimates that by the end of 2005, the total number of regional trade agreements will be close
to 300. These agreements have a bearing on matters such as free trade areas, customs unions,
and partial scope agreements, and over half are of the simplest type, that is, bilateral
agreements between two parties, such as the New Zealand — Singapore free trade agreement.
Plurilateral agreements and those that include a party that is a regional organization itself are,
obviously, more complex. The scope of regional trade agreements varies significantly,
extending from a limited range of products between two or more countries, to various trade-
related provisions beyond mere tariff reductions. Such provisions may include rules on
investment, competition and standards, or specifications on environment and labour (WTO
Secretariat 2002, 4-5). Some of them contain commitments on trade in services, in addition to

the traditional trade in merchandise goods.

According to the WTO Secretariat (2002), the most significant development currently is the
emergence of a new category of agreements: regional trade agreements in which each party is
a distinct regional organization in itself. Several rounds of inter-regional trade negotiations
have been ongoing, for example, between the EU and Mercosur, or between the Southern
African Development Community (SADC) and the Southern African Customs Union
(SACU). This implies that a regional trade association has been institutionalised in order to

‘speak for itself’. For the EU, the community-wide negotiating mandate has already been

62 A large number of these had been terminated or expired, but 51 were still in force in 2002 (WTO Secretariat
2002, 3).

83



institutionalised, and the Union is represented by the Commission in the multilateral
negotiations, in addition to the representation and membership of each EU member country in
the WTO. This will be further discussed in the following sections that illustrate both the EU
and ASEAN as trade organizations and the interregional negotiations between the two. The
focus will be on integration in trade policies within and cooperation between the two
groupings during the last decade, in order to extend the analysis into the incidence of trade

policies as to the actual trade flows in Chapter 5.

Reflecting the theoretical debate over multilateralism and regionalism, and the actual
evolvement of the two during the last decade, there seems not to be any major contradiction
between the two trends. The multilateral framework has both expanded and deepened during
the 1990s, while the number of regional trade agreements has also increased substantially.
Rather, the two phenomena appear to be mutually evolving, being dependent on the strategies
of states in the changing world trade environment (cf. Michalak & Gibb 1997). While the
multilateral setting provides the eventual negotiating ground for global trade policy, regional
integration endows states with more bargaining power to advance their trade interests at the
multilateral level. Considering the multitude of issues dealt with at the GATT/WTO and the
growing number of member countries and regional trade agreements, the task is, however,

most challenging.
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4.2 Regionalism and the EU’s common trade policy

Considering the case of the EU as a trade organization, this section highlights the EU trade
regime, notably the institutional setting of the EU’s trade policy making, and the changes in
the extent and types of trade policies during the period of intensified regionalism in the 1990s.
The findings illustrate how economic integration in the EU has affected the institutions of its
trade policy making, how external trade relations are administered on a pan-EU level, and
how trade policies have been integrated in practice from 1990-2002. The EU has been
characterized as becoming an actor in the multilateral setting (cf. Archer 1983; 2001) while it
has evolved from a customs union to a monetary union (cf. Balassa 1961) during the period

under investigation.

4.2.1 Customs union and Common market

Together with monetary and development policy, trade policy forms a central pillar of the
EU’s external relations. The Community has exclusive competence over the common trade
policy of the member countries, and, as a customs union, it holds no tariffs in internal trade
and it levies a common external tariff and trade policy vis-a-vis third countries. The purpose
of the EU’s trade policy is to promote the economic and political interests of the Community,
and with its large membership, the decision-making involves a complex institutional setting
among the EU institutions and the member countries. The European common trade policy has
its origins in the European Coal and Steel Community (ECSC) established in 1952 and in the
subsequent European Economic Community (EEC) that was established by the Rome Treaty
(‘the EEC Treaty’) in 1958 to form a customs union among six countries (Belgium, France,
Germany, Italy, Luxembourg, and Netherlands).”> The harmonized trade policy has been
vested in the European Commission since 1968 when intra-tariffs were removed and common
external tariffs were introduced.** Regarding the original EEC, Widgrén (2003, 11) pointed
out that the initial decision of countries to establish a customs union rather than a looser free
trade area was essential for the EEC’s institution-building, thus creating the institutions for

regional decision-making.®’

5 Despite the declared economic aims of the European integration process, the underlying objective was to
maintain peace since the continent had been the scene of two world wars.

% 1n 1974, Balassa estimated that the EEC’s trade creation in manufactures was 18 billion USD, while trade
diversion was -3.1 billion USD (El-Agraa 2004, 134).

5 A free trade area does not require joint decision-making over extra-regional tariffs, while a customs union
does.
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The common foreign trade policy in relation to third countries is based on Article 133 of the
Rome Treaty and covers changes in tariff rates, the conclusion of tariff and trade agreements,
the achievement of uniformity in measures of liberalization, export policies, and measures to
protect trade — such as those in the case of dumping or subsidies. Embracing both exports and
imports, its aim is to ensure an equal competitive edge for European industries vis-a-vis the
world market. The operation of domestic industries in the home market is guaranteed by
common import regulations which are based on principles agreed at the GATT. The most
protected sectors have been agriculture and textiles. Agricultural products are strongly
protected by high tariffs, by quotas, and by the budgetary spending under the Common
Agricultural Policy (CAP). Textiles and clothing are subject to higher-than-average tariffs and
quotas. The union also restricts imports of many other commodities, such as steel, industrial

imports from China, and imports on dual-use goods.

The commercial policy framework based on the Rome Treaty of 1958 has undergone only one
major reform, under the Single European Act (SEA) of 1987. The SEA set the target of
forming a common market by the end of 1992, implying that border controls were removed in
European internal trade, and that all national trade restrictions against third countries were
abolished. The internal market was based on four ‘freedoms’: the free movement of goods,
services, capital and people. These form the core of the European competition policy, the
central objective of which is to improve the efficiency of the European economy by removing
economic barriers among the member countries. The removed barriers to trade included
physical barriers, such as border controls and customs procedures, and technical barriers, such

as differences in trade regulations.

Following the SEA, the European Single Market was established by the Maastricht Treaty in
1992. The resulting Treaty on European Union (the ‘EU Treaty’) came into force on 1
November 1993, basing the Union’s activities on three °Pillars’: (1) The European
Communities, comprising the European Coal and Steel Community, the European Economic
Community, the European Atomic Energy Community, and the subsequent Treaties and Acts
modifying or supplementing them, notably the Single European Act of 1987, (2) Common
foreign and security policy; (3) Home affairs and justice. The treaty embraced the objectives
of an economic and monetary union, including the introduction of a single currency in 1999

and the launch of euro banknotes and coins in 2002 in line with European Monetary Union
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(EMU), and a common policy on development cooperation.®® The integration process has thus
followed the stages distinguished by Balassa (1961), evolving from a customs union (EEC) to
a common market (the European Single Market), and to a monetary union (EMU). In the
meantime, the enlargement of the community had brought new members into the customs

union and the common market from the 1970s onwards.

4.2.2 Institutional basis of trade policy coordination

During the early 1990s, changes in the EC’s trade regime were inspired or required by four
major developments: the Internal Market Programme, changing relations with the transitional
Central and Eastern European countries, the signing of new preferential trading agreements,
and developments in multilateral trade negotiations within the Uruguay Round (GATT 1993a,
64). In the late 1990s, major changes related to the institutional developments of the EU itself:
the movement towards economic and monetary union, further enlargement, and reforms in
key sectors such as agriculture and services. The latest phase also witnessed the growing role
of the EU in the multilateral setting, as the Union played a central role in the launch of a new
round of trade negotiations within the WTO in 2002. At the same time, the EU’s own trade
regime concerning tariffs and quotas became further liberalized, due to the commitments

made at the WTO.

Executive and decision-making bodies

During the 1990s, there were no major changes in the organizational basis of trade policy
formulation.” The common trade policy is prepared in the main EU institutions: the
Commission is responsible for the initiation, negotiation and implementation of trade policy,
the Council of Ministers makes the final decisions by voting (to approve or disapprove the
proposals by majority), and the Parliament is involved in the co-decision procedure in cases
specified in the Treaty, or is kept informed of the negotiations. The Commission is advised by
the ‘Article 133’ Committee which is composed of trade policy officials from member
countries and from the Commission. The Presidency chairs the Committee proceedings,
where the agenda typically includes Commission proposals or documents relating to

international trade negotiations, reports on negotiations, disputes, and specific trade problems

5 The EU treaty did not directly change the trade policy framework, but the share of member countries’ trade in
manufactured items with other member countries was estimated to have increased by 3 % after the Single Market
(based on an ex-ante simulation by the CEPR and the EU Commission in 1997). The impact included both
internal and external trade creation based on the effect of reductions in trade costs and the indirect effects of
increased competition and reductions in price-cost margins on the internal market (El-Agraa 2004, 130-132).

%7 The enlargement of the EU to incorporate Austria, Finland and Sweden in 1995 resulted in mainly technical
adjustments to EU institutions (WTO 1995a, 11).
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encountered by member states. The member countries negotiate common trade policy within
an extensive committee system. In practice, member countries form groups that strive for
particular policies. It has been argued that over the years, authority over foreign economic
policy of the EU has shifted from member states to the Union, where treaty reforms
concerning foreign economic policy have been very modest (Young 2000). On the
multilateral level, the European Commission represents the entire EU in trade negotiations
e.g. at the World Trade Organization. The negotiating mandate was provided to the
Commission by the Council of Ministers in 1999 (WTO 2000a). Hence the EU itself clearly
has the role of an actor in multilateral trade forums (cf. Archer 1983; 2001), since it negotiates
as a single unit and in its own right for the whole membership, in addition to each member
country also being represented in the WTO. The EU fulfils the criteria of an actor, as it
comprises stable and coherent decision-making machinery, the central institution being an

entity that is distinguishable from its member states (ibid.).

Practical organization

The coordination of the EU’s foreign trade and foreign policy is separated within the EU
institutions (Figure 7.). The practical organization of external trade policy is coordinated
within the Commission, in the Directorate General (DG) Trade, which is responsible for
defining the trade interests of the European Community in both defensive and offensive
terms. DG Trade administers the various policy instruments relating to exports and imports, in
addition to negotiating bilateral, regional and multilateral agreements and monitoring the

implementation of international trade agreements using the WTO dispute settlement system.

The other side of foreign relations, common foreign policy and diplomacy, are coordinated at
the Directorate General (DG) External Relations which administers the EU’s political and
security relations, coordinates relations with organizations such as EFTA and ASEM and with
groups of countries in the Middle East, Asia (including ASEAN) and Latin America, as well
as the North-South Cooperation. Reflecting the size of the EU institutions, the organization of
the tasks relating to external trade overlaps somewhat, which is mirrored in the division of the
departments and the respective commissioners responsible for them. Furthermore,
Commissioners of trade and external relations report to the Commission and the European
Parliament, while the ‘High Representative’ in charge of Foreign and Security Policy answers

to the Council of Ministers. Ostensibly, this is a challenging organisational structure for
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managing the multitude of tasks within external relations of the EU, and could generate

. e c1e.c 68
confusion over responsibilities.

Figure 7. Organization of DG Trade and DG External relations within the EU.

Commission
DG Trade DG External Relations
1) Bilateral trade 1) Common foreign policy
2) Multilateral issues 2) Human rights and democracy
3) Trade in goods 3) Multilateral organizations such as
4) Trade in services UN, NATO
5) Trade and development 4) Relations with EFTA, ASEM etc.
6) Trade policy instruments 5) Bilateral relations with countries
7) Market access strategy such as the US, China, and Japan
8) Intellectual property 6) Relations with groups of countries in
9) WTO dispute settlement Middle East, Asia, Latin America

Sources: http://europa.eu.int/comm/trade; http://europa.eu.int/comm/external relations.

From a trade policy perspective, the EU has been referred to as ‘sui generis’, the only one of
its kind. The specific features of its political structure and decision-making make it different
from any other actor in the international economy: the EU is more binding than any other
international organization, but less binding than a state. In terms of economic structure, the
EU is characterised by strong cartels and interest groups of businesses and firms. The Union
does not have a common political opinion in the sense that a state does, based on collectivity,
a sense of community, and democratic institutions. Thus the EU lacks a political
counterweight vis-a-vis large companies in the planning and implementation of its trade
policy. In these circumstances, the EU trade policy becomes a series of ad hoc decisions,

where large established companies have a powerful role (Makeld 1999, 87).

Compared to the other major actors in international trade, the United States and Japan, the
relative status of the EU has however increased. This was a result of the EU integration, as the
member countries (in the Council of Ministers) agreed on granting the Commission a
community-wide mandate and representation in the WTO in 1999. However, the decision-
making in EU trade policy is a complex process within a large system of member states and

national interests, compared with the US or Japan, for example, where decision-making in

% For example, the Economist (January 22, 2000) has questioned whether the ‘external relations’ commissioner
should be responsible for both trade and foreign policy. This is also one of the issues in the Convention debate.

89



trade policy is centralized on the president and the Ministry of Industry and Trade (MITI),
respectively (cf. Grant 1993a).

Overall, the EU operates a multitude of trade policies based both on industrial interests and
development policy preferences. Tariffs are mainly levied on imports of raw materials and
components which are available in the EU region. In addition, the EU implements a variety of
non-tariff barriers, including quantitative restrictions (quotas), trade controls, surveillance
measures, trade sanctions, and trade defence instruments. The major changes in the extent and
types of the EU’s trade policies have been related both to internal integration and external
commitments, notably the Internal Market Programme and agreements made at the
GATT/WTO.” The latest phase of EU trade policies could be entitled the ‘new multilateral

liberalization’, resulting from the GATT Uruguay round trade negotiations.

4.2.3 The tariff system

Largely due to multilateral agreements, the level of the EU’s import tariffs’® declined
gradually during the 1990s. At customs clearance, goods are classified either under the Tariff
of the Communities (TARIC) for importation, or under the Combined Nomenclature (CN) for
exportation. Since 1994 the EU has applied a Community Customs Code to all trade in goods
between the Community and third countries, administered by the customs authorities of the
member countries. There were 10,399 tariff lines at eight-digit CN level in 2002, all bound at
the WTO, and, in 2004, the TARIC contained a nomenclature with about 15,000 tariff lines,
showing all third country and preferential duty rates applicable (EU 2004b). The Commission
had announced a new strategy for the customs union in 2001, in response to the growing
volume of trade and the need for faster customs services and aimed at upgrading the EU’s

fully computerized system of customs declarations (WTO 2002a).

The EU’s simple average tariff for industrial products fell from 6.4 % in 1988 to 4.1 % in
2002.7" At the same time, tariffs for agriculture were high, averaging 25 % in 1995, and 16 %
in 2002, due to the fact that they were only included in the tariff system in 1995 from an
originally high level to compensate for the gradual elimination of non-tariff restrictions on

agriculture. Tariff peaks (triple the average) were in place for meat, dairy products, processed

5 Up until the late 1980s, trade policies of the EU had been dominated by “old’ policies such as the Multi-Fibre
Agreements, and the ‘new protectionism’ based on non-tariff barriers such as anti-dumping actions and
voluntary exports restraints.

7 The EU annually publishes the basic MFEN tariffs for the next calendar year in the Official Journal.

! The figures for 1995 and 1999 were 6 % and 4.2 %, respectively (WTO 1995a; WTO 2000a).
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and unprocessed cereal products, and processed fruit and vegetables (WTO 1995a; WTO
2002a). In connection with the accession of Austria, Finland, and Sweden in 1995, the EU
negotiated in the GATT to compensate its trading partners for the changes in access
conditions, i.e. the differences in tariffs and non-tariff measures between the three accession
countries and the EU. As a result, tariffs were substantially reduced or eliminated on a large

number of items, especially on chemicals and electrical components (WTO 1997a, 30).

As to indirect taxes, a value-added tax (VAT) is applied to all imports in the EU countries;
however, VAT regimes and rates vary from country to country. All imported products are
subject to VAT according to national treatment and must be declared by the buyer. The
standard rate has been highest in Denmark and Sweden (25 %) and lowest in Luxembourg (15
%) in 1999. Since 1993, trade between the member countries is called ‘intra-Community
supplies of goods’, being exempt from VAT in the member state of origin, but taxable in the
member state of destination. In addition, all EU members collect excise duties on ‘luxury
products’ such as cigarettes, alcohol, fuels, and motor vehicles. National rates are applied and

. .. . . . 2
major variations exist, especially for wine.”

Due to the EU’s numerous preferential trade agreements and arrangements, trade relations
with only nine countries are based solely on the most-favoured-nation principle, i.e. Australia,
Canada, Hong Kong, China, Japan, Republic of Korea, New Zealand, Singapore, Taiwan
(Chinese Taipei), and the United States. These countries are, however, the largest trading

partners for the EU, accounting for 45 % of the Union’s extra-EU imports in 2002.

4.2.4 Quantitative restrictions on textiles and clothing

Quotas on textiles and clothing have been one of the major EU trade policies, which were,
however, subject to multilateral restructuring during the 1990s. As discussed earlier, the
Multi-Fibre Arrangement had been the main policy concerning international trade in textiles
and clothing up to 1994. Import quotas had been negotiated for the EC as a whole and
subsequently allocated to the member states. The EC had bilateral restraint agreements under
the MFA with 20 countries, including six ASEAN members (GATT 1993, 209). As a result of
the GATT 1994 negotiations, all quotas on textile and clothing were carried over from the

longstanding MFA into the new Agreement of Textiles and Clothing arrangements. The EU

72 For wine, seven member states apply a zero duty, while the highest duties amount to over 200 euros per
hectolitre (in Sweden, Ireland, Finland, and Great Britain).
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started to eliminate textile quotas with the aim of integrating all textiles and clothing products
into the ‘GATT 1994’ by the end of 2004. Some quotas were eliminated in 1994 and in 1998;
however, only about 18 % of textile imports were integrated into the tariff system by 2002.7
Despite quotas being liberalized or lifted on 12 of the 52 product categories under the ATC
between 1997 and 2000, this represented only 5.4 % of the restricted imports, and only
benefited a small number of developing countries (WTO 2000a). Thus liberalization on
textiles was modest, and a major part of the commitments made by the EU have to be

accomplished by the end of 2004.

In 2000, the EU still maintained quotas under the ATC on imports from 15 countries,
including Indonesia, Malaysia, the Philippines, Singapore, and Thailand. In addition, the EU
maintained quotas under bilateral agreements with five countries, including Vietnam, and
surveillance of textile imports was applied under agreements with 22 countries, including
Cambodia, Laos, and Vietnam. The EU also continued to sustain quotas especially with
Eastern European countries under the Outward Processing Traffic (OPT) arrangements where
a product is exported from the EU to a third country for processing and is imported back to
the Union.”* The OPT can be implemented when the union restricts textile and clothing
imports from a certain country by either bilateral agreements or unilateral action. The OPT
imports are regulated by specific regulations, and restrictions are levied on certain product

categories.

4.2.5 Policies affected by regionalism

While the EU tariffs and textile quotas were affected by multilateral liberalization, other EU
trade policies were subject to regionalism that had impacts on the geographical scope of the
policies. The major impacts of regional economic integration in the EU’s trade policies were:
the new preferential trading agreements both in Europe and on the global level; the
harmonization of import quotas on the EU-wide level through the fulfilment of the EU
common market; the initiation of numerous anti-dumping measures especially against Asian

countries; new regulations in the EU standards on safety and environmental issues from 2000-

7 In addition, the so-called voluntary export restraints (VER) were eliminated, together with all ‘grey-area’
measures which were to be phased out in fixed timetables, by the end of 1998 (WTO 1995a, 64).

™ The OPT arrangements are only available to established producers who manufacture in the EU region; by prior
authorization, they are allowed to shift part of the processing to third countries, involving exports and imports.
The OPT quotas have been allocated notably to Central and Eastern Europe (up to 1998) and to Belarus and the
Ukraine (from 1999 onwards) (WTO 2000a, 55).
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2002; and the initiation of the Market Access Strategy in 1996 to scan restrictions in export

markets. These are presented in more detail below.

4.2.5.1 Preferential schemes and arrangements

From 1990-2003, the framework of the EU’s preferential trade schemes became more
complex (Table A4. in the Appendix). Since the EU’s trade policy varies on a country-to-
country basis, it represents a complex collection of preferential arrangements and schemes.”
The multi-layered network of agreements covers the majority of the EU’s trade partners and
includes customs unions, free trade areas, and non-reciprocal preferential trading
arrangements. The agreements have evolved both from commercial interests and wider
geopolitical objectives, including the preparation of neighbouring East European countries for
integration into the Union, and the provision of assistance to former territories (WTO 1997a,
20). In this vein, trade preferences have been based either on proximity (as in the case of the

Eastern European countries) or on development policy (the African, Pacific and Caribbean

countries of the Lomé and Cotonou conventions).

The European Economic Area came into force in 1994, providing total free trade for both
goods and services (with exceptions in agriculture and fisheries) and the free movement of
persons and capital, as well as the deepening of other economic links and the integration of
legislation between the EU and Norway, Iceland, and Liechtenstein.”® Also, the so-called
Europe Agreements were signed with the transitional East European countries with the aim of

eventually integrating them into the Union.

With less developed countries, existing arrangements such as the Lomé convention were
extended. New commercial strategies for relations with Asia and Latin America were
launched in 1994 (WTO 1995a) and closer ties were established with the United States under
the New Transatlantic Agenda, as well as with Mexico, South Africa, Mercosur, and Chile
under specific arrangements (WTO 1997a). In connection with the multiple preferential
arrangements and their conformity with the WTO, the EU also requested clarification of
WTO regulations in the field of preferential arrangements (WTO 1997a). Based on
development policy, the most beneficial treatment was granted to, firstly, the least developed

countries and the Overseas Countries and Territories (OCT); secondly, the ACP countries and

7 In principle, the variation according to the receiver country is in opposition with the GATT’s standard MFN
policy of non-discrimination.
78 The EEA also included Austria, Finland, and Sweden, who became members of the EU in 1995.

93



free trade area partners; and thirdly, countries enjoying the GSP tariff reductions (WTO
2002). In this ‘pyramid of privileges’ (the hierarchy of EU preferences towards developing
countries) the ASEAN members were located at the lowest level, basically benefiting either

from the GSP or from the basic MFN treatment in their exports to the EU.

The Generalized Systems of Preferences

Like all industrial countries, the EU runs the Generalized System of Preferences which allows
exports of developing countries into EU either duty-free or on reduced tariff rates. The EU’s
GSP has been applied in three to four year periods with schemes for industrial and
agricultural products. In 1995, the EU’s GSP was applied to 145 countries or territories and
regional accumulation was applied for groups of developing countries, such as ASEAN.”
Along with the end of the GATT Uruguay Round negotiations, the EU launched a revision of
its GSP and a modulation system based on categorizing import products according to their
sensitivity: the more ‘sensitive’ the product was for the EU’s industries, the smaller the tariff
reduction permitted.”® Furthermore, the graduation mechanism was set up both in industrial
products’ and in agricultural products,®® implying that GSP preferences were eliminated in

those sectors that had become competitive in the world markets.

In 2002, the number of the EU’s GSP beneficiaries had increased to 179 countries and
territories, many of which also benefited from preferences under other agreements (WTO
2002a). The scheme was revised and the ‘preference modulation’ was simplified to include
two categories of products: those denominated ‘sensitive’ that include many agricultural
products, textiles and textile articles, and iron and steel, and those denominated ‘non-

sensitive’ that include all other products.®’ The new regime also incorporated the EU’s

77 Since the GSP is subject to ‘rules of origin’ to ensure that the added value of the final product has, to a
sufficient degree, originated in the exporter country, regional accumulation allows the added value to cumulate
from intermediate production in other ASEAN countries for the exports of the final producer to be eligible for
GSP treatment.

78 From 1995-2001, the GSP tariff was 85 % of the common MFN tariff for “very sensitive products”, 70 % for
“sensitive products”, 35 % for “semi-sensitive products”, and 0 % for “non-sensitive products”.

7 Council Regulation (EC) No 3281/94 of 19 December 1994 applying a four-year scheme of generalized tariff
preferences (1995 to 1998) in respect of certain industrial products originating in developing countries. Official
Journal L 348, 31/12/1994. [Online.] Available at:
http://europa.eu.int/smartapi/cgi/sga_doc?smartapi!celexapi!prod! CELEXnumdoc&lg=EN&numdoc=31994R32
81&model=guichett (Visited 14.6.2002)

8 Council Regulation (EC) No 1256/96 of 20 June 1996 applying multiannual schemes of generalized tariff
preferences from 1 July 1996 to 30 June 1999 in respect of certain agricultural products originating in
developing countries. Official Journal L 160 , 29/06/1996. [Online.] Available at:
http://europa.eu.int/smartapi/cgi/sga_doc?smartapi!celexapi!prod! CELEXnumdoc&lg=EN&numdoc=31996R12
56&model=guichett (Visited 14.6.2002)

81 For sensitive products, the MFN ad valorem duties are either reduced by a flat 3.5 percentage points (with
certain exceptions, notably textiles and clothing) or specific duties are reduced by 30 %. Non-sensitive products
are duty free (WTO 2002a, 25).
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“Everything-but-arms” (EBA) initiative that took effect in 2001 and granted duty free
treatment for least developed countries for all products except arms, however with temporary

exceptions in rice, bananas, and sugar (WTO 1995a; WTO 2002a).

Preferential arrangements and ASEAN

As the framework of the EU’s preferential arrangements became more complex during the
1990s, the relative status of the ASEAN countries as beneficiaries further declined. According
to Ljungkvist (1998), the revision of the GSP in 1995 brought some advantages for the
ASEAN countries, including better transparency, stability, ease of implementation, and
reduced administrative costs. Furthermore, the rules of origin were made more generous,
which was important for the ASEAN members. However, the more developed members have
encountered the ‘graduation’ from the GSP in specific industries.*” Based on the graduation
argument, the EU excluded Singapore’s exports from the electronic and electrochemical
sectors of the GSP in 1996. Two years later, the EU excluded all of Singapore’s exports from
the GSP, given the advanced stage of development of the country’s industries. However,
regional accumulation for products manufactured in Singapore, but processed and exported
from other ASEAN states, was still applied. In 1999, the graduation mechanism was applied
to specific export sectors of Thailand, Malaysia, Indonesia, the Philippines, and Brunei. The
goods coverage varied from country to country according to the stage of development in the

industry in question.

4.2.5.2 Quantitative restrictions

The harmonizing of quotas and other NTBs was a direct outcome of the EC’s integration
process related to the Internal Market Programme. Up until the early 1990s, the member
countries had applied national quota systems on imports, with the largest numbers of quotas
implemented by France, with 71 cases and Italy, with 48 cases (GATT 1993a). Many import
restrictions on industrial products were remnants of the member states’ regimes before the
founding of the Community. When the Europe Agreements entered into force in 1992, most
restrictions to imports from the former °State-trading countries’, i.e. centrally planned
economies of the transitional Central and Eastern Europe, were abolished. The total number
of quotas decreased to less than half (GATT 1993a, 67) and the remaining measures focused

on fruit and vegetables, and consumer electronics. Also, negotiations were ongoing within the

82 The GSP treatment and the graduation issue were at the forefront of EU-ASEAN trade negotiations during the
1990s; this will be further discussed in section 4.4.
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EC on establishing a common import regime for a number of sensitive products. By 1995, all
restrictions previously maintained by the member states had disappeared without substitutes;
instead, Community-wide quotas were applied on a number of products. Agricultural and
fishery products subject to Community quotas or surveillance systems included certain
varieties of canned sardines and tuna, bananas and apples. In addition, the EC restricted the
imports of textiles and clothing, specified imports from China (certain types of footwear,
tableware, car-radios etc.), and specified steel, iron, and aluminium products (WTO 1995a,
57-59). According to the Commission, the general principle of the EU’s import regime was to

remove all quotas except those on textiles and clothing in 2000 (WTO 2000a, 52).

4.2.5.3 Other policies towards imports

Besides quotas, other NTBs applied by the EU were affected by regionalism. Import
prohibitions have been based on protection of the consumer or environment or on animal
welfare, and have been applied to dangerous substances, such as asbestos or certain
chemicals, or to specific species, such as whales (WTO 2000a, 51). Licensing has been
required where products are subject to quotas, safeguard measures or import surveillance,
typically in agricultural products.*® Prior surveillance has been applied to certain iron and
steel products. In addition, particularly anti-dumping measures, trade defence and standards

have been affected by regionalism, and are discussed in more detail below.

Anti-dumping actions

For two decades, the EU has actively implemented actions against dumping,** and is one of
the most active users of this measure together with the United States. The EU’s detailed
legislation on dumping concerns trade in both agricultural and industrial goods (except
products covered by the ECSC Treaty up to the end of 2002)* and was amended in 1995 in
the light of the GATT 1994 Anti-Dumping Agreement. From 1990-2002, the EU initiated 20-
66 new investigations every year, and had about 150-200 measures in force annually (Table

6.). Approximately half of these were towards imports from Asia, mainly China. Along with

8 Cereals, rice, beef, veal, sheep-meat, goat-meat, milk and products, sugar, processed fruit and vegetables,
bananas, olive oil, seeds, and wine (WTO 2000a, 53).

8 Between 1980 and 1990, the EC conducted a total of 904 anti-dumping investigations, which involved 94
countries. Almost half of the cases were against developed countries while a quarter concerned developing
countries; the rest were against transitional East European countries. In the peak year of 1986, the EC had 207
anti-dumping measures in force.

8 Since “dumping” means exports of a product at a lower price than the general price in the exporter’s domestic
market, anti-dumping actions aim at studying whether an alleged case of dumping has occurred and whether
additional duties should be imposed on these imports.
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the European Economic Area agreement, the EC had suspended all anti-dumping actions
towards the participating EFTA members in 1994, since these countries had implemented the
EC competition law by entering the EEA (WTO 1995, 63). In 1999, the number of initiated
measures rose threefold to 66, which subsequently increased the number of measures in force
for the following years. The product categories included iron and steel products, consumer
electronics, and chemicals (WTO 2000a). The latest data indicates that the EU had the second
largest number of measures in force, after the United States. The most affected countries were

China, Taiwan, and Thailand (WTO 2002a).

Table 6. Anti dumping actions by the EU towards all imports from 1990-2002 (number of
cases).

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002

Initiations 43 20 39 21 43 33 24 23 21 66 31 27 20

Measures 27 22 16 19 21 13 26 32 31 40 41 15 37
taken

Measures
in force 139 | 142 | 158 | 150 | 151 | 147 | 163 | 153 | 162 | 192 | 175 | 175 174

Note: Measures in force since 1.1.1980.
Sources: GATT (1993a); WTO (1995a; 1997a; 2000a; 2002a); EU (2003).

An example illustrates the country and product coverage of the measures. According to the
Commission's annual report, measures in force in 1997 covered 63 products and 33 countries,
of which 41% concerned ‘non-market economy’ countries, including China, with 32 measures
and Russia, with 14 measures. The other countries most concerned were South Korea and
Thailand, with eight measures each; Poland, with seven; Japan and Malaysia, with six
measures each; and Brazil, Taiwan and Indonesia, with five measures each.® Typically, about
40 % of investigations are terminated without measures being taken. In some cases, industry-
to-industry understandings may mitigate import pressure and terminate anti-dumping
proceedings (GATT 1993a, 75). Also, the number of anti-dumping actions taken does not
directly reflect the competitive environment of a given sector but the mere existence of the
procedure may act as an impediment to dumping in other sectors. Thus the indirect effect
prevails, while the direct impact remains relatively small. Although actions against dumping
are rather visible and radical, the share of imports affected by the dumping regulation has
been marginal, only about 0.5 % of the overall annual import value of the EU (Jalava 1999,

27).

% The Official Journal of the EC, various issues.
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Trade defence and safeguard measures

Emergency trade measures, including safeguard, surveillance, and countervailing measures,
have been used relatively infrequently by the EU. The EU’s safeguard legislation was subject
to a major review in 1994 to incorporate the WTO Agreement on Safeguards, and several
restrictions were abolished during the latter part of the decade. The agreement required, for
instance, the elimination of all grey area measures, such as voluntary export restraints (WTO
1997a, 56-57).% In the early 1990s, there had been some cases of safeguard measures in
agricultural products and fish, and the EC had negotiated new VERs on sheep-meat and
textiles. The earlier voluntary export restraints on steel products had expired and the
surveillance measures on machine tools from Japan had been discontinued in 1992; however,
new VERs on motor vehicles had been initiated with Japan in 1991, and these ‘consensus’
arrangements limited Japanese car exports to the EU up until 1999. In industry, the
Commission initiated a safeguard investigation on 21 steel products in response to the US
safeguard action on imports of steel in 2002, anddispute settlement proceedings were also
initiated (WTO 2002, 37). Countervailing measures have rarely been used in the EU, although
in 2000 there was an increase in the number of measures in force (17 cases in 2000, compared
to six cases in 1999). In almost all cases, the products were also under anti-dumping

investigation; among exporters, India was most affected.

Standards and technical requirements

The EU has pursued a policy on technical rules and standards that is consistent with the
WTO’s Technical Barriers to Trade (TBT) agreement. Product regulations of the EU are of
two main types: ‘old approach’ product-specific regulations with detailed and specific
technical requirements, applying especially to motor vehicles, chemicals, food products, and
pharmaceutical products; and ‘new approach’ regulations to meet health, safety, labour, and
environmental objectives. Regulatory legislation relates to chemical products, pharmaceutical
products, food, industrial products, labelling, and waste. By 2000, the EU had negotiated
and/or concluded agreements™® with seven candidate countries to ensure full conformity with
the EU’s technical regulations and European standards procedures. In the field of conformity

assessment, Mutual Recognition Agreements (MRAs)*” were in force with Australia, Canada,

87 In contrast, the WTO Agreement on Agriculture permitted the imposition of “snap-back” tariffs for too low
import prices or too high import volumes on certain agricultural products, notably some meat and sugar
products.

% «“Protocols to the Europe Agreements on Conformity Assessment and Acceptance of Industrial Products”,
PECAs.

% The agreement facilitates trade by authorizing both parties to test and certify products against the regulatory
requirements of the other party in its own territory and prior to export. The MRA agreement does not imply or
require the harmonization of regulations or standards (WTO 2000a, 37).
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Israel, New Zealand, and the United States in 2000, and an MRA with Japan entered into
force in 2002. Since such agreements have not been concluded with the ASEAN countries,

differences in standards may act as barriers to trade between the two regions.

4.2.6 Policies towards exports

In the early 1990s, the EU as a trade bloc was not an active export-promoting actor; however,
after 1996 it took a more proactive stance to advance its trade interests in the multilateral
setting. Overall, the EU had relatively few policies to promote or restrict exports. Duties or
charges were not applied on exports; however, the Community Customs Code also applies to
exports (WTO 2000a, 69). Some EU-wide measures existed to promote exports, such as
maintaining export offices overseas, organizing trade campaigns, or state aid to exports, but
these were typically of lesser importance than national efforts. However, with the aim of
helping exporters, the EU initiated a Market Access Strategy in 1996 to scan trade barriers in
third country markets (WTO 2000a, 26).

Export promotion

Policies on export promotion were not generally harmonized in the EU. Community-wide
export promotion activities were limited and mainly directed to participation in European
trade fairs, contracting of market studies, and organization of seminars and conferences. In
1991, some 2.6 million ECU were spent on these; in contrast, Belgium alone disbursed over 9
million ECU in its export promotion activities (GATT 1993a, 101). The trend appeared to
continue over the decade. In 1997, most export promotion activities at the EU level had been
phased out, except for a trade promotion programme targeted on Japan (the “Gateway to
Japan” campaign). No detailed information was available for national export promotion
schemes at that time. However, there were indications of budgetary constraints and

redirection of activities to fast-growing export markets in Asia (WTO 1997a, 68).

Similarly, the EU did not have a common policy on export assistance, which remained
variably within the competence of the member states. The share of export assistance of the
total state assistance to industry varied strongly from country to country, being the highest in
Finland (55 %) and lowest in Portugal (0 %) for the year 1995 (WTO 2000a, 71; WTO
2002a). The general state aid to various sectors in the EC countries also varied strongly. From
1988-1990, the largest state aid to agriculture was provided by Denmark, while Spain spent

most on specific industrial sectors, such as transport (GATT 1993a, 120). On a community-
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wide level, export subsidies were granted under the Common Agricultural Policy on alcohol
and agricultural products, such as milk, meat, eggs, sugar, cereals, fruit and vegetables (WTO
2000a, 71; WTO 2002a, 51),90 most of which are also exported to the ASEAN countries.
Regarding state-trading enterprises, only one exists in the EU region (Gaz de France) that has
had an impact on exports of gases. However, according to the Commission, the export

monopoly was eliminated in 2000 (WTO 2002a, 51).

Export restrictions

In the early 1990s, export restrictions were rarely used by the EC and were mainly applied on
the grounds of safety, environmental arguments, or cultural values. Controls on trade in
dangerous chemicals also applied to exports and export licensing was required for goods of
cultural heritage (WTO 2000a, 70). Export controls for dual-use goods (military and civilian),
previously based on national policies, were harmonized in 1995. The Council of Ministers
initiated a common framework on the issue, and, in 2000, the EU established a Community
policy on the control of dual-use goods to replace the earlier framework. In 1996, exports of
meat from the UK were banned to help ensure consumer protection from BSE (WTO 1997a,
68). Implementing the Common Foreign and Security Policy, the EU embargoed the export of
arms and military equipment to several politically unstable countries, including
Myanmar/Burma, in late 1999 (WTO 2000a, 71). Some of these embargos were continued in
late 2001; however, the embargo on equipment to Indonesia expired in early 2000. The export

embargo continued for Myanmar/Burma in 2002 (WTO 2002a, 50), and was in force in 2004.

4.2.7 Summary: The geography of EU trade policies

This section has discussed the institutional basis of the EU’s regional trade integration, as
well as the extent and forms of trade policies applied by the EU (that will be analysed with
regard to the EU-ASEAN trade flows in Chapter 5). The aim has been to illustrate how the
institutional setting has changed during the period of intensified regionalism and how this has
affected the actual trade measures and practices of the EU. As to Balassa’s (1961) categories
of economic integration, the EEC was formed as a customs union in 1968, and was developed
into a common market in 1993 and a monetary union in 2002. It is worth noting that on the
global level, the EU is a unique trading entity with a harmonized trade policy among its
member countries (cf. Gibb 1998). In addition, with the negotiating mandate of the

Commission in international trade negotiations since 1999, the EU is clearly an actor in the

% A historical peak of CAP expenditure to assist these industries was registered during 1998-99 (ibid.).
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multilateral setting (Archer 1983; 2001). Reflecting Archer’s (ibid.) classification of the

functions of inter-governmental organizations (i.e. regarding how they affect the international

system) the EU’s functions as a regional trade organization include articulation of common

positions in multilateral negotiations, recruitment of participant countries in trade

coordination, socialization of individuals through various institutions of administration,

communication and information-sharing among member countries over various policies and

various operational functions such as providing aid as part of trade and development

cooperation. During the period 1990-2003, the major developments in (1) the EU trade policy

framework, and (2) the extent and forms of trade policies were:

1) The EU’s institutional framework and trade regime

establishment of a common market in 1993 after the Internal Market Programme;
enlargement of the EU after the accession of Austria, Finland, and Sweden in 1995;
reform of the EU institutions in view of the single currency and future enlargement,
after the entry into force of the Treaty of Amsterdam in May 1999;

extended network of preferential trading arrangements in Europe as a result of the new
Association Agreements (Europe Agreements); the European Economic Area in 1994;
and ‘Agenda 2000’ to integrate the Central and Eastern European countries into the
EU; Free trade agreement with ‘Euro-Med’ in 2000;

more complex network of preferential trading arrangements globally, including
Preferential trade agreement signed with Mexico in 1999, the ACP-EC Partnership
Agreement signed in Cotonou in 2000; Preferential trade agreement with Chile signed
in 2002; Free trade agreement with South Africa in 2000; and trade agreement
negotiated with Mercosur since 2000;

mandate of the Commission to represent the whole EU in multilateral negotiations
since 1999; and

active role in multilateral trade negotiations in the ‘GATT 1994, in the establishment
of the WTO, and the launch of the MTN IX (the ‘Doha round”).

2) Major changes in the extent and forms of trade policy instruments

tariff reductions, especially in agriculture, in accordance with WTO commitments;
common policies in many areas such as harmonization in quotas, from national
systems to community-wide quotas, as a result of the single market in 1993;
initiation of Market Access Strategy to scan restrictions in export markets in 1996;
more anti-dumping measures against Asian countries; triple number of new
investigations initiated for anti-dumping measures in 1999;

ending of the export restraint arrangement on Japanese car exports in 1999;
decrease in community-wide export promotion; however, historical high CAP
spending on agriculture (45 % of the budget) from 1998-99;

new regulations in the EU and member states in standards concerning the safety of
products and the disposal of waste during 2000-2002

further tariffication of textiles and clothing products, eliminating quotas of over 50 %
of these products in accordance with the ‘GATT 1994’ agreement in 2002; and
safeguard action on steel products in response to the US safeguard action on steel
imports in 2002.
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To summarize, and to answer sub-question 1.a. of this study, the major impacts of regional
economic integration in the EU’s trade policies were: (a) the extended network of preferential
trading agreements both in Europe and on the global level; (b) the harmonizing of import
quotas on the pan-EU level through the fulfilment of the EU common market; (c) the
initiation of the Market Access Strategy in 1996 to scan restrictions in export markets; (d) the
initiation of more anti-dumping measures, especially against Asian countries; and (e) new
regulations in EU standards regarding safety and environmental issues from 2000-2002. Of
these, three were essentially liberalizing. Firstly, the extended network of EU trade
agreements widened the scope of trade preferences given to other countries and regions, and
worked towards eliminating barriers to trade. Secondly, the harmonizing of quotas among EU
member states decreased the total number of quotas to less than half (GATT 1993a).”!
Thirdly, the strategy for market access aimed at identifying trade barriers in export markets,
thus striving to liberalize trade. The two other impacts of regionalism, i.e. the initiation of
new anti-dumping measures and the setting of new standards, were more protective.
Regarding the ASEAN countries, the number of anti-dumping investigations remained
relatively moderate. Other major changes in the EU’s trade policies, such as the overall
decrease in tariffs and the further elimination of import quotas on textiles and clothing

products, were a result of multilateral agreements at the WTO.

Hence regionalism had an impact on the geographical scope of EU trade policies, and, based
on the above, the geography of EU trade policies (as elaborated in 2.5) evolved as follows:

- the scale of decision-making over trade policies at the EU-level was strengthened; in
addition, the negotiating mandate and representation in multilateral negotiation was
transferred to the EU-level in addition to the member countries

- the hierarchy of trade preferences provided to external trade partners became more
extensive and complex, both regionally and globally

- the requirements for protection decreased considerably in both agriculture and
industry due to multilateral agreements

Major liberalizing measures were thus taken in the EU based on agreements made at the
WTO. Hence the accounts that regionalism would work against multilateralism (Bhagwati
1993; 2002, Bhagwati & Panagariya 1996) are not supported by the data from the EU’s trade
policies. Instead, the multilateral system has significantly liberalized international trade,
especially concerning import tariffs and quotas. Regarding theories of trade policy, a purely

quantitative approach such as the customs union analysis (Viner 1950) is not applied because

! It is notable, however, that import quotas were harmonized as late as 1993 while external import tariffs had
been harmonized in 1968, considering that quotas also represent effective trade barriers.
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of the stage of EU integration, as well as the various non-quantifiable types of trade policies.92
Models that treat trade policy as an outcome of public choice, i.e. consumers’ voting
(Baldwin 1996), do not represent the reality of the EU’s trade policy-making. Rather, trade
policies are essentially a result of bargaining at various levels (Carlson 2000) where firstly,
the domestic firms and interest groups bargain over the ‘national’ policy with the state in the
domestic context, and secondly, the state bargains with other states in the international
context (cf. Stopford et al 1991). In the case of the EU, the member states’ agendas are
brought into one regional position which is negotiated by the EU in the multilateral setting.
The trade policies adopted by the EU mainly restrict imports by tariffs and quotas in certain
‘sunset’ sectors, such as textiles and clothing that face intense competition from foreign
imports. Anti-dumping actions are the other major type of policy to fight ‘unfair’ prices of

foreign exporters.

%2 The EU has been a customs union since 1968, and the recent deepening of economic integration has
principally affected the movement of capital and labour (the common market since 1993) and the introduction of
a common currency (the monetary union since 2002).
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4.3 Regionalism and trade policies in the ASEAN countries

Turning to Southeast Asia, this section presents findings on the impact of regionalism on
trade policies and regional trade cooperation within the ASEAN grouping. The focus is on the
degree of cooperation, institutionalisation, and harmonizing of policies, as well as on
differences and similarities in the forms and types of trade policies in the ASEAN countries.”
Contrary to the EU, which has a harmonized trade policy towards third countries, the ASEAN
members exercise national trade practices against external trading partners. The member
countries have retained their sovereignty, basically maintaining ASEAN as a forum for
cooperation and consultation in different fields ranging from political to economic and
cultural issues, but without any supranational objective. Hence ASEAN can be identified as
an instrument and an arena for cooperation (cf. Archer 1983; 2001) that is in the process of

evolving into a free trade area (cf. Balassa 1961).

4.3.1 ASEAN and AFTA

Cooperation among Southeast Asian countries dates back to the 1960s when, due to Cold
War, there had been disunity in the region between the West-oriented block comprising the
original ASEAN-to-be, and the Eastern block comprising of Indochina (Vietnam, Laos and
Cambodia). The Association of Southeast Asian Nations (ASEAN) was established by
Indonesia, Malaysia, the Philippines, Singapore, and Thailand by the Bangkok Declaration in
1967, with security issues at the forefront.”* The countries sought regional cooperation
because of the perceived threat of communist revolutions in the region but their formal
objective was economic and cultural cooperation. However, the agreement did not lay down
any scheme or timetable for cooperation and, in the early years, a major achievement was
represented by a common policy on some external issues, such as towards Vietnam. In

connection with the changing geopolitical environment of Southeast Asia in the 1980s and

% The analysis focuses on six ASEAN members; Indonesia, Malaysia, the Philippines, Singapore, Thailand, and
Brunei, whose trade policies have been reviewed and documented by the GATT/WTO. In contrast,
Myanmar/Burma, although a WTO member, is excluded since its trade policies have not been documented
accordingly.

% Also, regional tensions had eased between Indonesia and Malaysia after 1965 when Suharto became the
president of Indonesia and relaxed the earlier konfrontasi policy towards neighbouring countries. The
confrontation had been a result of president Sukarno’s policies in the early 1960s because of territorial disputes
over the regions of Sabah and Sarawak that had been joined to Malaysia. The evolving regionalization has been
discussed by e.g. Charrier (2001).
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early 1990s, new members joined the Association,” thus making ASEAN a group of ten
countries in 1999. The accession of the Indochinese countries was possible after the collapse
of the Soviet Union and the end of the Cold War. Mutual consultation on external relations
remained one of the core functions of ASEAN, and the member countries largely perceive
ASEAN cooperation as a cornerstone of their foreign policies. In the field of international
diplomacy, the grouping’s achievements have been well regarded (Rigg 1991), as ASEAN
has been able to forge a cohesive image and advance the interests of its members on the
international stage. A major objective has been to sustain political stability in the region; this,
in part, has contributed to the inflow of foreign investments, especially in the manufacturing
sector, that have been crucial in the industrialisation process and economic development of

the member countries (Chia 1993).

Trade preferences under the ASEAN Preferential Tariffs Arrangements (PTA)’® were initiated
in 1977 as the first scheme to liberalize intra-regional trade. In the PTA, limited tariff
preferences were granted to imports from other participants. Each country offered a list of
items for tariff preferences (an ‘inclusion list’) on a product-by-product basis, with
preferential tariffs being either decreased or stabilized for five years.”” From 1978-86, the
number of items included in the PTA increased from about 70 to almost 19,000 (Rigg 1991,
214), but due to national exclusion lists, the concrete impact on trade turned out to be
negligible. Only about 2-5 % of trade among the ASEAN members was subject to preferential
tariff reductions (Awanohara 1987, 106; Crone 1988, 34).

From the 1970s onwards, regional cooperation was also attempted in manufacturing;
however, no significant progress was made.”® Tariff preferences were provided to imports for
projects established under these schemes, notably the ASEAN Industrial Projects, ASEAN
Industrial Complementation Schemes, and ASEAN Industrial Joint Ventures (GATT 1991,
93). In 1987, ASEAN adopted new initiatives to be implemented by 1992, including a

% Brunei joined ASEAN in 1984 after obtaining independence from Britain. Vietnam joined in 1995, Laos and
Myanmar in 1997, and Cambodia in 1999. The easing of global political tensions together with the regionalism
trend in the world economy allowed for ASEAN’s enlargement.

% In some sources, the PTA is referred to as the ‘Preferential Trading Arrangements’.

%7 The agreement also provided for long-term contracts, financial purchase support at favourable interest rates,
preferences in Government procurement, extension of tariff preferences, preferential liberalization of non-tariff
measures, and other measures. It included an emergency clause and established a mechanism for trade
consultations among members, however it did not have a dispute settlement mechanism (GATT 1993b, 41).

% These included the ASEAN Industrial Projects (AIP) in 1976, ASEAN Industrial Complementation (AIC) in
1980, and ASEAN Industrial Joint Ventures (AIJV) in 1983, aimed at regional cooperation and the allocation of
manufacturing industries through regulation (Balasubramanyam 1989, 172). The schemes were discussed in
Kettunen (1998b).
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reduction in the coverage of the exclusion list to a maximum 10 % of trade items, and a
maximum 50 % of intra-ASEAN trade. It has been argued that in the early 1990s, ASEAN’s
achievements in economic cooperation were related to the pooling of resources and not to the

sharing of markets; however, the Association could be seen as a model of cooperation among

developing countries (Blomqvist 1993).99

The idea of a FTA was initiated among ASEAN as a reflection of the regionalization trends in
Europe and North America. After relatively short preparations, the ASEAN Free Trade Area
was established by the agreement on the Common Effective Preferential Tariff Scheme
(CEPT) and signed at the Singapore Summit in 1992. Tariffs on locally produced
manufactured goods in intra-ASEAN trade were to be gradually reduced to 0-5 % within
fifteen years, and the timeframe was tightened to ten years in 1995 (AFTA Reader 1993;
1995a; 1995b; 1996). Following national schedules of tariff reductions, the 0-5 % tariff levels
were mostly attained for specified product groups by 2003."” The member countries also
cooperated to enhance trade and investments in adjacent border areas, and the so-called
growth triangles came up with specific trade preferences related to investment incentives
provided by the participating countries. Additionally, the Framework Agreement for the
ASEAN Investment Area (AIA) was signed in 1998, with the aim of extending national
treatment in investment to investors from all ASEAN countries by 2010, and subsequently to

all investors by 2020 (WTO 2000Db).

Considering the various stages of economic integration (Balassa 1961), the ASEAN grouping
initiated a preferential trade area in 1977 and a free trade area in 1993, the realization of the
latter still being incomplete, however. As an indication of entering a new stage of economic
integration, the ASEAN countries agreed at the Bali Summit in October 2003 to establish a
common market, an ASEAN Community, by the year 2020. The aim is to create a region with
a “free flow of goods, services, investment, and a freer flow of capital”.101 However, the
declaration text does not refer to creating a common external tariff through establishing a

customs union, which in Balassa’s categories precedes the common market.

% Also, Bende-Nabende et al (2001) investigated whether the PTA had an effect in attracting investments in the
region and whether the FDI had spill over effects in the ASEAN economies. It was concluded that the PTA only
had a delayed influence on FDI inflows, and that FDI stimulated economic growth mainly through human
factors, knowledge and technological learning.

1% Tariff reductions under AFTA will be further discussed in section 4.3.3.2.

% Declaration of ASEAN Concord II. [Online.] Available at: http://www.aseansec.org/15159.htm (Visited
9.10.2003).
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4.3.2 Institutional basis of trade cooperation

The decision-making institutions on ASEAN trade cooperation remained largely unchanged
during the 1990s (Figure 8.). The highest decision-making organ is the ASEAN Summit, the
Meeting of the Heads of State and Government where all final decisions on major proposals
are made based on a consensus principle.'” The main organ of work, however, is the meeting
of foreign ministers, the annual ASEAN Ministerial Meeting (AMM) where member
countries negotiate on issues concerning both mutual relations and joint policies towards third
parties. Similarly, economic cooperation is negotiated at the ASEAN Economic Ministers
meeting (AEM), established in 1976 and represented by trade and industry ministers of the
member countries. Ministerial meetings are also held on other sectors such as finance,
agriculture, energy, the environment, science and technology, transportation, and tourism.
Supporting these ministerial bodies are 29 committees of senior officials and 122 technical
working groups (ASEAN Secretariat 2003). A major part of the work is accomplished in the
so-called Post-Ministerial Conferences (PMC) held after the meetings of the ASEAN foreign
ministers. Located in Jakarta, the ASEAN Secretariat was established in 1976 as the
coordinating body of the Association. The Secretariat is rather loosely organised, and does not
have an independent decision-making authority of its own.'” Various Committees are
responsible for ASEAN’s functional cooperation, and National Secretariats prepare issues for
negotiation in each of the member countries. The Standing Committee, founded in 1967,
carries out the work in between all ministerial meetings. It is connected to the National
Secretariats of the member countries, to the different Committees, and to the Dialogue

Partners System (Figure 8.).

The implementation of the AFTA, in line with the CEPT agreement, is supervised,
coordinated and reviewed by the AFTA Council, a ministerial body composed of
representatives from each member country and the Secretary-General of ASEAN. The
Council meets at least once a year, and reports to the ASEAN Economic Ministers. The

Senior Economic Officials Meeting (SEOM) supports the Council by meeting quarterly to

12 Originally, Summits were held only when needed; this was changed in 1992 to three-yearly meetings, and in
2001 to annual meetings. Up until October 2003, nine Summits had been held: in Bali 1976, Kuala Lumpur
1977, Manila 1987, Singapore 1992, Bangkok 1995, Hanoi 1998, Bandar Seri Begawan 2001, Phnom Penh
2002, and Bali 2003.

1% The Secretary-General is appointed for a five-year term and is mandated to initiate, advise, coordinate, and
implement ASEAN activities.
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coordinate the implementation of the trade agreement in each member country.'™ According
to critics, however, AFTA is a weak regional trade agreement, as it makes no provisions for
dispute resolution and does not include services within its scope of operations (Means 1995

quoted in Yeung et al 1999, 57).

Figure 8. Organizational structure of ASEAN.

ASEAN Summit

Economic Ministers’ Foreign Ministers’ Other Ministerial
Meeting Meeting Meetings
] [ |
AFTA Senior Standing Senior Committees
Council Economic Committee Officials’
Officials’ Meeting
Meeting
National ASEAN Dialogue
Secretariats Secretariat Partners

Source: Compiled from ASEAN Secretariat (2003) at http://www.aseansec.org

Reflecting Archer’s (1983; 2001) classification of the roles of inter-governmental
organizations, the roles of ASEAN in trade cooperation include being both an instrument and
an arena. ASEAN is used by the member countries as an instrument for specific objectives
such as advancing their trade objectives through regional cooperation. The institutional
structure of ASEAN is loose, as its functions are based on consultation and cooperation rather
than on effective decision-making and joint policies. As an arena, ASEAN is used for action
among the member countries in their negotiations on intra-regional and external trade issues.
The member countries come together to discuss, argue, cooperate or disagree over common
issues or policies. In contrast, ASEAN is not an actor since it does not have a central decision-
making institution and is not distinguishable from its member countries. Individual countries
maintain power over the central organization in decision-making, and the organization is left

with the role of an administrative unit only. All decisions are made by consensus, which can

1% The SEOM, in turn, is assisted by a technical working group consisting of officers from the customs
departments, as well as from trade ministries of the member countries (AFTA Reader 1995a).
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be regarded as an impediment to efficient cooperation, formulation, and implementation of
common policies. This together with the loosely-organized central body and the generally

loose structure of the Association, makes overall cooperation slow and subject to fluctuation.

External relations: Dialogue partners

Relations with external powers are coordinated in annual meetings within the so-called
Dialogue Partners System (DPS), established in 1977. The consultations are held annually at
the Foreign Ministers’ level with 11 dialogue partners.'” The original objective of the DPS
was market access, as the ASEAN countries were seeking new export markets in the western
industrialized countries. During the process, the consultations have extended from trade to
other sectors, such as science and technology, social and cultural development, human
resource development, and narcotics control. The discussions also concern trade and
investment promotion, tourism, industrial development, transfer of technology, agriculture,
energy and transport and communications.'” On ASEAN’s part, the Dialogue Partners
System is organized by assigning each member country one major trade partner, with this
member coordinating the views of all ASEAN countries. The dialogue system has been
regarded as a unique procedure by a Third world grouping, as ASEAN has managed to
institutionalise and sustain yearly negotiations with the Western industrialized countries
within an established system (Kurus 1993b, 824). To support the conduct of external
relations, ASEAN has established committees with heads of diplomatic missions in 15

capitals. Four missions are located in the EU region: in Berlin, Brussels, London and Paris.

4.3.3 Trade regimes, national policy-making and tariff systems

The ASEAN countries do not have a common trade policy; instead, the decision-making and
implementation of trade measures occur within the national administration of the member
states. National approaches to trade policies are rather varied, due to differences in resources,
levels of industrialization, and economic strategies; yet, some similarities exist. Trade policies
of the ASEAN countries have been directly connected to their industrial policies, and since
the 1960s, the shift from import substitution industrialization to an export-oriented
industrialization strategy has affected trade policies accordingly. For historical and economic

reasons, the major trading partners are outside of the region. Strong links have been kept and

195 Australia, J apan, New Zealand, and the United States (since 1977), the European Union, Canada, South
Korea, the People’s Republic of China, India, the Russian Federation, and the United Nations Development
Programme (from 1980 onwards).

1% However, bilateral agreements with third parties are also negotiated on a national basis.
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developed with the United States, Japan, and the EU countries. Differences between the
ASEAN economies are reflected in the characteristics of their trade regimes. The objectives
of trade policies in each member country (Table 7.) are related to the economic
characteristics.'”” While all six economies are export-oriented, differences exist as to the

degree of openness and the trade policy objectives (Kettunen 2004).

Table 7. Trade regimes of six ASEAN countries.

Indonesia Malaysia Philippines | Singapore Thailand Brunei
Diversifi- Export-led Opening of | Free global | Export- Regional
Declared cation of growth economy, trading orientation, | liberalization
objectives economy, based on export- system opening of
of trade agricultural manu- orientation economy,
policies self-suffi- facturing regional
ciency cooperation
Policy President & | PM & President & | PM & PM & Sultan &
regime Ministries Ministries Congress Ministries Ministries Ministries
Accession 1950 1957 1979 1973 1982 1993
to GATT
Tariffs, Tariffs, Tariffs Tariffs, Tariffs Tariffs,
Principal import import import quotas
trade policy | licensing, licensing prohibitions
instruments | export
controls
Tariff HS HS (1996) HS (1996) HS (1989) HS (1988) HS (1992)
system 100 % ad 99 % ad 100 % ad 99 % ad
valorem valorem valorem valorem
Number of | 9,400 10,000+ 5,600+ 5,800+ 6,400+ 6,500+
tariff lines (9-digit) (9-digit) (8-digit) (9-digit)

Sources: WTO (1999b; 1999¢; 2000b; 2001a; 2001b; 2003).

According to the declared trade policy objectives, Indonesia’s policy aims at further
diversification of the economy and agricultural self-sufficiency, while Malaysia’s policy
focuses on export-led growth in manufacturing. The governments of the Philippines and
Thailand intend to further open their economies to international competition, and the latter
also stresses regional cooperation in trade. With their trade-oriented economies, the states of

Singapore and Brunei are working towards global and regional liberalization in trade. The

1% Indonesia’s earlier reliance on the oil sector was reduced in the latter part of the 1980s, and the country
moved to labour-intensive manufacturing with infant-industry protection, while agriculture and forestry
remained essential for the domestic economy and for exports. In the 1990s, Malaysia’s main exports continued
to be palm oil and the largely foreign-owned electronics sectors supported by active industrial policy, whereas
the traditional tin mining diminished. The Philippines still had a large agriculture sector but also a growing
manufacturing sector especially in electronics, activated by industrial incentives after the political regime
somewhat stabilized during the last decade. Singapore continued to be an open and dynamic economy relying on
the activities of international companies located in the island-state operating in trade, financial services, and high
technology manufacturing. Thailand remained the world’s largest rice exporter, but also had a labour-intensive
manufacturing sector, especially in textiles. The small Brunei owed its wealth to the oil and natural gas that
make for most of the economy.
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decision-making procedures over formulation and implementation of trade policies are based
on the work of the parliament, the relevant ministries and departments of the state. Usually
the Ministry of Trade and Industry, the Ministry of Finance and the Head of State are
involved in policy setting. In Indonesia and the Philippines, the president has a central role in
policy formulation, and in Brunei, the sultan; in the three other countries, the prime minister
has a central role in decision-making over trade policies (WTO 1999b; 1999c¢; 2000b; 2001a;
2001b; 2002b; 2003). As to international trade agreements and cooperation, all six ASEAN
countries were contractors to the GATT; the first to accede were Indonesia and Malaysia after
their independence in 1950 and 1957 respectively. All six are also members of the WTO,

AFTA, APEC, and ASEM, and have bilateral agreements with various trade partners.lo8

Tariffs are the principal instruments of trade policy and, as in developing countries in general,
tariffs also have an important function in fiscal policy, i.e. they are one type of tax income for
the state. Other significant trade policy instruments include licensing and state-trading which
are widely applied in Indonesia and Malaysia, and import prohibitions, commonly practiced
in Singapore and Malaysia. During the 1990s, all six ASEAN members adopted the
Harmonized System (HS) in tariff categorization; however, tariff systems and structures are
varied. In Indonesia and the Philippines, all tariffs are based on ad valorem rates; in other
countries, specific rates also apply. The number of tariff lines varies from about 5,600 in the

Philippines to over 10,000 in Malaysia (Table 7.).

Tariff levels

As a result of the liberalization measures and commitments of the GATT, tariffs declined in
all six countries. In the early 1990s, average tariffs varied between 0 % in Singapore to about
44 % in Thailand (Table 8.), and as Ariff (1992) has pointed out, the levels were rather low by
developing country standards. By 2000, average tariffs had declined to between 0 % and 18
%. Although the general trend was towards lower averages, actual tariffs fluctuated within
shorter time periods, especially during the Asian financial crisis from 1997-98. There were
some differences in the pace of tariff decline from country to country which are discussed in

more detail henceforth.

Indonesia had started to deregulate its economy in the 1980s and continued to do so during

the 1990s, however in a highly selective way which excluded some major sectors from

1% 1n addition, Indonesia, Malaysia, the Philippines, and Thailand are members of the Cairns Group of producers
and exporters of agricultural products within the WTO negotiations.
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reforms. Indonesia’s average tariffs declined gradually from about 22 % in 1990 to an
unweighted average of 20 % in 1994. With the further lowering of tariff rates well beyond its
WTO commitments, the applied MFN tariffs were reduced to 10 % in 1998 and then down to
7 % in 2002. However, after the onset of the financial crisis, Indonesia extended reforms to
even the most protected sectors of its economy. Further unilateral tariff cuts were scheduled
up until 2003 when the maximum tariff applied for nearly all products should not have
exceeded 10 %. Already in 1998, tariffs on food items were reduced to a maximum of 5 %j;
however, high tariffs continued to protect a few products, such as alcoholic beverages, motor
vehicles, certain basic chemicals, and leather and textiles products (WTO 1998). By 2002,
around 93 % of tariff rates were bound in the WTO (WTO 2003a).

In Malaysia, the average applied MFN tariff rate declined from 15 % in 1993 to 8 % in 1997,
with more than half of tariff lines becoming duty-free. However, some rates remained very
high to protect domestic production, especially in the automobile sector. Tariffs were also
dispersed more widely as duties on certain raw materials and intermediate imports fell faster
than those on fully processed products (WTO 1997b, 36). The Asian financial crisis in 1997
led to higher protection in Malaysia, with the average tariff increasing back to 9 % in 2001.
This was mainly because tariffs were raised on items such as automobiles, construction
equipment, certain appliances, alcoholic beverages and tobacco products (WTO 2001b). As
part of Malaysia's WTO commitments, the coverage of tariff bindings increased from less

than 1 % to almost two thirds of tariff lines by 1997.

Table 8. Average applied MFN tariff rates (%) in six ASEAN countries from 1990-2002.'%

1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
Indonesia | 22 20 10 7
Malaysia 15 8 9
Philippines 26 10
Singapore 0 0 0
Thailand 44 23 18
Brunei 3

Sources: GATT (1991; 1992b; 1993b; 1995), WTO (1995c; 1996; 1997b; 1998; 1999b,
1999c; 2000b; 2001a; 2001b; 2003a).

In the Philippines, policy reform, which had started in the early 1990s, continued with the aim
of opening up the economy. Tariff protection was sharply reduced, with applied MFN duties

19 Data presented by Ariff (1992) on the average nominal tariffs of the ASEAN countries in 1992 is largely
similar: 22 % for Indonesia, 16 % for Malaysia, 26 % for the Philippines, and 44 % for Thailand.
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averaging just over 10 % in 1999 compared with almost 26 % in 1992. In the late 1990s, the
Philippines also began to reform their customs procedures. Related to the Uruguay Round
commitments, almost all tariffs of agricultural products (except rice) and approximately half
of tariffs in manufacturing were bound in the WTO by 1997, compared to the previous figure

of 7 % (WTO 1999b).

In comparison, the Singapore city-state remained a very open trading country where import
duties were levied on very few items; only on 1.4 % of all tariff lines. The applied tariff was 0
% for most products, and Singapore did not raise tariffs in the wake of the financial crisis,
despite the considerable scope permissible within its existing bindings.''’ On the contrary,
tariffs were removed on some items, such as high-speed diesel in 1998. The rate of tariff

bindings in 2000 was 70 %, a low figure by developing-country standards (WTO 2000Db).

Thailand’s average tariff rate was 44 % in 1991 (GATT 1991), with one of the most protected
categories being completely-built-up (CBU) passenger cars that faced a 600 % tariff. Three
years later, Thailand announced a tariff reform that was to result in deep cuts for several items
such as coal, certain textiles and garments, shoes, processed food and other goods. The simple

average of applied tariffs declined to 23 % '!

in 1995 with agriculture being the most
protected at 38 %, since tariffs remained the main government support mechanism for
agriculture. The average tariff for manufacturing was 23 %, and for mining and quarrying 8
%. During the late 1990s, the trend was still downwards, although rates fluctuated due to the
instability caused by the financial crisis. Applied MFN tariffs averaged 18 % in 1999;
however, tariff peaks for agri-food products, clothing and motor vehicles could be as high as
80 %, although down from 100 % in 1995 (WTO 1999c). Only about 3 % of tariff lines were
bound in 1991; however, tariff bindings rose from approximately 5 % to 98 % in agriculture,

and from 1 % to 68 % in manufacturing during the first half of the 1990s (GATT 1991; WTO
1995¢).

For Brunei, the first available data in 2000 showed an applied MFN tariff of 3 %. The average
tariff for agriculture was zero and for non-agricultural products, less than 4 %; however, there
were peaks of up to 200 %, notably for motor vehicles. In 2001, Brunei applied specific tariffs

for tobacco, alcohol, and petroleum; however, these were to be converted into ad valorem

"% Singapore’s bound rates exceed the applied rates significantly, ostensibly for future negotiation purposes in
the World Trade Organization (WTO 2000b).

" The figure does not include the extensive use of tariff concessions relating to investment incentives (WTO
1999c¢).
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rates during the same year. Brunei had bound nearly 95 % of its tariff lines at the WTO
negotiations (WTO 2001a).

Comparing the six ASEAN countries, Malaysia had started liberalization already in the early
1990s, but tariffs declined faster in Indonesia and the Philippines due to their higher original
rates, and more slowly in Malaysia and Thailand due to the Asian financial crisis. Reductions
in the MFN tariffs were mainly due to internal reforms to open up the economy, and to the
commitments made in the GATT and WTO. The ASEAN countries applied MFN tariffs to
imports from most of their major trading partners, such as Japan, the United States, and the

European Union countries.

4.3.4 Preferences under investment incentives

During the 1990s, all six ASEAN countries gave various tax preferences to companies that
export, or to those that are located in specific areas (cf. Yeung 1996). These preferences were
related to promoting inward foreign direct investments in conjunction with export orientation
and industrialization strategies. Tax privileges included direct taxes and indirect taxes such as
excise and import duties, and other types of incentives, and were implemented particularly in
Malaysia, Thailand, Indonesia, and more recently, in the Philippines. In comparison, since
imports to Singapore and Brunei were mostly duty-free, preferences were made up of other
types of taxes. In Brunei, companies that were granted ‘pioneer status’ were exempt from
customs duties on plants, machinery, and equipment for installation, and on raw materials that

are not available in Brunei (WTO 2001a).

Indonesia’s incentives were related to bonded zones and export-processing zones where
eligible exporters were granted tariff exemptions for all capital equipment, machinery and raw
materials needed for initial investments and production. The scope of these exemptions (the
number of tariff lines) was increased in 1996. However, producers operating both in bonded
areas and export processing zones (largely specializing in assembly operations in consumer
electronics, semiconductors, and textiles and garments) were severely affected by the
depreciation of the rupiah and the subsequent rise in import prices due to the financial crisis
(WTO 1998, 79). The collapse of FDI was extensive, and investments had not recovered by
2002 due to economic, political, and security-related uncertainties that had affected investor

confidence (WTO 2003a, 27).
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Malaysia granted exemption from import duties on machinery and equipment used directly in
the manufacturing process and for components and materials used in the manufacture of
goods for export (WTO 1997a, 71). Similarly, a drawback has been provided for import duty
paid on raw materials and packaging of finished goods, as well as on waste or refuse resulting
from the manufacture of such goods which are subsequently exported. The amounts refunded
had increased from RM 91 million in 1991 to RM 157 million in 1996 (ibid., 60). Malaysia
also maintained two types of facilities for export processing with minimum customs
formalities; the licensed manufacturing warehouses, and free zones. In the free zones, goods
may be brought in or produced without paying a customs duty, excise duty, or sales tax,

except in the case of selected items such as forklifts and motor vehicles (WTO 2001b, 50).

The Philippines sought to encourage investment in selected economic activities and regions,
offering investors a comprehensive but complex multi-layered package of tax and non-tax
incentives. These included exemptions from advance payments of customs duties for
companies that earned at least 50 % of their total revenue from exports, regardless of
ownership (WTO 1999b, 59). Similarly, Thailand’s policy to encourage inward foreign
investments, supervised by the Board of Investment (BOI), granted both foreign and local
firms in industry non-tax and tax incentives such as waivers on duties on imported capital
goods. Since 1993, the BOI shifted its emphasis from mere export promotion to industrial
decentralization, and new measures were initiated to encourage companies to relocate in more
remote areas (WTO 1995c, 25). Exemptions or reductions of import duties on machinery and
materials used for production were also granted for industrial projects that export at least 80

% of total sales (WTO 1999c, 59).

4.3.5 Policies affected by regionalism

In addition to liberalization of trade policies based on multilateral agreements, the ASEAN
countries achieved regional liberalization through specific schemes. The major impacts of
regionalism on trade policies of the ASEAN countries included: the reduction of intra-
regional tariffs to the 0-5 % range according to the AFTA agreement; the limited tariff
preferences under the Indonesia-Malaysia-Singapore growth triangle scheme; and the
extended network of trade cooperation both regionally and globally, including FTAs with

China, India and Japan. These are further discussed below.
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4.3.5.1 Preferential schemes under AFTA and Growth Triangle

The regional AFTA scheme is the major framework of preferential tariffs for the ASEAN
countries. According to the Common Effective Preferential Tariffs scheme for the free trade
agreement, the original six members of AFTA have given trade preferences to other ASEAN
countries by gradually removing tariffs in intra-regional merchandise trade to the level of 0-5
% from 1993-2003. The scheme will be extended to the new member countries according to
specific timetables: Vietnam in 2006, Laos and Myanmar in 2008, and Cambodia in 2010
(ASEAN Secretariat 2003).

In the CEPT agreement, fifteen product groups were identified for accelerated tariff
reductions including textiles, pharmaceuticals, electronics, cement, and plastics.112 The two
schedules for tariff cuts were defined as the “fast track’ and the ‘normal track’ in 1995.""* The
agreement comprised a local content requirement (LCR): at least 40 % of a product’s content
must originate from an ASEAN member country to be eligible for tariff reductions. Products
were selected on a sectoral basis at the 6-digit HS level, and countries were free to determine
the annual rate of tariff reductions. This decision, however, gave rise to disputes regarding
certain countries’ strategic delay in implementing the agreed reductions. The scheme covered
all manufactured products and processed agricultural products. However, many important
products in intra-trade were excluded from the scheme, such as electrical products, transport
equipment, paper products, iron and steel products, and petroleum (GATT 1995, 55). Non-
processed agricultural goods, being generally highly protected, were excluded from the
scheme (GATT 1995, 30). Many important farm products were left out, such as livestock,

rice, coffee, and natural rubber.

In light of the theory of economic integration, AFTA was the first move towards more
systematic economic integration among ASEAN countries. However, as intra-ASEAN trade
was relatively modest in the early 1990s — only about 15-20 % of the total trade of the
member countries — the relevance of a free trade agreement and further economic cooperation
was debated (Antolik 1992, Ariff 1992, Blomqvist 1993, Kurus 1993a, Kurus 1993b, Garnaut
1994). The agreement was largely seen as a response to regionalism trends in other parts of

the world, instead of being an indigenous process. The reasons underlying the AFTA

"2 Other product groups were vegetable oils, fertilizers, rubber products, leather products, pulp, ceramic and
glass products, gems and jewellery, copper cathodes, and wooden and rattan furniture.

'3 Under the “fast track’, tariffs above 20 % on specified product groups were to be reduced to 0-5 % by 2003,
and those below 20 % were to be reduced to 0-5 % by the year 2000.
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decision, however, were based on something other than an expectation that trade would be
created within the region. As other parts of the developing world were increasingly integrated
into regional trade blocs in the early 1990s, the ASEAN members became concerned about
maintaining their competitive edge on a worldwide level. A major reason for establishing a
free trade area was thus to continuously attract inward FDI into the region (Ariff 1992, AFTA
Reader 1993), and this was intended by creating an image of a ‘trade bloc’ through the free
trade area scheme (Kettunen 1998b). According to the ASEAN Secretariat, the “ultimate
objective of AFTA” was to increase the competitiveness of the ASEAN region as a

production base geared to the world market (AFTA Reader 1993, 1).

The establishment of AFTA was a result of changes both in external and internal
circumstances. External factors, especially the end of the Cold War and intensified
regionalism in Europe and North America, had an impact as the ASEAN countries perceived
there to be increased competition for FDI from the transitional Eastern European countries
and Mexico. Additionally, the failure of the GATT Uruguay Round to reach a conclusion
within the original timetable caused concern that the multilateral trading system was
becoming more restrictive (Ariff 1992, 3). There were also internal changes that had paved
the way for intra-regional trade liberalisation initiatives since the mid-1980s. Most
importantly, structural transformation and policy reforms in the ASEAN economies, ranging

from deregulation to privatisation, helped the efforts for regional liberalisation.

Tariff reductions under AFTA

National schemes to implement tariff reductions in the ‘Inclusion lists’ were launched in
1994. As discussed above, there were considerable differences in the original CEPT rates
among the ASEAN members. In 1992, the average un-weighted tariff rates for CEPT
products were 14 % for Indonesia, 11 % for Malaysia, 0 % for Singapore and Brunei, and 19
% for the Philippines and Thailand (Table 9.)."'* The most protected sectors were furniture,
cement, electronics, and textiles, while the major categories in actual intra-ASEAN trade were
textiles and electronics. Due to the differences in original tariffs, each member applied a
national scheme and timetable to gradually lower their CEPT tariff rates offered to other
ASEAN members. In 1998, Indonesia’s tariff reductions had led to a simple average CEPT
tariff of 8 %, and, in 2002, this was further lowered to 4 %. Sensitive products were no longer

excluded from the scheme, and about 99 % of Indonesia’s CEPT tariff lines were covered in

"4 Table A5. in the Appendix shows the average unweighted tariffs for various CEPT products in four ASEAN
countries in 1992.
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the 0-5 % range by 2002 (WTO 1998; WTO 2003a). Similarly, Malaysia’s average AFTA
rate was lowered to 7 % in 1997 and further reduced to 4 % in 2001 (WTO 2001b, 34). There
was some fluctuation, however, and the automobile sector was excluded from the reductions
in order to protect the national car industry of Malaysia. In the Philippines, the simple average
CEPT tariff was lowered, reaching 7 % in 1999, and over half of the tariff lines had reached
the final range of 0-5 %. Reductions were ongoing for 95 % of the tariff lines in the scheme
(WTO 1999b, 24). Thailand’s average AFTA rate had been about 19 % in 1995, and 183
items were temporarily excluded from the CEPT scheme, including vegetable oils, electrical
equipment, and machinery and transport equipment. However, the AFTA rate was to decline
to 7 % in 2000 (WTO 1999c¢). Since Singapore already applied zero-tariffs in almost all trade,
the CEPT did not include any actual preferences towards other ASEAN members. In Brunei,
the average CEPT tariff was 1.9 % in 2000, due to a decline to 1.6 % by 2002. Brunei had
excluded tea, coffee, tobacco, alcohol, and motor vehicles from the CEPT (WTO 2001a).

Table 9. Average applied CEPT tariff rates (%) in six ASEAN countries from 1992-2002,
selected years.

1992 1995 | 1996 | 1997 | 1998 | 1999 | 2000 | 2001 | 2002
Indonesia 14 8 4
Malaysia 11 7 4
Philippines | 19 7
Singapore 0 0 0
Thailand 19 19 7
Brunei n.a. 1,9 1,6

Sources: GATT (1995), WTO (1995c; 1996; 1997b; 1998; 1999b; 1999¢; 2000b; 2001a;
2001b; 2003).

For the six countries as a whole, the average CEPT tariff in mid-2003 was 2.4 % (ASEAN
Secretariat 2003), and about 48 percent of products in the ‘Inclusion List’ had zero tariffs.
According to the ASEAN Secretariat (ibid.), tariffs on 99.6 % of products in the 2003
‘Inclusion List’ had been reduced to the range of 0-5 %. Seemingly as a result of AFTA,
intra-ASEAN trade grew during the mid-1990s. However, in 1998, the Asian crisis had a
direct negative impact on ASEAN trade. The uncertain pace of recovery from the economic
recession also posed a challenge to the implementation of AFTA within the proposed
schedule (Menon 1998, Menon 2000, Stubbs 2000). The economies started to recover in

1999, and trade improved somewhat in the aftermath of the crisis.

118



Preferences in the Indonesia-Malaysia-Singapore growth triangle

Tariff preferences were also offered under the so-called growth triangle, which linked
adjacent areas of Indonesia, Malaysia and Singapore and was initiated as a sub-regional
scheme for economic cooperation in the early 1990s (Lee 1993; 1997, Low 1996).'"
Originally, cooperation was initiated between Indonesia and Singapore in the industrial
development of the Indonesian island of Batam. With already strong economic links between
Singapore and the Malaysian state of Johor, the concept was extended into a trilateral scheme

to facilitate cross-border trade and investments.''®

While Singaporean companies were
increasingly investing in both Johor and Batam, the growth triangle was intended to capitalize
on the proximity and the complementary strengths of the sub-region. The three countries
signed a Memorandum of Understanding in 1994 to formalize the bilateral and trilateral
cooperation in various sectors including trade, transport, tourism, industrial infrastructure and
manufacturing (WTO 1997b, 30). The role of the states was however left to supporting and
facilitating the private-sector led collaboration efforts (WTO 1996, 25), and no trilateral
agreements on trade preferences were made. Besides economic motivations, the concept has

been argued to include political and security concerns as well (Acharya 1995; Kumar &

Siddique 1994, Weatherbee 1995).

As to unilateral measures, however, there were specific trade preferences under the concept.
In the early 1990s, the Indonesian government had introduced a series of special trade
privileges, incentives and deregulations to attract investors to Batam, in connection with its
status as a bonded zone (Yeoh ef al 1992, 27). Consisting mainly of tax and tariff privileges,
the incentives included duty free trade under certain conditions. Imports to the island were
subject to zero tariffs when goods entered Batam for the purpose of processing for re-exports,
or goods were imported for the purpose of re-export. Similarly, exports that were 100 %
manufactured from materials sourced from outside Indonesia were duty-free, while exports or
export components that were sourced from within Indonesia were subject either to VAT of 10
%, or to a luxury sales tax of either 10 %, 20 % or 30 %. Additionally, import and export
procedures had been simplified (Wong 1993). In Johor, as in all of Malaysia, specific
investment incentives with export orientation and liberalized regulations were applied.

Special trade preferences included an exemption from customs duty on direct raw materials or

!5 The origins of the the growth triangle were discussed in Kettunen (1998b).

"8 Originally, the Singapore-Johor-Riau (SIJORT) growth triangle comprised Singapore, the Johor state of
Malaysia, and the Riau province of Indonesia. When the scheme was extended to other states in Malaysia and
Indonesia, the name of the triangle was changed accordingly to the Indonesia-Malaysia-Singapore growth
triangle (IMS-GT).
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components, an exemption from excise duty on machinery and equipment, and the drawback
of customs duties and excise duty for goods used as parts, ingredients, or packaging material
in the manufacture of goods which were subsequently exported (MIDA 1992). Also, certain
areas in Malaysia had been designated as free trade zones, including Pasir Gudang in Johor.
Companies located in these areas were allowed to import capital goods, raw materials and

components without paying taxes or duties (Yeoh et al 1992, 53).

The IMS growth triangle became a trading hub of the ASEAN region; indeed, the growth of
trade in Batam and Johor was one of the apparent outcomes of the scheme.''” Reflecting the
growth of manufacturing in Batam, most of the exports were in industrial products. Trade
between Johor and Singapore had also increased steadily from the 1980s onwards.'® In
particular, large firms in the electronics sector had strong intra-firm links between the
production units within the IMS area, reflecting a regional mode of operation. Despite the
sub-regional initiative among the neighbouring countries, however, there is open competition
in export volumes between the Singapore Port Authority and the new ports on the Malaysian

side in Johor.

4.3.5.2 The extended network of trade cooperation

In 1992, the Singapore Summit mandated that ASEAN should intensify cooperative
relationships with its Dialogue Partners. The ASEAN Regional Forum (ARF) was established
two years later as a consultation forum for political and security issues with major global
powers such as the United States, Japan, and the EU.'P During the 1990s, the ASEAN
countries also took part in several larger cooperation schemes.'*’ The Asia-Pacific Economic
Cooperation (APEC), initiated in 1989, aims at freeing trade throughout the Asia-Pacific
region by the year 2020 (e.g. Bergsten 1994; 1997, Rudner 1995, Sandrey 1997, Urata 1998,
Aggarwal 2000, Otto 2000). If successful, APEC will strengthen ASEAN’s opportunities to
internal liberalization and integration. Individual ASEAN countries have also participated in

the activities of the East Asia — Latin America Forum (EALAF), and, since 1996, the Asia-

"7 The Batam case was particularly outstanding, as the export earnings of Batam increased 27-fold during the
six years from 1986-1991. In absolute terms, exports increased from USD 11 million to USD 238 million (Chia
1994). In the next two years, the figure again quadrupled and reached USD 926 million.

118 As a result of the bilateral agreements between Singapore and Malaysia, Johor was the major source of items
such as water and fresh produce for Singapore (Burton 1994, 25). Also, the bulk of goods manufactured in
Batam and Johor were exported to third countries via Singapore as an entrepot.

"% Furthermore, ASEAN maintains contact with other regional and inter-governmental organizations, especially
with other developing regions, such as the Gulf Cooperation Council and the South Pacific Forum.

120 These have been discussed in e. g. Kettunen (1994a; 1994b).
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Europe Meeting (ASEM) that was initiated as an inter-regional cooperation forum. Thus, the

network of regional cooperation has been extended during the 1990s.

The ‘ASEAN Vision 2020’ was adopted in 1997, emphasizing an outward-looking and
pivotal role for ASEAN in the international community. Already in the early 1990s, there had
been suggestions to enhance relations with the regional neighbours, such as the idea of the
East Asian Economic Caucus (EAEC) by PM Mahathir of Malaysia. Since relations were
intensifying especially with the East Asian neighbours, an annual dialogue was established
with the leaders of China, Japan, and South Korea within the so-called ASEAN+3 framework
in 1997. Bilateral negotiations with China resulted in 2002 in an agreement to establish an
ASEAN-China free trade area within ten years. In addition, FTA agreements were made with

India and Japan in 2003.

4.3.6 Other policies towards imports

While tariffs were an important trade measure in the ASEAN countries, various other policies
towards imports were also implemented, most notably licensing and state-trading. Import
prohibitions were widely applied in Malaysia and Singapore, while licensing was most
common in Indonesia and Malaysia. The arguments for various import restrictions varied
from health and safety to cultural and moral justifications, and the sectors affected varied
from country to country. Most of the policies were liberalized as a result of multilateral

agreements; however, some were restricted due to the Asian financial crisis.

Import surcharges, special duties, and excise taxes

Five ASEAN countries have applied some form of tax or duty other than tariffs on imports
(Table 10.), but the trend has been declining due to the multilateral commitments. For
example, Indonesia applied import surcharges widely before the mid-1990s, largely to offset
the elimination of restrictive licensing or import bans. Based on the Uruguay round
commitments, Indonesia eliminated surcharges on all imports in 1996 (WTO 1998, 55).
Thailand had applied special duties for certain agricultural products and specific iron and steel
products in the mid-1990s. In addition, a 10 % surcharge was applied to all imports bearing
tariffs of 5 % or more (except on motor vehicles and sundry other items) but this was
removed in 1999. Surcharges continued to apply for certain corn and soybean items (WTO

1999¢). Excise taxes have been applied in Indonesia, the Philippines, Singapore, Thailand and

121



Brunei on various ‘luxury products’, such as tobacco, alcoholic beverages, petroleum

products, jewellery and motor vehicles.

Import prohibitions

The ASEAN members have basically applied import prohibitions on the grounds of health,
safety and security, and for cultural and moral reasons, the latter being related to religions,
traditions and languages, which are deeply rooted in national policies. However, import bans
have also been implemented purely for economic protection reasons. Indonesia had, up until
1993, applied import bans on completely-built-up motor vehicles and foreign printed
materials, based on the infant-industry argument. After that, prohibitions still remained for
certain chemicals and plastic scrap (GATT 1995). By 1998, the number of products affected
by import bans had been gradually reduced to about 40 tariff lines which were maintained
largely for health, environmental and cultural reasons and applied to chemical products,
including waste and pesticides (WTO 1998, 56). The system of import prohibitions in

Indonesia remained somewhat unclear; in 2002, information on the product coverage of

import bans was not available (WTO 2003a).

Table 10. Major non-tariff policies on imports to six ASEAN countries; sectors affected.

Indonesia Malaysia Philippines | Singapore | Thailand Brunei
Special Several but | - Some Some Some, but Some
duties diminishing (excise tax) | diminishing | (excise tax)
Excise Alcohol, - Alcohol, Alcohol, Alcohol, Specific
taxes tobacco tobacco, tobacco tobacco, liquor

jewellery petroleum

Import Extensive; Extensive, Moderate, Moderate Extensive Moderate
prohibitions | diminishing | e.g. notes e.g. arms

Extensive Extensive Moderate; Moderate Moderate Moderate
Import (10 % of (17 % of diminishing | (6 % of (8 % of
licensing imports tariff lines imports in tariff lines

in 1995); in 1997); 1996) in 1991);

Increasing Increasing diminishing

Sensitive Some, e.g. | Rice (-99), Ozone- Only garlic | None
Quotas items cars, raw most other | depleting (-95);

sugar (-97) | abolished substances | None (-99)

State Extensive In paddy For rice None 22 organ- Monopoly in
trading for rice and | and rice, izations rice imports

other foods | 1 company
Anti- 27 cases Five (1990- | Five with None One (1990- | None
dumping initiated 96), Few defin.duties 95) against
actions (1998-02) (1997-01) (1994-98) India

Sources: GATT (1995), WTO (1995c; 1996; 1997b; 1998; 1999b; 1999¢; 2000b; 2001a;
2001b; 2003).
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In comparison, Malaysia had prohibited imports of an array of products for safety and moral
reasons. In the mid-1990s, prohibited imports included specific items such as imprints of
currency notes or coins, indecent articles, and cloth incorporating imprints of any verses taken
from the Koran (WTO 1997b). The Philippines had import prohibitions on an array of items
such as arms and ammunition (WTO 1999b, 46). Most of the bans were based on
justifications relating to security, public health and the environment. Similarly, Singapore
prohibited imports of a range of products, mainly for safety and environmental reasons (WTO
1996, 39), the famous example being chewing gum. However, the percentage of tariff lines
subject to import prohibitions in Singapore had been reduced from 0.7 % to 0.5 % between

1995 and 1998.

Thailand had reduced the number of items subject to import prohibitions by the early 1990s,
and the prohibition of some items such as unfinished garments had been turned into licensing.
The arguments for import bans included economic stability and public interest. Absolute bans
had been in place for items such as counterfeit products and for all imports from South Africa
(GATT 1991, 107), the latter, however, being overturned in 1992. In conformity with a UN
resolution, Thailand banned imports from Yugoslavia in the mid-1990s. Also, goods such as
second-hand motorcycles and electrical games were prohibited for reasons relating to health
or public morals, and a number of products were subject to conditional prohibitions (WTO
1995b, 45). In 1999, prohibitions were in place for imports of refrigerators using CFC for
public health reasons, gaming machines for reasons relating to public morals, and diamonds
from Angola in conformity with the UN resolution (WTO 1999c, 47). In comparison, Brunei
had imposed a temporary ban on imports of cement to protect local producers in 2000. At the
same time however, a similar ban on roofing materials was lifted (WTO 2001a). Also,
imports of items such as opium, fire crackers, vaccines from Taiwan, and arms and

ammunition were prohibited.

Import licensing

Licensing has been a policy widely employed for imports in the ASEAN countries, compared
to some other trade measures, such as quotas. Licensing often appears to be linked to state
trading, and overall, it has been related either to food security or to the protection of domestic
infant industries. The system is most extensive in Indonesia and Malaysia, and the extent of
licensing has even increased in both countries following the financial crisis. By contrast, the
Philippines and especially Thailand have significantly reduced the coverage of their licensing

systems. (Table 10.)
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Indonesia somewhat reduced its relatively extensive system of import licensing during the
early 1990s. In 1995, approximately 10 % of imports were subject to licensing, compared to
40 % ten years previously. Licensing remained in force for certain agricultural products, food
and beverage products, paper products, engineering products, certain basic metals and
chemicals (GATT 1995). The system has been complex and non-transparent, having been the
major non-tariff barrier in Indonesia and often combined with other forms of assistance such
as restrictions on domestic trade, price fixing and subsidies, all aimed at providing implicit or
explicit protection on various grounds'?' (WTO 1998). In 2002 licensing appeared to have
increased, and there were new special licensing systems for sensitive products such as rice,
sugar, and footwear and textiles. Information on the product coverage of import restrictions
remained unclear, however (WTO 2003a). Thus, as tariff levels were reduced, other types of
trade restrictions were applied. Similarly, Malaysia’s system of import licensing has
continued to be the predominant non-tariff measure, affecting approximately 17 % of all tariff
lines. It is principally used in forestry and logging (where it applies to almost 100 % of tariff
lines); for agricultural and mineral items, food, and the automobile sector. Most licences seem
to have been granted either automatically or, predictably, upon fulfilment of certain criteria.
As import licensing in Malaysia has been subject to administrative judgment, it has not
remained fully transparent (WTO 1997b). In 2001, licensing appeared to have increased for

some agricultural products as well as for some industrial products.

In contrast, the Philippines abolished most licensing requirements from 1992-1999, but
‘regulated imports’ still included several items such as rice, drugs, and dangerous chemicals
such as cyanide (WTO 1999b, 45). The array of import bans for health and security reasons
had generally remained the same as during the early 1990s except for some agricultural
products. By contrast, import licences and controls were at a minimum in Singapore, and
would be only applied were there a need to follow international obligations for public health,
environmental and security reasons. Only about 6 % of imports were under the licensing
system; for example, imports of rice were licensed for food security reasons and a ban was
maintained for safety and environmental reasons on imports of motor vehicles which are three
or more years old. The number of tariff lines where automatic and non-automatic import

licensing applies was slightly reduced (WTO 2000b). Also, Thailand had applied import

12l The arguments were the protection of infant industry, the security of the food supply, the management of
natural resources, or favouritism. As a result, the list of products benefiting from some form of protection or
assistance was still extensive when the crisis broke late in 1997, covering most strategic food commodities,
mining and wood resources, and key intermediate industrial goods (fertilizers, cement, iron and steel) and
transport equipment.
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licensing for reasons relating to public health or the environment, or for other reasons such as
financial security. The system had been extensive, but substantially reduced since the early
1990s when licensing had affected about 8 % of HS categories at the 4-digit level (GATT
1991, 108). Licensing was applied to certain agricultural products: gold, coins, antiques, and
silk yarn (WTO 1999c, 48). Similarly, Brunei had applied the licensing system on imports of
telecommunications equipment, medical products, chemicals, and live plants and animals
(WTO 2001a). Other restrictions affected the imports of rice, sugar, salt, alcohol, plants,

animals, timber, and vehicles.

Import quotas

Quantitative restrictions on imports have been varied in the ASEAN countries. Indonesia’s
quotas on batik and trucks had been removed by 1995. Imports of sensitive items were still
restricted, but no information was available on these in 1995, or in 1998 (GATT 1995; WTO
1998). The lack of data has been a reflection of the non-transparent nature of Indonesia’s
import regime and policies. In Malaysia, import quotas have been applied to completely-built-
up motor vehicles, as well as to imports of coffee beans and round cabbages. In 1997,
Malaysia also applied quantitative restrictions on imports of raw sugar (WTO 1997b). In the
Philippines, rice remained the only item subject to quantitative restrictions, as most quotas
had been abolished by 1999. Similarly, Singapore only applied import quotas on ozone-
depleting substances (WTO 1996). Thailand applied quantitative restrictions exclusively on
imports of garlic; however, in 1999, there were no quotas on agriculture. In Brunei, no formal
quotas are applied, but imports of meat and poultry are monitored and subject to an annual

ceiling to prevent excess supply (WTO 2001a). (Table 10.)

State trading

Indonesia had an extensive system of state-trading organizations. Two major state-trading
agencies were granted the trade of rice and other major agro-food items, and cloves,
respectively (GATT 1995; WTO 1998, 65). State participation seemed particularly
pronounced in agri-industry and consumer goods, and despite the efforts to privatise state-
trading entities largely in connection with the IMF requirements, widespread state
involvement continued in the Indonesian economy. In 2002, exclusive import rights were
maintained or broadened for certain firms or certain goods such as sugar, cloves, and textile
cloth (WTO 2003a, 44). Similarly, Thailand had an extensive system of state participation
with the 22 state-trading organizations involved in importation of mainly food products

(WTO 1995c¢). By contrast, Malaysia had only one state-trading enterprise with a monopoly,
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in importing paddy and rice (WTO 1997b). This was also the case for the Philippines that
employs state-trading for rice (WTO 1999b). In Singapore, there were no state-trading

companies (WTO 1996); in Brunei, there was a monopoly for imports of rice.

Anti-dumping and countervailing measures

Indonesia has had no regulations on anti-dumping, and it had not initiated actions against
dumping by 1995. However, Indonesia resorted actively to anti-dumping actions in the latter
half of 1990s, and initiated a total of 27 cases between 1998 and 2002. These mainly affected
base metals and chemicals imported from regional suppliers in Asia (WTO 2003a). Malaysia
revised its anti-dumping regulations in 1993 from the original 1959 regulation, and initiated
five measures during 1990-1996 against Thailand, South Korea, Singapore, the EU, and
Indonesia, and imposed duties against Thailand and South Korea. In contrast, Singapore did
not carry out price surveillance in imports, nor did it apply the anti-dumping system until
1994-1997 when it initiated four anti-dumping cases with definitive duties against Malaysia
and Turkey on steel bars (WTO 2000b, 52). In the Philippines, new anti-dumping legislation
was proposed but the old regulation persisted until 1994, after which provisions were
amended by an anti-dumping act. From 1994-98, the Philippines initiated 16 cases against 11
countries; five cases resulted in definitive duties. In contrast, Thailand initiated only one anti-
dumping action between 1990 and 1995, which was against imports of hydrogen peroxide
from India in 1994 (WTO 1995c¢). Between 1995 and 1998, five cases were initiated resulting
in definitive duties. The cases were against Russia, the Ukraine, Poland, Indonesia, and South

Korea, and covered items such as steel sheets and glass (WTO 1999c¢). (Table 10.)

4.3.7 Policies towards exports

Exports of the ASEAN countries are subject to a variety of policies, both in terms of
restrictions and support. Indonesia is the most restrictive while Singaporean exports are
basically unrestricted, except for the same justifications applied to imports. In Indonesia,
export bans, taxes, and regulations have been extensive (GATT 1995, 73), as have export
controls which continued to affect up to 40 % of non-oil exports and 30 % of production
(Ljungkvist 1998). Malaysia has applied export duties on forest products, crude oil, and
selected palm oil products (WTO 2001b). In contrast, various forms of export promotion are
also widely applied in the ASEAN countries. These policies have been, and continue to be,
connected to the national industrialization strategies. One form of export promotion has been

the creation of Export Processing Zones (EPZs) where firms enjoy favoured treatment with
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regard to import and export policies. Malaysia in particular has established numerous EPZs,
in conjunction with giving the most generous incentives (e.g. pioneer status, labour utilization
relief, and investment tax credit), and, as a result, the EPZs have accounted for 25 % of
Malaysia’s exports (WTO 1997b). Additionally, various systems of export guarantees and
financing have been used. The ASEAN countries also maintain overseas trade offices to

promote national export and import potential.

Exports under the GSP

According to the limited data on benefits under the Generalized Systems of Preferences, the
EU has been a major provider of tariff reductions to ASEAN countries, especially to
Singapore and Thailand. For Singapore, the EU provided about 70 % of all GSP benefits,
Japan being the second largest provider with approximately 15-20 %, and Canada a distant
third, from 1990-1995 (WTO 1996). Similarly, the EU granted almost 50 % of all GSP
preferences to Thailand, while the US provided about 20 % and Japan about 10-15 % from
1991-1994 (WTO 1995c, 60). This has been based on the EU’s development policies;
however, the GSP privileges for the ASEAN countries were narrowed by the graduation

mechanism during the 1990s.

4.3.8 Summary: The geography of trade policies in ASEAN

This chapter has presented findings on regionalism in ASEAN and its impact on the
institutional basis of cooperation in trade, as well as the forms and extent of trade policies
applied in the ASEAN countries. The purpose has been to illustrate how the institutional
setting of trade cooperation has changed during the period of intensified regionalism, and how
this has affected the actual trade measures and practices of the ASEAN countries. During the
1990s, the ASEAN countries moved forward in the stages of economic integration identified
by Balassa (1961) by establishing a free trade area, and, in 2003, they agreed on forming a
common market by the year 2020. Reflecting Archer’s (1983; 2001) classification, the roles
of ASEAN include instrument and arena, and in terms of how the Association affects the
international system, its functions include: limited aggregation and articulation of interests
vis-a-vis the international setting; recruitment of participant countries in regional cooperation;
socialization of individuals through various institutions of trade cooperation, although to a
substantially lesser extent than in the EU; and the sharing of communication and information

among members. During the period 1990-2003, the major developments in (1) the ASEAN
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trade cooperation framework, and (2) the extent and forms of trade policies of the member

countries were:

1) The institutional framework of ASEAN trade cooperation

- establishment of the ASEAN Free Trade Area and its timetable by the AFTA and the
CEPT agreements in 1992;

- establishment of AFTA Council to review the implementation of the AFTA;

- enlargement of the Association, following the accession of Vietnam in 1995, Laos and
Myanmar in 1997, and Cambodia in 1999;

- extended network of trade cooperation regionally and globally; in APEC with the
Asian and American countries since 1989, in ASEM with the EU countries since 1996,
and in the ASEAN+3 framework with China, Japan, and Korea since 1997,

- free trade agreement with China in 2002; with India in 2003 and with Japan in 2003;

- agreement in 2003 to establish an ASEAN common market by the year 2020.

2) Major changes in the extent and forms of trade policies

- harmonization of tariff systems by adopting the HS tariff line classification;

- gradual decline in average MFN tariffs in accordance with WTO commitments;

- decrease in the average CEPT tariffs to the 0-5 % range following AFTA agreement;

- limited tariff preferences under the growth triangle concept;

- generally, a decrease in special and other duties charged on imports;

- increase in the scope of import licensing in some member countries after the financial
crisis, with a concurrent decrease in licensing in some other member countries;

- general decrease in the extent of import quotas;

- extensive systems of state trading in some member countries, often connected to
licensing;

- adoption of anti-dumping actions as a new trade policy instrument, and increase in
anti-dumping measures especially in the late 1990s; and

- avariety of policies affecting exports, both restrictive and supportive.

Answering sub-question 1.a. of this study, the major impacts of regionalism on trade policies
of the ASEAN countries included: (a) the decrease of intra-regional CEPT tariffs according to
the AFTA agreement, i.e. tariffs in intra-ASEAN trade declining to the 0-5 % range; (b) the
limited tariff preferences under the Indonesia-Malaysia-Singapore growth triangle scheme;
and (c) the extended network of trade cooperation both regionally and globally, including
FTAs with China, India and Japan. All these had an essentially liberalizing effect on regional
trade. Tariff reductions under AFTA were almost completely realized by 2003. In
comparison, the FTAs with other Asian countries are set to liberalize trade on a broader
regional basis. Since ASEAN does not have a common trade policy, the impact of regionalism

on external trade was limited.

Major changes in external trade policies included those that were based on multilateral

agreements at the WTO, where the ASEAN members acted on a national basis. The overall
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decline in the external tariffs of the ASEAN countries was a result of the multilateral trade
negotiations. An exception was the temporary fluctuation in tariffs in several member
countries after the Asian financial crisis in 1997. Other policies either became more protective
or more liberalizing. Some of the protectionist policies, such as the increase in import
licensing and state-trading and the fluctuation of tariffs in some member countries, were a
response to the financial crisis. New protectionist policies included the adoption of anti-
dumping actions especially during the latter part of the 1990s. The liberalizing policies
included a reduction in special and other duties on imports, and a reduction both in the extent
of import licensing in some member countries, and in the amount of import quotas. All non-
tariff measures applied in the ASEAN countries remained essentially national, as had been the
case with the quota systems of the members of the European Communities until 1993 when
the Single Market was established and the remaining national import quotas were abolished.
Based on the above, the geography of trade policies in ASEAN (as elaborated in section 2.5)
has evolved as follows:

- the scale of decision-making over trade policies remained at the national level

- the hierarchy of trade preferences towards external trade partners became slightly
more extensive, mainly in Asia

- the industry requirements for protection remained in some industries, especially after
the Asian financial crisis

As to the theories of trade policy, the ASEAN countries typically promote trade through
various policies such as investment incentives, depending on the competitive structure of their
industries (Stopford ef al/ 1991). The policies have been applied both on regional, sub-regional
and national levels, creating new industrial and export locales (cf. Grant 2000). Imports have
been restricted based on either the ‘infant’ industry argument, or due to environmental or
cultural factors. Import prohibitions and licensing have been widely used to protect the

domestic economy.

Given the substantial variety of non-tariff measures applied in the ASEAN members, as well
as their effectiveness as trade barriers, the aim of forming an ASEAN common market with a
free flow of goods, services and investments by 2020 is a major challenge. The major
obstacles to intra-regional trade include a myriad of quotas, import licensing, import
prohibitions, and state-trading. In addition, the establishment of a common market will
require a regional decision-making system with extensive upgrading of the ASEAN
institutions. Being a “club based on consensus” (Yeung et al 1999), ASEAN is basically a
loose consultation forum with relatively weak institutional capacities in terms of achieving

common decisions and negotiating them fully. At the same time, the EU is a well-established
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institution, and it already has a ‘grand design’ of organizational mechanisms in common trade
policy.' These differences between ASEAN and the EU have an impact on how the
groupings make decisions in external economic relations, and how they negotiate decisions

with their counterpart.

122 The two regions also differ in terms of internal political diversity and cultural heterogeneity. In Huntington’s
(1996) classification, the entire EU is situated within Western civilization, while the ASEAN region comprises
of Buddhist, Islamic, Sinic, and partly Western civilizations.
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4.4 Inter-regional EU-ASEAN cooperation and trade negotiations

Considering the trade regimes and trade policies of the EU and ASEAN presented above, this
section presents findings on how the two groupings have advanced their trade objectives at
the inter-regional trade negotiations. The purpose is to identify the role of EU-ASEAN
cooperation in promoting the trade interests of the counterparts, and to assess the substance of
the region-to-region framework regarding the multilateral and regional trade policies. First,
the institutional basis of EU-ASEAN relations is briefly presented together with discussion on
the challenges of the relations identified in earlier literature. Secondly, EU-ASEAN
negotiations on trade from 1978-2003 are examined with an emphasis on changes in policy
stances and the sectors concerned which results in the identification of four distinctive phases
in EU-ASEAN trade negotiations. Thirdly, the role of the Asia-Europe Meeting (ASEM) is
examined. To conclude, the institutional bases of external trade policy coordination within the
EU and ASEAN are considered, and the impacts of economic regionalism in the two

groupings are evaluated.

4.4.1 Institutional basis of EU-ASEAN relations

Presently, the relationship between the EU and ASEAN is that between a common market
(with a monetary union) and a preferential trade area. Relations originally began in quite a
different setting, however. The European Economic Community was the first dialogue partner
to establish informal relations with ASEAN in 1972. Britain’s joining the EEC acted as a
catalyst in formal ASEAN — EEC relations,'” and in order to prevent a drop in trade, Joint
Declarations of Intent were attached to Britain’s Accession Treaty. This safeguarded trade
relations of all five ASEAN member countries with Britain and the EEC (Harris & Bridges
1983; Niemi 1998). An ASEAN - EEC Joint Study Group was formed in order to enhance
cooperation between the two groupings in 1975. The ASEAN countries reacted to the
growing protectionism of the EEC countries, and a Special Meeting of ASEAN Ministers
proposed that ASEAN should establish ties with the Council of Ministers of the EEC in 1977,
and subsequently, ASEAN — EEC relations were formalised. Germany proposed that regular
contacts between the two groupings be raised to the Ministerial level, and the first ASEAN —
EEC Ministerial Meeting was held in 1978 in Brussels (Table 11.).

123 As Britain adopted the common external tariffs and the GSP scheme, the British Commonwealth’s trade
preferences for Malaysia and Singapore were phased out.
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EU - ASEAN cooperation

The links were institutionalised in 1980 when the ASEAN — EEC Cooperation Agreement
was signed as the first formal agreement between the two.'** The agreement noted the MFN
principle in trade, and established objectives for commercial, economic and development
cooperation. The treaty mainly contained expressions of principle and intent concerning
cooperation and provided a formal framework for consultations between the partners (Harris

& Bridges 1983). Furthermore, a Joint Cooperation Committee (JCC) was formed.

Table 11. Chronology of the institutionalization of EU-ASEAN relations.

Year New institution /form of consultation

1972 Informal relations between EEC and ASEAN

1975 ASEAN-EEC Joint Study Group

1977 Formal ASEAN — EEC relations

1978  1°' ASEAN — EEC Ministerial Meeting

1980 ASEAN — EEC Cooperation Agreement

1980 Joint Cooperation Committee

1985  1° Economic Ministers Meeting

1994 The Eminent Persons Group

1995 1% Senior Officials Meeting

2000 1% Consultation between the ASEAN Economic Ministers and the EU Trade Commissioner

Source: Compiled from http://www.aseansec.org

The institutional framework of the inter-regional relations is based on a series of consultative
meetings, the most important of which is the ASEAN - EC Ministerial Meeting (AEMM) held
once every 18-24 months. Other forums include the Economic Ministers Meeting, the Senior
Officials Meeting, the Post Ministerial Conferences, and the Joint Cooperation Committee
Meeting. The Eminent Persons Group was formed in 1994, and the first Senior Officials
Meeting was held in 1995. To enhance trade matters, the first consultation between ASEAN
Economic Ministers and the EU Trade Commissioner was held in 2000, and the second in
2001. Since then there have been no major changes in the institutional setting of the relations.
Cooperation is based on consultative discussions in meetings that rotate among the participant
countries, and there is no permanent central organization. Hence EU-ASEAN trade
cooperation is an instrument for advancing the interests of the participating countries (cf.

Archer 1983; 2000).

124 Cooperation Agreement between the European Economic Community and Indonesia, Malaysia, Philippines,
Singapore and Thailand — Member Countries of the Association of South-East Asian Nations. Kuala Lumpur, 7
March 1980.
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Trade and investments are the two main pillars of mutual consultations between the EU and
ASEAN, and according to Langhammer (2001), a major function of cooperation is the sharing
of information between the two groupings. Since the AEMM’s aim is to consult, negotiate
and cooperate, it is largely a trade promoting forum between the EU and ASEAN. As noted
earlier, the inter-regional trade relations are relatively more important to the ASEAN
countries than to the EU countries. ASEAN’s interests in its relations with the EU have been
primarily focused on market access, while the EU has been more interested in FDI
opportunities and development cooperation. This might refer to the strong intra-EU trade and
to the already established common trade policy of the union. According to Lehman (1985,
quoted in Yeung et al 1999) major problems in EU-ASEAN economic relations up until the
1980s were related to the following factors:

- since decolonization, Europe had been withdrawing from Southeast Asia

- until the 1980s, the EC perceived ASEAN as an American political sphere of influence,
and a Japanese economic sphere of influence

- the ASEAN region was considered ‘too stable’ in terms of EC development policy which
has traditionally focused on more unstable regions such as Africa, the Middle East, and
Latin America

- EC foreign policy makers were “fairly illiterate in international economic affairs.”'*

On the one hand, these problems were rooted in complex historical relations, i.e. the burden
of the European colonial legacy in Southeast Asia. On the other hand, they reflected the
priorities of the EC in external relations, where ASEAN was more or less a peripheral issue.
This was one of Southeast Asia’s main concerns in its relations with the EC. As noted earlier,
ASEAN is at the lowest level in the EU’s hierarchy of preferential trading with developing
countries. This together with the perceived competition from Central and Eastern Europe and
the ‘graduation’ issue was a major problem for the ASEAN countries. However, the
graduation issue was handled within the GATT Uruguay round, and was subsequently
removed from the central focus of EU-ASEAN trade negotiations (Yeung et al 1999).
Furthermore, the protection of European industries — if not by trade tariffs then by NTBs —
created the sense of a ‘Fortress Europe’ among ASEAN, and was a central concern in its

dealings with the EU during the 1990s.

At the same time, the EU’s concerns in economic relations with ASEAN have centred on two

topics, only one of which is essentially economic: the regulation of foreign direct investments

12 ehman (ibid.) further stated that this “illiteracy” was manifested in e.g. the EU’s external economic policy
where more emphasis had been given to China, despite the fact that China actually was a smaller market in terms
of purchasing power than ASEAN. Also, China was far less developed, had fewer resources to offer, and was far
less interesting in terms of foreign investment.
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in the Southeast Asian countries. The EU has sought the liberalization of investments,
especially the removal of restrictions governing repatriation of capital (ibid.). Other EU
concerns have focused on social and political issues, including questions on the environment,
human rights, labour rights, and political freedoms. The question of human rights issues in
Myanmar, and the dispute between Portugal and Indonesia over the East Timor area have, for
their part, challenged the success of these meetings. Ostensibly, these disputes have impeded

efforts to deepen cooperation between ASEAN and the EU.

4.4.2 Inter-regional trade negotiations

The ASEAN-EC Ministerial Meeting plays a central role in policy formulation and
coordination of cooperation between the two groupings. It is where EU and ASEAN
counterparts discuss and exchange views on political and economic relations, and hold
consultations on inter-regional issues. A total of 14 ministerial meetings have been held
between 1978 and 2003 (Table 12.), and besides trade topics, the consultations have generally
touched on several international and inter-regional issues: the overall international political
situation; particular problem areas in the world (e.g. Middle East, South Africa); regional
issues (e.g. Indochinese refugees); and various aspects regarding EU-ASEAN relations (e.g.

industrial and development cooperation).

Trade discussions have typically dealt with market access, and have included requests to the
other side to decrease tariffs or to eliminate non-tariff barriers on particular products
(Kettunen 2003). Also, there have been various initiatives to cooperate in trade-enhancing
programmes, or in business training and education. = Thus AEMMSs essentially deal with
export promotion and market access requests. Discussions in the AEMM have been
influenced by developments in the GATT/WTO, the EU and ASEAN, and thus multilateral
and regional issues are considered below in relation to the inter-regional negotiations. The
findings are based on the documented data, answering whether and to what extent the two
groupings have used the inter-regional forum to forward their trade interests. Firstly, market
access requests presented by ASEAN and the EU are presented, and secondly, the phases of
trade negotiations are illustrated to portray the profile of inter-regional trade relations between

the two organizations.
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Table 12. Trade topics and other issues discussed at ASEAN — EC Ministerial meetings;

issues related to developments in the multilateral and regional setting, 1978-2003.

Meeting no., Other issues Developments in
year and Trade topics discussed GATT/WTO,
location EU and ASEAN
1511978 EEC restrictions; ASEAN’s request | Framework of ASEAN PTA
Brussels for market access; Commodities cooperation introduced in 1977
2" 1980 Raw materials and mining; Trade Development GATT Tokyo round
Kuala Lumpur | promotion cooperation ended in 1979
371981 Commitment to open international Instability in Asia;
London trade system ASEAN’s role
4™ 1083 Worsening international trade; Crisis in
Bangkok Commodities agreements Kampuchea
5™ 1984 Tariffs and NTBs; EEC’s GSP Kampuchea;
Dublin Narcotics
Econ. 1985 MFA and textiles; EC’s cumulative Science, energy,
Bangkok rules of origin tourism
6" 1986 GATT and tropical products; Energy, timber, GATT Uruguay
Jakarta EC’s GSP technology round began in 1986
cooper.
7" 1988 GATT; ASEAN request for market Management Single European Act
Dusseldorf access for tropical products; Private | cooperation in 1987
sector participation; EC’s GSP
8™ 1990 EC request for market access for International
Kuching various manufactures; ASEAN rapprochement,
request for market access for disarmament
manufactures and tropical
products; Bilateral trade issues
shifted to JCC; Tariffs and NTBs
9™ 1991 ASEAN request on EC’s GSP; Cambodia,
Luxembourg Trade promotion refugees;
Middle East
10™ 1992 AFTA; Cooperation at JCC; SOM Vietnam and AFTA agreement in
Manila dialogue Laos into TAC 1992
11™ 1994 JCC’s subcommittee in trade; Business EU common market
Karlsruhe EC’s New Asia Strategy; conference; ARF; formed in 1993
European Single Market, AFTA; Vietnam to GATT Uruguay
GATT; ASEAN concern about EC’s | ASEAN; round ended in 1994
GSP Myanmar
12™ 1997 ASEM; WTO; Cooperation in New members; WTO formed in 1995
Singapore customs matters; Patents and Development; 1% ASEM in 1996
trademarks; Standards and quality | Technology 2" ASEM in 1998
assurance transfer; HRD
13™ 2000 The euro; WTO; NTBs; oil price; New members; 37 ASEM in 2000
Vientiane e-ASEAN - e-Europe link Myanmar WTO Doha round
began in 2001
14™ 2003 ASEAN-EU trade facilitation; Threat of 4™ ASEM in 2002
Brussels Multilateral trading system; Doha terrorism; ARF EMU in 2002
Development Agenda

Sources: Joint Declarations of the AEMM, 1978-2003.

4.4.2.1 Market access requests

The ASEAN representatives have actively used the AEMM to promote the trade interests of

the Southeast Asian countries to their European counterparts. In the first meeting in 1978,
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ASEAN advocated that the EEC should remove or relax tariffs and non-tariff barriers and
improve its Generalized Systems of Preferences (GSP).'?” Tropical products were the focus of
special attention in 1988, as the ASEAN ministers emphasized the importance of vegetable oil
and fat products for their economies, and stressed the need for further expansion of their
exports to the world market, including the EEC. Similarly, ASEAN called for the expansion

of market opportunities in the EEC for tropical timber'?®

(Table 12.). The critical export
products were emphasized again in 1990 when the ASEAN countries requested better market
access and a more open EC trade policy for textiles and clothing, tropical vegetable oils,
cocoa products, canned pineapple, timber products, tapioca products, pulp, and fuel wood. It
was intended that the proposed liberalization should include the reduction of tariffs, the
elimination of non-tariff barriers and the elimination of tariff escalation. In 1990, ASEAN
ministers also requested that the EC take into account ASEAN exports of agricultural
products in its implementation and review of the Common Agricultural Policy."’ In 1991, the
EC was in the process of revising the GSP, and ASEAN negotiators urged the EC to take
Southeast Asian interests (e.g. the donor country content) into account in its revision.
Similarly in 1994, ASEAN ministers expressed their concern about the ‘Social Incentives’ in

the EU Commission’s proposal to review the GSP."*°

Whereas ASEAN has frequently called for better market access for its exports at the
Ministerial meetings, according to available data the EU has rarely done so. Instead, the EU
has repeatedly referred to the multilateral trade negotiations to discuss market access and
trade policy issues. The only exception to this was in 1990 when the EC requested that
ASEAN countries sign the Multilateral Trade Negotiations agreements regarding technical
barriers to trade and government procurement. The EC also called for improved market access
for motor cars, personal computers, paper, textiles and clothing, fertilizers, pharmaceuticals
and chemical products. It was suggested that this be provided through the reduction of tariffs

and the elimination of non-tariff barriers."!

Joint decisions on trade cooperation have included reorganizing cooperation, and forming and
upgrading institutions to initiate and discuss trade issues. In order to settle trade issues more
effectively, the EC and ASEAN agreed in 1990 that bilateral trade issues would be handled at

the Joint Cooperation Committee (JCC) meetings. The decision was also made in 1992 to

127 Joint Declaration of the 1* ASEAN — EC Ministerial Meeting, Brussels, 21 November 1978
128 Joint Declaration of the 7" ASEAN — EC Ministerial Meeting, Dusseldorf, 2-3 May 1988
Joint Declaration of the 8™ ASEAN — EC Ministerial Meeting, Kuching, 16-17 February 1990
Joint Declaration of the 9™ ASEAN — EC Ministerial Meeting, Luxembourg, 30-31 May 1991
Joint Declaration of the 8™ ASEAN — EC Ministerial Meeting, Kuching, 16-17 February 1990
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conduct dialogue at the level of both the Ministerial and Senior Officials Meetings (SOM).'**

Concrete measures to enhance trade relations included the initiation of cooperation in customs
matters, and the EU — ASEAN Patents and Trademarks Programme in 1997."* In line with
the work programme adopted by the JCC in 1999 relating to issues of market access,'** it was
decided in 2000 that the ASEAN-EC Informal Coordinating Meeting would be held regularly

to ensure the implementation of the programme.'*

4.4.2.2 Four phases of trade negotiations

The consultations on trade issues between ASEAN and the EU are situated within the context
of developments in the multilateral and regional environment (Table 15.). Trends in the
multilateral GATT/WTO negotiations and regional trade policies in the EU and ASEAN have
had an impact on how cooperation has evolved over the 25 years of inter-regional relations.
As a result, trade cooperation between ASEAN and the EU can be separated into distinct
periods that are based on major trends and issues discussed between the two groupings. In the
following, four phases are illustrated, namely: (1) General discussions, (2) Active bargaining,

(3) Enthusiasm for cooperation, and (4) Political and structural challenges.

(1) 1978 — 1986 General discussions

The early years of cooperation were characterized by general discussions on international
trade, the GATT, and commodities agreements. In the first meeting, ASEAN requested better
market access for manufactured, semi-manufactured and primary products'* in general. Apart
from consultations on the international agreements on commodities such as natural rubber,
tin, and coffee, no requests for market access for particular products were made by either side
in the five meetings held between 1980 and 1986. Besides trade, other issues discussed
included the overall framework for cooperation; instability in Asia, in particular Cambodia
and cooperation in energy and other fields (Table 12.). At another front, the first ASEAN-EC
Economic Ministers Meeting was held in 1985 with the specific intention of strengthening
economic ties. The meeting resulted in an Economic Agreement with the aim of developing
transfer of technology, joint ventures and cooperation between financial institutions (Yeung et
al 1999, 81). ASEAN’s objective was to enhance trade and industrial links, especially to

provide the capacity for self-improvement via transfer of technology, increased direct supplier

132 Joint Declaration of the 10™ ASEAN — EC Ministerial Meeting, Manila, 29-30 October 1992

133 Joint Declaration of the 12™ ASEAN — EC Ministerial Meeting, Singapore, 13-13 February 1997
13 Joint Press Release of the 13" ASEAN — EC JCC Meeting, Bangkok, 24-27 May 1999

Joint Declaration of the 13th ASEAN — EU Ministerial Meeting, Vientiane, 11-12 December 2000
136 Joint Declaration of the 1°* ASEAN — EC Ministerial Meeting, Brussels, 21 November 1978

137



involvement and investment, long-term manufacturing opportunities, marketing assistance
and foreign direct investment. The EC hoped to encourage small and medium sized
enterprises to invest in the ASEAN countries, with an attempt to facilitate this by arranging
investment seminars on industrial collaboration and transfer of technology and by offering to

provide cooperation in science and technology.

Hence the first phase in EC-ASEAN trade negotiations coincided with a relatively inactive
period in the multilateral and regional contexts. In 1979, the GATT Tokyo round ended and
was followed by a period of seven years before the Uruguay round began in 1986. Regional
economic integration within both the EC and ASEAN was also in a phase of relative stability.
The ASEAN countries had introduced the preferential trade arrangements as an initial form of
regional integration in trade, while the EC was preparing for the agreement on the Single

European Act signed in 1987 to form a common market in the next five years.

(2) 1988 — 1992 Active bargaining

In the second phase, ASEAN actively used the forum to call for better market access for
various products in the EC market. As was noted above, in 1990 the ASEAN representatives
requested a more open trade policy for exports in textiles and clothing, as well as for tropical
crops and tropical forest products. The EC responded by emphasizing that questions of market
access were an element of trade liberalization within the GATT Uruguay Round process. At
the same time, however, the EC requested that ASEAN provide improved market access for
an array of manufactured products. The decision was made to shift bilateral trade issues to the
JCC. In 1991, trade and investment issues were discussed at the EC-ASEAN Trade Experts
Meeting, and the AEMM turned its focus to areas such as forest management and
environmental protection."”” Regional economic integration of both the ASEAN countries
(the ASEAN Free Trade Area) and the European Communities (the Single European Market)
were also discussed, and cooperation in this field was anticipated. Throughout this period,
trade issues were at the forefront (Table 12.). Active bargaining coincided with the process of

regionalism in both regions.

At the time, the Uruguay Round negotiations within the GATT were proceeding slowly and
faced a multitude of difficulties. This was because of more complex negotiations due to the

increased number of participants, as well as the number of new questions, such as services

7 Joint Declaration of the 8™ ASEAN-EC Ministerial Meeting, Malaysia, 16-17 February 1990; Joint
Declaration of the 9" ASEAN-EC Ministerial Meeting, Luxembourg, 30-31 May 1991.
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and trade related investment issues, under negotiation. Ostensibly, the ASEAN countries were
concerned over the outcome of the GATT negotiations. They had also faced the EC’s
protective policies towards agricultural and manufactured products at the turn of the 1990s.
The EC had reacted to the increased competitiveness of the Asian industries, especially in
textiles and electronics, in order to protect its industries within the Community. The EC was
also in the process of establishing the common market to be realized in 1993, and was
perceived by others as a ‘fortress Europe’, giving reasons for the ASEAN representatives to
push their trade priorities. Politically, too, the 1990s had started with problems in the
relations, as the EC had introduced a policy of ‘conditionalities’ linking trade and aid to the
issues of human rights,138 democratisation, and the environment. However, the declarations of
the subsequent ASEAN—EC ministerial meetings did not touch on the questions concerning
Burma, China or Indonesia, though they did discuss international political issues in, for
example, Cambodia, Vietnam, Laos and the Middle East. Sensitive political relations were

thus accompanied with active bargaining on trade.

(3) 1994 - mid-1997 Enthusiasm for cooperation

Relations between the EC and ASEAN improved again towards the mid-1990s, for
predominantly economic reasons. Globally, the focus of trade and investments had shifted to
the Asia-Pacific, and the EC subsequently ‘found’ Asia again and started to seek stronger
relations with the region. This noticeably renewed interest was reflected in the ASEAN-EC
ministerial meeting in 1994 in Karlsruhe, often denominated as a ‘landmark’ meeting between
the two. The Eminent Persons Group was created, consisting of members from both regions,
to develop a comprehensive approach to relations towards the year 2000 and beyond.
Additionally, the ‘spirit of Karlsruhe’ provided the impetus in 1995 for the first meeting of the
ASEAN — EC Senior Officials Meeting, followed by the second one next year, “[..]where
frank discussions were held on a wide range of issues, including sensitive topics. These
meetings indicated that the EU recognised the political and economic importance of ASEAN
and the wider Asia—PaCiﬁc[..]”139 Also, the ASEAN Secretariat recognized the ASEM
meeting as an important forum where ASEAN could take an active role:

“The launch of the New Asia Strategy in 1994 and the declaration that ASEAN
would remain the cornerstone of the EU’s dialogue with countries in Asia at the
Karlsruhe meeting set the stage for the convening of the first Asia-Europe
Meeting (ASEM) which held its inaugural Summit in Bangkok in March 1996 as

138 Violations to human rights in Asia referred to by the EC included the rise of the Burmese military junta, the
Chinese actions towards demonstrators in Tiananmen Square, and the Indonesian hostilities in Dili (Antikainen-
Kokko 2000; 2003).

139 ASEAN Secretariat (2000). [Online.] Available at http:/www.aseansec.org.
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well as the 1st ASEM Foreign Ministers Meeting in Singapore in February 1997
where ASEAN played a pivotal role.”

In 1994, the European Commission had published its “Towards a New Asia Strategy”,
emphasizing the idea of “partnership with equals” (Strange 1997). The launch of the Asia-
Europe Meeting (ASEM) in 1996 with representatives from ten Asian countries and 15 EU
countries was the most visible implication of the new approach (further discussed in 4.4.3).
The EU had already set up various institutions and programmes to promote economic and
cultural cooperation between Europe and Asia in the early 1990s.'*’ The European Investment
Bank (EIB) had started in Asia in 1993, and the European Business Information Centre
(EBIC) was set up in the Philippines in 1993.

In line with the New Asia Strategy, the EU was preparing to formally expand relations with

ASEAN and to upgrade the Cooperation Agreement.'*!

In 1996, the European Commission
released the Communication “Creating a New Dynamic in ASEAN - EU Relations” which
emphasized the New Asia Strategy, seeing ASEAN as an engine of the new Asia-Europe
dialogue and as one of the key elements of the EU’s Asia policy. Drawing on the idea of the
‘new dynamic’, the DG Trade of the European Commission subsequently published “EU-
ASEAN Relations — A Growing Partnership”. The publication presented four main issues for
economic and industrial cooperation: 1) People-to-people relations encouraging mutual
understanding, 2) Scientific and technological issues, 3) The legal and regulatory
environment, and 4) Programmes encouraging investment and business contacts. Cooperation
in education included the Junior Managers Exchange Programme, the ASEAN-EC
Management Centre, and the ASEAN-EC University Network. Scientific and technological
topics embraced energy, transport, information and communication technology, and
environment cooperation.'*? The mutual interest to broaden links especially on the economic
front was evident also in the 12" ASEAN-EU Ministerial Meeting in Singapore in February
1997. The meeting noted the swift economic growth in Southeast Asia and the mutual interest
in collaboration, and launched the idea of the “new dynamic in ASEAN-EU relations”. The
AEMM summarized the two main issues in inter-regional economic cooperation:

- Trade: Customs cooperation; sharing of information; EU — ASEAN Patents and
Trademarks Programme; industrial standards and quality issues.

14 Regarding developing countries in general, the EU has initiated various programs since the 1980s, e.g. the
European Community Investment Partners (ECIP) that was established to help EU companies set up joint
ventures with companies from Asia, Latin America and the Mediterranean countries.

! European Parliament (1995a; 1995b; 1995¢)

2 EU (2000). [Online.] Available at http://europa.cu.int
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- Business and investment cooperation: Investment opportunities in the EU and ASEAN;
European Investment Bank in the ASEAN countries; European Community Investment
Partners Programme (ECIP).143

What was significant in the 1997 meeting, was that sensitive political issues, e.g. the situation
in Myanmar, a non-member of ASEAN at that time, were also discussed. As the issue of
human rights was at the forefront of EU external policies, the political situation in Myanmar
had posed an ongoing problem in the EU’s relations with ASEAN. For ASEAN, these
meetings indicated that the EU recognised the political and economic importance of ASEAN

and the wider Asia-Pacific.

The third phase of ASEAN — EU trade relations was thus characterized by a sense of
enthusiasm and an active interest in enhancing cooperation through various programmes. At
the time, multilateral trade negotiations had reached a new level, with the establishment of the
World Trade Organization (WTO) as a result of the conclusion of the GATT Uruguay Round.
This could be considered a success after the prolonged negotiations. The outcome of the
GATT had also included decisions to liberalize trade in sectors important to the ASEAN
countries, such as textiles and clothing. At the same time, the economies of especially

Southeast Asia were growing at high rates, adding to the optimism.

(4) Late-1997 — 2003 Political and structural challenges

The fourth phase in trade cooperation started in late 1997 when inter-regional relations faced
two new challenges, namely the Asian financial crisis and the political tension between the
EU and ASEAN after Myanmar joined ASEAN in December 1997."** The EU refused to
conduct a Ministerial Meeting with a counterpart which included a state led by a military
junta.'* This seriously affected the relations and remained an obstacle to cooperation,
delaying the ministerial meetings for almost three years. At the same time, the financial crisis
was spreading in East and Southeast Asia, developing into an economic crisis and seriously
affecting the ASEAN economies. Although the recession reduced the potential for economic
cooperation between ASEAN and the EU, it transpired that this was not as serious a problem
as the issue over Myanmar. However, a meeting of the Joint Cooperation Committee was held
in 1999, taking note of a ‘joint response’ to the Asian crisis and the “new dynamic in ASEAN

— EU relations”. The meeting recorded the EU’s proposal of a protocol on cooperation in

'3 Joint Declaration of the 12" ASEAN - EU Ministerial Meeting, Singapore, 13-14 February 1997

14 Political problems emerged regarding Myanmar’s membership since EU had a policy of not cooperating with
any country ruled by a military junta, and could not accept Myanmar into the EC — ASEAN Cooperation
Agreement.

145 The Burmese were not granted visas to enter the EU (Parviainen 2001).
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customs matters, and the counterparts emphasized cooperation to foster business relations,
especially among small and medium sized enterprises. Reference was also made to new
cooperation programmes launched since the earlier JCC meeting, notably the Asia-Invest

programme and the ‘Asia Urbs’ programme for urban development.'*

After the AEMM standstill, ASEAN proposed to arrange the 13™ ministerial meeting in
Vientiane in late 2000. Ostensibly, the major outcome of the meeting was the mere fact that it
took place. The discussions mainly touched on general issues such as the introduction of euro,
non-tariff barriers, and the price of 0il."*” The meeting was considered a relative failure by
ASEAN because of the poor turnout of the EU since only three European ministers (out of
fifteen) arrived to the meeting. As it turned out, the AEMM coincided with the prolonged EU
Governmental Conference held in Nice in December 2000, a major EU meeting where
enlargement and internal restructuring issues were negotiated. Concerning ASEM, the EU
Commission had prepared a follow-up for its Asia Strategy from 1994, and issued a
Communication on “Europe and Asia: A Strategic Framework for Enhanced Partnership” on
September 4, 2001. The communication contained proposals to enhance EU-Asia relations in
key areas such as peace and security, trade and investment, poverty reduction, democracy,
good governance and the rule of law, human rights, partnerships and alliances on global

issues, and promotion of mutual awareness and knowledge.

In early 2003, the 14™ AEMM in Brussels held general discussions on trade facilitation
between the two regions and on the multilateral trading system, especially the Doha
Development Agenda. Guidelines for a future agenda for cooperation were outlined,
including the promotion of bilateral trade and investment flows, sustainable and equitable
development, cooperation to combat terrorism, promotion of cultural cooperation and people-
to-people contacts, and promotion of dialogue on issues of common concern such as
democracy, good governance, human rights, and the rule of law.'** Thus the outline followed
the EU Commission’s strategy for Asia relations presented above.'*’ Later, on 9™ July 2003,
the EU Commission released a Communication “A New Partnership with South East Asia”
that portrayed the strategic priorities in EU’s relations with ASEAN in line with the above
agenda. Regarding trade, the EU proposed a Trans-Regional EU-ASEAN Trade Initiative

18 Joint Press Release of the 13" ASEAN — EC JCC Meeting. Bangkok, 24-27 May 1999

47 Joint Declaration of the 13" ASEAN — EU Ministerial Meeting, Vientiane, 11-12 December 2000

148 Joint Co-Chairmen’s Statement of the 14" EU — ASEAN Ministerial Meeting, Brussels, 27-28 January 2003
149 However, the issue of terrorism was at the forefront after September 1 l‘h, 2001, and as a result of the meeting,
the counterparts also issued a Joint Declaration to Combat Terrorism.
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(TREATI) as a action plan for dialogue and regulatory cooperation in trade facilitation,
market access and investment issues between the two regions. According to the proposal, the
intention of the dialogue was to inform partners about each other’s regulatory systems and
eventually develop into an exercise of approximation and harmonisation. The proposal noted
that some ASEAN countries had expressed a desire to pursue a FTA with the EU, and
suggested that the FTA (“a deeper FTA”) should encompass regulatory cooperation, address
NTBs such as standards and customs procedures, and also deal with services, investment and

competition, in order to produce a substantial impact on trade flows."*°

The latest phase of EU-ASEAN trade cooperation was thus affected by political fluctuations,
the Asian financial crisis, and the larger-scale cooperation. The WTO had been established,
the ASEM process was started, and both the EU and ASEAN had enlarged with new member
countries. Regional integration had also deepened in both regions, with the European

monetary union and the gradual establishing of AFTA.

4.4.3 Asia-Europe Meeting (ASEM)

The launch of the Asia-Europe Meeting had its origins in EU-ASEAN relations. In
conjunction with the 11™ AEMM in Karlsruhe in 1994, Prime Minister Goh Chok Tong of
Singapore had suggested a summit meeting between countries of Europe and Asia (Leino
1996, 21). After discussions, it was decided to enlarge the meeting on the Asian side to
include three East Asian countries — Japan, China and South Korea — in addition to the seven
ASEAN countries. The first summit was held in Bangkok in 1996 with representatives from
10 Asian and 15 EU countries. The main areas of discussion were political dialogue and
cooperation in economic and other areas.”’' For obvious reasons, the EU’s most important
Asian partners are Japan, China, and ASEAN (Algieri 1999, 86), and the launch of the ASEM
was the most visible implication of the enhanced relations between Europe and Asia in the
mid-1990s. The first meeting also resulted in the establishment of the Asia-Europe
Foundation (ASEF) in 1997 in Singapore to foster greater people-to-people relations and to
develop institutional links between Asia and Europe. The Asia-Invest program was launched
by the EU to encourage trade and investments between the EU and South and Southeast Asia.

The program provides various instruments to help companies study new markets, to do

130 Communication from the Commission: A new partnership with South East Asia. COM (2003) 399/4.
[Online.] Available at http://europa.eu.int. (Visited 17.11.2003)

51 ASEM also spurred a new wave of literature, especially in the areas of political economy and international
relations; e.g. the special edition of the Journal of the Asia Pacific Economy 4: 1 (1999).
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business in unfamiliar cultural environments, to meet and evaluate potential business partners
and to identify investment opportunities.'”> As to the organizational form, the members
wanted to maintain ASEM as an informal process and keep it from being further
institutionalised. The counterparts had a different approach inasmuch as the Asians wanted to
build mutual understanding, whereas the Europeans wished to have an agenda and an

institutionalised way of working (Leino 1996).

Economic recession in Southeast Asia halted the progress of cooperation, and the second
summit held in 1998 in London took place in very different circumstances as most of the
Asian countries were in the midst of a severe financial crisis (Cammack & Richards 1999).
However, recovery since 1999 gave some impetus for renewed cooperation, and the third
ASEM summit held in October 2000 in Seoul brought together cooperation attempts
especially in the areas of economic and financial matters, resulting in an Asia-Europe
Cooperation Framework 2000. New initiatives were made in information technology,
transnational and law enforcement matters, human resources development, environmental
matters, and health issues. Similarly, the fourth ASEM summit in September 2002 in
Copenhagen agreed to work towards a closer economic partnership, outlining that the three
economic areas (trade, investment and finance) could include issues such as the creation of a
Eurobond market in Asia and the use of the euro as an international currency. Furthermore,

the meeting issued a declaration on cooperation against international terrorism.

The relevance of ASEM to EU-ASEAN cooperation can be evaluated in light of the economic
and political priorities of the participants. For the EU, the ASEM process has evidently been
an important one, broadening its regional Asian relations into a framework of 10 Asian
countries.'”® This seems to have reduced the EU’s interest in the EU-ASEAN ministerial
meetings. For ASEAN, this could be regarded as a challenge, as the launch of the Asia-
Europe Meeting increased the number of cooperating countries to include China, Japan, and
South Korea — a fact that might decrease the significance of EU-ASEAN cooperation. At the
same time, the intensifying East Asian cooperation has led to the ASEAN+3 process, and the
EU has been occupied with the process of both enlargement and restructuring its institutions.
Thus, trade cooperation has been further challenged by regionalization trends both in East

Asia and in Europe.

32 EU (2000). [Online.] Available at http://europa.eu.int
153 Additionally, the EU regards the ASEAN Regional Forum (formed by ASEAN in 1994 for regional security
negotiations) as an important forum for inter-regional negotiations.
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4.4.4 Summary: Profile of trade negotiations

The above investigation has focused on EU-ASEAN trade cooperation with the aim of
assessing whether and, if so, how the two groupings have used the forum to advance regional
trade priorities. Answering sub-question 1.b. of this study, it was found that:

- ASEAN has repeatedly used the AEMM as a forum to request better market access for its
various exports to the EU, while the EU has instead adhered to multilateral trade
negotiations

- the two have discussed the intensifying economic regionalism of both regions as a matter
for further cooperation potential

- the ministerial meetings have initiated cooperation in e.g. customs matters, business
education and investment cooperation

- trade cooperation has, however, been relatively slow and vulnerable to political issues that
have been bound up with economic matters

- trends in the EU-ASEAN relations can be divided into four phases according to the
intensity of trade issues discussed in the AEMMs and the multilateral trade environment

To summarize, trade policies are not decided in inter-regional negotiations, but on a national
or regional level. Negotiations at the AEMM have thus been more a forum to articulate the
existing trade policies and to request market access, rather than to actually agree on the
policies. Inter-regional relations between the EU and ASEAN focus more on consultation,
general discussion, and the initiation of cooperative schemes to facilitate trade on a long-term
basis. Examples of such schemes are cooperation in customs matters and the standards and
quality assurance schemes between the EU and ASEAN. Furthermore, the inter-regional
meetings typically promote the multilateral setting of trade negotiations, supporting the
argument of mutually evolving regionalism and multilateralism (Michalak & Gibb 1997,

Milner 1997).

In connection with the four phases in inter-regional relations, challenges have been evolving
for both the EU’s and ASEAN’s external economic policies relating to the regionalism trend
in East Asia and in Europe. Yeung et al (1999) argued that the EU was moving down
ASEAN’s list of relative priorities, because of the regional focus on the Asia-Pacific area.
During the 1990s, ASEAN intensified its relations with South Korea, China and Japan within
the ASEAN+3 process. Furthermore, ASEAN initiated the ASEAN Regional Forum (ARF) as
a political dialogue process with the major Asian and Western countries. These developments
indicated a shift of ASEAN interest to regional issues within the Asia-Pacific, where EU-
ASEAN relations may face an uncertain future. Similarly, the enlargement of the EU

challenges inter-regional cooperation and shifts European trade interests towards intra-EU
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trade. The recent proposals in 2003 for an EU-ASEAN free trade agreement must be
evaluated against the backdrop of the 25-member EU and the diverse ASEAN where the three

newer members are only gradually being integrated into the regional AFTA.

As to the specific export sectors under negotiation, the ASEAN countries have repeatedly
promoted tropical exports, such as vegetable oils, cocoa, pineapple and timber products as
well as textiles and clothing, and have requested better market access for these in the EU
market. The EU has typically referred to multilateral negotiations as the setting for market
access discussions; however, it has requested better market access for various manufactured

items including cars, computers, paper and chemical products.

Organizationally, ASEAN’s main dilemma in external trade negotiations is its loose structure.
Yeung et al (1999) pointed out that the major problem in this respect is the lack of any
mechanism to negotiate a common ASEAN position. While the EU has the Commission,
which is responsible for developing and negotiating a common trade policy in the name of the
European Union, ASEAN has no institutional body that has the responsibility or the authority
to develop a common negotiating strategy (cf. Archer 1983; 2001). At the same time, ASEAN
is a rather outward-oriented regional trade organization, with most of its trade being directed
outside the region. In contrast, the EU is more a community-oriented ‘trade bloc’ where trade
priorities are predominantly intra-regional. It is apparent that ASEAN is facing a challenge in

the coordination of its trade relations with the EU and with other trading partners.

4.5 Summary of the chapter

This chapter has presented findings on the trade policies of the EU and the ASEAN countries,
as well as on EU-ASEAN trade negotiations, against the framework of multilateral trade
policies of the WTO. As regards the EU, regionalism was found to have six specific types of
impact on the EU’s common trade policy: (a) an extended network of preferential trading
agreements; (b) harmonizing of import quotas; (c) the initiation of Market Access Strategy;
(d) the initiation of more anti-dumping measures against Asia; (¢) new regulations in the EU
standards. Of these, the first three were essentially liberalizing, while the rest were more
protective. The protectionist measures towards the ASEAN countries remained relatively
moderate. Other major changes in the EU’s trade policies, such as the overall decrease in

tariffs and the further elimination of import quotas on textiles and clothing products, were a
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result of multilateral agreements at the WTO. Based on the above, the geography of EU trade
policies evolved as follows:

- EU-wide decision-making and international representation were strengthened; in
AEMM, the EU adhered to multinational trade negotiations;

- the hierarchy of trade preferences became more extensive and complex; general
negotiations were commenced within the Asia-Europe Meeting;

- the industry requirements for protection decreased considerably in agriculture and
industry

Regarding trade policies of the ASEAN countries, the major impacts of regionalism included:
(a) the decrease of intra-regional AFTA tariffs; (b) the limited tariff preferences under the
Indonesia-Malaysia-Singapore growth triangle scheme; and (c) the extended network of trade
cooperation, including FTAs with China, India and Japan. All these had an essentially
liberalizing effect on regional trade. Major changes in external trade policies included those
based on multilateral agreements at the WTO, where the ASEAN members act on a national
basis. The overall decline in the external tariffs of the ASEAN countries was a result of the
multilateral trade negotiations, but temporary fluctuation in tariffs was observed in several
member countries after the Asian financial crisis in 1997. Other policies became either more
protective or more liberalizing, and some of the protectionist policies were a response to the
financial crisis. Thus, the geography of trade policies in ASEAN evolved as follows:

- decision-making in trade policies remained at the national level; the AEMM was
actively used to promote trade with the EU

- the hierarchy of trade preferences became slightly more extensive; general
negotiations were commenced within the Asia-Europe Meeting;

- the industry requirements for protection remained in some industries especially after
the Asian financial crisis

Furthermore, trade negotiations between the EU and ASEAN evolved in four phases based on
the activity of cooperation and issues of common interest: (1) General discussions 1978-86,
(2) Active bargaining 1988-92, (3) Enthusiasm for cooperation 1994-mid-97, and (4) Political
and structural challenges late-1997-2003. These phases reflected the trade priorities of both
parties, as well as the overall developments in the multilateral setting and the global trade

environment.
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5. EU-ASEAN trade flows and trade policies

In this chapter, the various trade policies related to trade flows between the EU and the
ASEAN countries are illustrated, answering the second sub-question posed in the introduction
of the study, namely:

What kind of policy stances can be identified based on the competitive structure of

industries in EU-ASEAN trade?

a. Which sectors in EU-ASEAN trade have been affected by regionalism and
multilateralism in trade policies?

b. How have Finland’s trade policies changed after joining the EU, and which sectors
have been affected by regionalism?

Firstly, the trends in overall exports and imports between the two regions are sketched to give
an overview both of the value and structure of trade (in section 5.1). Secondly, the
composition of trade is portrayed against the major trade policies of the EU and the ASEAN
countries (5.2.). The analysis is based on findings on trade policies presented in Chapter 4,
drawing together the incidence of trade policies with regard to trade flows both on a
longitudinal and cross-sectional basis. Thirdly, changes in the trade policies of Finland
towards ASEAN are illustrated with a study into detailed product categories of Finland-
Malaysia trade in electronics (5.3.). The findings show the sectors that were subject to the

changing trade policies as a result of Finland’s integration into the EU customs union.

5.1 The pattern of EU-ASEAN trade

Trade relations between Europe and Southeast Asia have evolved with significant changes in
both the volume and structure of trade. Created by colonial relations, the traditional trade
flows were based on Southeast Asian exports in the tropical primary sector and European
exports in the manufacturing sector. The industrialization of Southeast Asian countries was
the most important factor behind recent changes in the value and product composition of their
exports. This was related to the inflow of foreign direct investments and the shift of
manufacturing into the ASEAN countries since the late 1970s (Robison 1986; Hill 1989;
Alvstam 1993; Yeung 1994; Hill & Athukorala 1998; Bende-Nabende 2000; Alvstam 2001a;
Andreosso-O’Callaghan & Bassino 2001). The electronics sector, in particular, grew as a

result of the shift of assembly operations into some Southeast Asian countries.
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5.1.1 Trade value 1978-2002

The value of trade between the EU'** and ASEAN countries'*® has grown substantially (about
ten-fold in nominal terms) since 1978 when relations between the two groupings were
formalized. Both the ASEAN countries’ exports to the EU, and the EU countries’ exports to
the ASEAN countries have increased notably in the long run, the latter however slumping
somewhat following the Asian financial crisis in 1997. Figure 9. illustrates the value of the
ASEAN countries’ exports to the EU countries over the 25-year period. This data is compared
with the EU imports from ASEAN, depicting the same trade flows.

Figure 9. ASEAN exports to the EU; data comparison with EU imports from ASEAN (USD
millions), 1978-2002, and share of world exports (%), 1987-2000.
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Source: Compiled and calculated from the IMF Direction of Trade statistics, various issues.

'3 1n the trade analysis, the EU countries are treated as a grouping because of the common trade policy, and only
a few notions about national data will be provided. Aggregate data includes nine member countries up until
1980, ten members from 1981, twelve members from 1986, and 15 member countries from 1995 to 2002.

135 As to ASEAN, the analysis incorporates ASEAN-5 (Indonesia, Malaysia, the Philippines, Singapore and
Thailand), unless otherwise indicated. For simplicity, the aggregate trade of these countries is referred to as
‘ASEAN trade’. Other members (Brunei, Cambodia, Laos, Myanmar and Vietnam) are excluded, either due to
their insignificant trade with the EU, or due to the lack of data on trade policies, or both.

149



The annual value of the ASEAN countries’ exports to EU countries remained between 5 and
10 billion USD in the initial phase of 1978-1986. The takeoff can be said to have occurred in
1987, after which exports grew continuously, reaching the annual value of approximately 58
billion USD in 2000. The ‘mirror’ figures of the same trade flow, i.e. the EU countries’
imports from the ASEAN countries, corresponded well with this data up until 1994. After
that, there were more noticeable differences between the two sets of statistics that can partly
be explained by the overall growth in the figures. Total ASEAN exports to the EU, as a share
of total world exports, grew from about 0.5 % to about 1 % from 1987-2000.

Similarly, the value of EU countries’ exports to the ASEAN countries increased significantly
from 1978-2000, growing over nine-fold up until 1997 (Figure 10.). The initial takeoff began
in 1987. However, the value of trade declined dramatically due to the Asian financial crisis in
1998, but increased somewhat in 2000. The drop, in USD terms, reflects the currency
depreciation especially in Indonesia and Malaysia and the reduced demand in the ASEAN

countries.

Figure 10. EU exports to ASEAN: data comparison with ASEAN imports from the EU (USD
millions), 1978-2002, and share of world exports (%), 1987-2000.
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Again, the figures are compared with ‘mirror’ data of the ASEAN countries’ imports from EU
countries, and although data are less similar than in the previous case, they are relatively
consistent with each other for most years. The share of EU exports to the ASEAN countries,
as a percentage of world exports, increased from about 0.5 % to approximately 1 % from
1987-1997, after which the share declined to about 0.6 %. The most recent figures for the year
2002 show that the value of exports from EU countries’ to ASEAN countries remained at the
same level as in 1994. This also reflected significant changes in the trade balance between the

two regions, which clearly became negative for the EU from 1998 onwards.

5.1.2 Country composition

Since the ASEAN countries apply national trade policies, it is reasonable to examine the
shares of each ASEAN country in the aggregate EU-ASEAN trade flows. As was noted
above, Singapore, Malaysia, Thailand, Indonesia and the Philippines account for 90-95 % of
the ASEAN trade with the EU. Below, Figure 11. illustrates the country composition of
ASEAN-5 exports to the EU. It is evident that Singapore was the largest source with a share
of about 30 % of the total exports, followed by Malaysia (23 %), Thailand (20 %), Indonesia
(17 %) and the Philippines (10 %) in 2001.'% These shares have remained relatively stable for
two decades. The latest data for 1999-2001 show that the share of Indonesia has been

increasing slightly, while the share of Malaysia has been decreasing somewhat.

In comparison, Figure 12. shows the shares of each ASEAN country in the total ASEAN
imports from the EU. The country composition is fairly similar to the export shares,
Singapore being the major importer with almost 40 % of the total in 2001. The next largest
importers were Malaysia and Thailand, each with about 20 % of the total. Indonesia’s share
has decreased from about 30 % in 1982 to approximately 10 % in 2001, and the Philippines’
share has remained slightly below 10 %. Overall, there has been more fluctuation in the
annual shares of the ASEAN imports, than in their exports to the EU. During the latest period
from 1999-2001, Thailand’s and Malaysia’s shares have clearly increased, while Singapore’s

share has decreased somewhat.

1% For absolute values, see Figure AS5. in the Appendix.
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Figure 11. Country composition of ASEAN-5 exports to the EU countries, 1980-2001.
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Figure 12. Country composition of ASEAN-5 imports from the EU countries, 1980-2001.
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The Asian financial crisis after 1997 affected the ASEAN economies in different ways, and
there were differences between the countries in this respect. Singapore was not severely
affected by the crisis, being able to maintain the level of its imports from the EU and

absorbing about 40 % of all ASEAN imports from the EU in 1999 (Figure 12.). At the same
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time Malaysia, Thailand, and especially Indonesia suffered more from the economic

difficulties and the decreased demand for imports due to the financial crisis.

Trade is the cornerstone of EU-ASEAN relations, as Niemi (1998) has argued. However, the
relative importance of these inter-regional trade relations is greater to the Southeast Asian
countries than to the European counterparts. During the mid-1990s, about 14 % of ASEAN’s
total trade was with the European Union countries. From the EU’s perspective, the share of
Southeast Asia was about 4-6 % of its total trade."”’ This partly reflects the magnitude of
intra-EU trade. Hence, despite the significant growth in the value of EU-ASEAN trade neither
of the two regions, nor any of the countries involved, is dependent on these trade flows. It
must be noted, however, that altogether, the EU has more trade with the ASEAN countries
than with the 70 developing countries of the African, Caribbean and Pacific region linked to

the EU through the Lomé/Cotonou Convention (ibid.).

Inflow of foreign direct investments

It has been argued that trade patterns of the ASEAN countries are linked with inward
investments (Alvstam 1993; 2001a, Min 2003). In investment-driven trade, foreign companies
have set up premises in the ASEAN region, thereby generating imports of raw materials and
components, and exports of intermediate or final products.'*® Table 13. below summarizes the
total inflow of foreign direct investments (FDI) into five ASEAN countries from 1985 to
1999. As can be seen, Singapore and Malaysia have been the main recipients of global FDI
among ASEAN, while, at the same time, they have also been the largest traders with the EU

region.

Table 13. Inflow of foreign direct investments in ASEAN-5, 1985-1999 (USD mill.).

1985 | 1990 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999

Indonesia 3101 1,093 | 1,482 | 1,777 | 1,648 | 1,500 | 3,743 | 5,594 | 4,499 | -400 | -2,817

Malaysia 695 | 2,332 | 3,998 | 5,183 | 5,006 | 4,342 | 4,178 | 5,078 | 5,137 | 2,163 | 1,553

Philippines 12 530 544 | 228 864 | 1,283 | 1,079 | 1,335 | 1,068 | 2,127 436

Singapore | 1,047 | 3,541 | 4,361 887 | 2,534 | 3,973 925 | 2,049 | -773 |7,018 | 3,041

Thailand 163 | 2,303 | 1,847 | 1,966 | 1,571 873 1 1,182 | 1,405 | 3,356 | 6,811 | 5,344

Sources: Urata (1998); UN (2000) Statistical Yearbook for Asia and the Pacific.

'3 The most important export recipients in the EU have been Great Britain and Germany, who have together
absorbed almost 50 % of total ASEAN exports to the EU region. Similarly, Germany, Great Britain and France
have been the most important sources of ASEAN imports from the EU, and Germany alone has provided about
30 % of all ASEAN imports from the EU (Niemi 1998, 14).

'8 From the EU region, companies from Britain and Germany are major investors in the ASEAN countries,
especially in Singapore, Malaysia and Thailand. Accordingly, part of the ASEAN trade with the EU is
constituted from the overseas production of these European companies, such as Siemens.
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5.1.3 Commodity structure

The notable increase in trade value was linked to the changing commodity composition of
EU-ASEAN trade over the two decades. Since the 1980s, the rapid expansion of the
manufacturing sector in the ASEAN countries has been related to the inflow of FDI which led
to strong growth particularly in the exports of Singapore, Thailand, and Malaysia (Alvstam
1993; Yeung 1994; Hill & Athukorala 1998; Bende-Nabende 2000; Alvstam 2001a;
Andreosso-O’Callaghan & Bassino 2001). The major new exports have been in globalized
industries, such as textiles and clothing, machinery, and electrical appliances, which operated
global commodity chains reflecting the global competitive structures of the industries (cf.

Stopford et al 1991).

5.13.1 The ASEAN countries’ exports to the EU countries

In 1980, the bulk of Southeast Asian exports to Europe consisted of tropical primary
commodities, and according to the ASEAN Secretariat (2002), agricultural products
accounted for 48 % and manufactured goods for 36 % of exports at the time. The composition
of exports changed as the ASEAN countries began to industrialize, and in the 1990s, the share
of manufactured goods peaked at 80 %, while the share of agriculture decreased to about 16
%. During the late 1990s, the pattern of trade continued to change significantly. Categorized
by (combined) HS sections, ASEAN exports to the EU comprised the following major sectors
(Table A6. in the Appendix) for 1993-2001:

- HS 85 Electrical equipment

- HS 84 Machinery, computers

- HS 50-67 Clothing, textiles, footwear

- HS 01-24 Agricultural products, foodstuffs (e.g. vegetable oils, fish, fruit)
- HS 39-49 Basic manufactures (e.g. rubber, wood, plastics, paper)

- HS 25-38 Chemicals, mining, energy (e.g. ores, fuels)

Figure 13. shows the ensuing structure of aggregate exports of the ASEAN countries to the
EU (in USD terms) for 1993-2001. Data for the nine-year period indicates a large and
increasing value and share of manufacturing exports during this period. The absolute value
and the relative share of electrical equipment, and machinery and computers, increased
notably, and, in 2000, these two product groups accounted for over 60 % of ASEAN exports
to the EU. At the same time, the absolute value of agricultural exports decreased slightly,
while the value of textiles and footwear remained relatively stable. The share of both

agriculture and textiles in overall ASEAN exports to the EU decreased noticeably. The value
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and share of mining, energy and chemicals exports increased somewhat, their overall

significance being rather small, however.

Figure 13. Structure of the ASEAN countries’ exports to the EU countries, by combined HS
sections, 1993-2001 (USD thousand).
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In order to check the accuracy of data, figures from the ASEAN Secretariat (2002) were
compared with data from the IMF Direction of trade statistics for the period 1993-2001. As
can be seen in Table 14., the figures are similar to each other in 1993 and 1999, but deviate
somewhat in the other years, especially in 1997 and 1998. While data from the ASEAN
Secretariat (2002) portrays a slight slump in the value of exports from 1997-1998 (as depicted
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in Figure 13.), the IMF DOTS data shows a steadily increasing annual trade value up until the
year 2000.The biggest differences thus occur in the years of the Asian financial crisis.
Currency depreciation in several ASEAN countries after the financial crisis could explain the
deviations. As currencies depreciated throughout the crisis years, fluctuating exchange rates
to the USD might have been used in different statistics for converting local currencies into US
dollars (e.g. the annual average value vs. the end of year value). By contrast, differences in the
country composition between the two sets of data are a less probable reason for deviations,

due to the insignificant value of exports of the smaller ASEAN economies.'”

Table 14. The ASEAN countries’ exports to the EU; comparison of data from two sources,
1993-2001 (mill. USD).

Data source 1993 1994 1995 1996 1997 1998 1999 2000 2001
IMF DOTS 31,399 36,810 41,930, 45,027| 50,623 52,732 54,898 58,0600 53,917
IASEAN 31,392 35,196| 44,286/ 46,926/ 46,087 46,144| 55,725 60,752 56,681
Deviation -7 -1,614 +2,356 +1,899 -4,536 -6,588 +827 +2,692 +2,764
Note: IMF data includes ASEAN-5 (Indonesia, Malaysia, Philippines, Singapore, Thailand); ASEAN
data includes ASEAN-5 plus Brunei, plus Myanmar from 1999 onwards, plus Cambodia from 2000-01.

Sources: Author’s calculations from the IMF Direction of Trade Statistics, various issues; and
ASEAN Secretariat (2002).

The product composition of ASEAN exports to the EU supports the argument of emerging
industrial core areas in Southeast Asia as depicted in the regional theory of world trade
(Grotewold 1990); however, peripheral industries still predominate in the region.
Multinational companies have set up premises in the region to establish networks of
production, often in the assembly operations of intermediate or final products for exports, and
the subsequent increase in the ASEAN countries’ exports of electrical appliances and
machinery has been linked to the foreign-owned production in these sectors. Consequently,
since electronics and engineering are major sectors with a substantial inflow of foreign direct
investments in the ASEAN countries (Dobson 1997), part of the trade flow could be induced
from these investments (cf. Alvstam 1993; 2001a).

5.1.3.2 The ASEAN countries’ imports from the EU countries

Throughout the period between 1980 and 2001, the composition of ASEAN countries’

imports from the EU countries remained fairly stable with regard to the share of

' Data from ASEAN Secretariat (2002) includes ASEAN-5 plus Brunei, plus Myanmar for 1999-2001, plus
Cambodia for 2000-01.
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manufacturing products which increased from 85 % in 1980 to about 90 % in the mid-1990s
(ASEAN Secretariat 2002), with machinery and electrical appliances as the main product
groups. Categorized by (combined) HS sections, ASEAN imports from the EU comprised the
following major sectors (Table A6. in the Appendix):

- HS 84 Machinery, computers

- HS 85 Electrical equipment

- HS 25-38 Mining, energy, chemicals

- HS 68-83 Base metals, jewellery, ceramics (e.g. chemicals)

- HS 39-49 Basic manufactures (e.g. plastics, paper, rubber, wood)
- HS 86-89 Vehicles

Figure 14. Structure of the ASEAN countries’ imports from the EU countries, by combined
HS sections, 1993-2001 (USD thousand).
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As can be seen from Figure 14., data shows an increase in the import value of machinery and
computers, electrical equipment, and mining, energy and chemicals up until 1996. What is
notable is the impact of the Asian financial crisis on imports: after the peak, the absolute
value of imports in machinery and computers, base metals and mining decreased substantially
as a result both of financial difficulties and the decline in investment in some member
countries in 1998. However, imports of electrical equipment decreased relatively little and
increased steadily again from 1999 onwards. Since the value in almost all product groups
decreased, their shares remained relatively stable throughout the period; the share of the two

biggest groups remained at over 50 % of total import value.

Again, to check the accuracy of data, the above figures were compared with data from the
IMF Direction of trade statistics. The figures in the two data sets were found to be relatively
close to each other in 1994, 1997 and 1999, but deviate somewhat in the other years (Table
15.). The biggest differences occur in 1995 and 1996, however in opposite directions. Figures
from the ASEAN Secretariat (2002) might overestimate both the peak in imports in 1996 and
the subsequent fall in 1998. However, the figures for post-crisis years do not show such major

differences as the pre-crisis figures.

Table 15. The ASEAN countries’ imports from the EU; comparison of data from two sources,
1993-2001 (mill. USD).

Data source 1993 1994 1995 1996 1997 1998 1999 2000 2001
IMF DOTS 32,822 39,528 50,801 53,129 51,139 35,057 34,330 37,447 37,994
IASEAN 31,822 38,729 46,393 57,381] 51,010, 33,256/ 34,710 38,958 39,678
Deviation -1,000 -799  -4,408 +4,252 -129 -1,801 +380 +1,511] +1,684
Note: IMF data includes ASEAN-5 (Indonesia, Malaysia, Philippines, Singapore, Thailand); ASEAN
data includes ASEAN-5 plus Brunei, plus Myanmar from 1999 onwards, plus Cambodia from 2000-01.

Sources: Author’s calculations from the IMF Direction of Trade Statistics, various issues; and
ASEAN Secretariat (2002).

Regarding the product composition of the ASEAN countries’ imports from the EU countries,
the large shares of electrical equipment and machinery indicate that part of the imports is
explained by assembly operations in the ASEAN countries. Also, the relatively large share of
base metals could denote imports of raw materials for machinery and appliances. This might
be related to the earlier notion of FDI-induced trade between the EU and the ASEAN

countries.
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5.2 Trade policies related to EU-ASEAN trade flows

The various trade policies presented in chapter 4 are portrayed here against the pattern of EU-
ASEAN trade flows. Reflecting Stopford et a/ (1991), the major sectors in EU-ASEAN trade
are depicted according to trade policies and the competitive structure of industries. Findings
show that a major share of EU-ASEAN trade was relatively liberal because the main sectors
comprise of mainly globalized industries. For the EU, regionalism and multilateralism
implied major changes in trade policies. For ASEAN, multilateralism and the Asian financial
crisis were the main explanations for changes in trade policies, while regionalism did not have
a direct effect on external trade policies. Based on the findings, it is argued that as the scale of
decision-making is shifting from the national to regional, the dominant industries in a region

gain for the strengthened role of the regional trade organization in multilateral negotiations.

5.2.1 EU import policies towards the ASEAN countries

The EU’s import policies, as discussed in the previous chapter, have been based both on a
variety of preferential schemes on a country basis and on industrial protection on a sectoral
basis. The protected sectors have included agriculture and ‘sunset’ industries such as textiles
and clothing. In the 1980s, the composition of the ASEAN countries’ exports began to change
with notable growth in product categories against which the EU had strong protectionist
measures and wished to isolate from world market pressures (Yeung ef al 1999). For example,
the Southeast Asian clothing and footwear sectors were in direct competition with the
industries in Spain, Italy and Portugal, and despite the EU’s protectionism, these exports from
ASEAN to the EU increased significantly.'® From 1990-2002, the ASEAN countries’ exports
to the EU were subject to sector-specific, but overall liberalizing, import tariffs, quotas, and
other restrictions. These are investigated below according to, firstly, the major export sectors,

and secondly, the major changes in trade policies due to regionalism and multilateralism.

5211 Policies towards the major sectors

The EU’s import restrictions were eased in all major ASEAN export sectors from 1993-2001.

Below, Table 16. lists the nine biggest product categories and the related EU trade policies.''

10 According to Yeung et al (1999, 92), ASEAN’s textile exports to the EU increased by 900 %, clothing by 250
%, and electronic components by 187 % from 1980-1988.

'8! Tariffs in Table 16. are basic MFN rates, but the actual tariffs imposed on ASEAN countries’ exports were
slightly lower due to GSP reductions in some products. The GSP will be further discussed in 5.2.1.3.
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The cumulative value of the nine largest export sectors (by HS 2-digit sections) represented
72 % of total ASEAN exports to the EU. As can be seen, the average tariff declined from 9 %
to 6.6 % during the period. Also, other restrictions, notably the number of quotas, decreased.
Some products within these categories were subject to the EU’s anti-dumping actions, the

number of which increased during the latter part of the 1990s.

Table 16. Largest product categories in ASEAN exports to the EU (cumulative 1993-2001),
and trade policies applied, by HS sections.

AS exp EU Average EU MFN Other import
HS | Description 1993-2001 tariff % restrictions
(mill. USD) 1995 1999 2002
85 | Electrical equipment 129,412 5 3.0 2.8 | Anti-dump.act.
84 | Machinery, computers 98,554 4 1.7 1.7 | Anti-dump.act.
61 | Apparel/clothing (knitted) 14,352 13| 12.3 | 11.9 | Quotas
40 | Rubber 12,450 3 24 2.4
62 | Apparel/clothing (not knitted) 12,122 13| 124 | 11.9 | Quotas
15 | Fats and oils 11,753 17 8.2 8.9 | Licensing
64 | Footwear 9,211 11 10.0 | 10.0 | Anti-dump.act.
29 | Organic chemicals 8,158 7 4.7 3.7
87 | Vehicles, cars and trucks 7,354 8 6.4 6.4
Sum 303,366 | aver. | aver. | aver.
% of total ASEAN exports to EU 2% 9 6.8 6.6

Note: EU tariffs are simple averages from tariff rates at 6-digit CN level and lower. Thus the inner
variation within one HS chapter might be considerable.

Sources: Compiled and calculated from ASEAN Secretariat (2002); WTO (1995a; 2000a;
2002a).

The main sectors in the ASEAN countries’ exports to the EU are portrayed in relation to trade
policies imposed and the competitive structure of industries, as suggested by Stopford et a/
(1991) and elaborated in Figure 5. in the framework of this study. The sectors are positioned
in the ‘spheres of possible bargaining sites’ where, on the vertical axis industries are
categorized according to their competitive structure into three types: global, local-for-local,
and natural resource added-value. On the horizontal axis four types of trade policy intent are
distinguished: free imports, import substitution (protection), dependent exporting, and
independent exporting. The findings on each major sector are presented below, and are
summarized in Figure 16. that illustrates the EU’s stances in trade policies in various

industries.

Electrical equipment. The most important ASEAN export sector faced a liberal EU import

regime. Average EU tariffs for electrical equipment and appliances declined from 5 % to less

12 The selection of years for tariff data was based on the availability of data from the GATT/WTO Trade Policy
Reviews on the EU, which were published in 1995, 1999 and 2002.
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than 3 % during the period. Anti-dumping actions were initiated by the EU towards some
products, such as magnetic disks from Indonesia and Malaysia (further discussed in 5.2.1.2).
At the same time, the value of ASEAN exports of electrical equipment to the EU increased
substantially. The liberal trade regime and the increasing trade flows were based on the global
nature of the industries that produce electrical equipment and appliances. Production is
characterized by trade in intermediate products between various locations and the ensuing
global commodity chains. Several ASEAN countries are important producers of electrical
equipment, such as household electronics or integrated circuits, and the EU maintains low

trade barriers on the sector (Figure 16).

Figure 15. ASEAN exports of computers and machinery (HS 84) to the EU, and the EU tariff
applied, 1993-2001.
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Machinery and computers. Also the other major sector was subject to liberal, and a
constantly liberalizing, EU trade policy. Average tariffs for machinery and computers
declined from 4 % in 1995 to 1.7 % in 2002. The EU initiated anti-dumping actions against
some products, such as personal fax machines from Malaysia, Singapore and Thailand. The
value of ASEAN exports of machinery and computers to the EU increased notably during the
period. Again, the sector is highly globalized, while it comprises of finished products, such as
engines, paper machines or typewriters. Figure 15. illustrates developments in terms of the
falling EU tariff for the category of computers and machinery (HS 84) and the growing value

of exports.
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Apparel/clothing and footwear. ASEAN exports of apparel (knitted and not knitted) and
footwear were subject to relatively high trade barriers in the EU. Tariffs of apparel/clothing
averaged 13 % in 1995 and declined only slightly to 12 % in 2002, and despite the process of
phasing out the earlier quotas under the Multi-Fibre Arrangements, several clothing products
were still subject to quotas. In footwear, tariffs declined slightly from 11 % to 10 % during
the period, but some products were subject to anti-dumping actions. Regarding trade flows,
the absolute value of ASEAN exports of clothing and footwear to the EU remained somewhat
stable during the period, while their share clearly declined. The sector had been one of the
first to globalize, and in the EU, it is characterized as a ‘sunset’ industry where European

manufacturers face intense competition from many newly industrializing countries in Asia.

Rubber. ASEAN exports in the traditional sector of rubber faced a liberal trade policy in the
EU throughout the period, with the average tariff nevertheless declining from about 3 % to
2.4 %. The value of rubber exports from ASEAN to the EU increased during the first half of
the decade, but decreased somewhat during the latter half. This may relate to the depreciating
currencies or the increased competition with synthetic substitutes, which might have
negatively affected the exports to the EU market. The liberal import policy is explained by the

lack of the natural resource in the EU region.

Fats and oils. The other traditional natural resource based export sector of ASEAN countries,
vegetable oils, was subject to higher tariffs, as well as licensing in the EU, based on the
protective EU import regime for many agricultural products. The average tariff for fats and
oils was 17 % in 1995 and decreased to about 8 % in 2000, and increased slightly to
approximately 9 % in 2002. [In comparison, the average GSP tariff for fats and oils was 6 %
in 1999 (WTO 2000a, 176)]. Fats and oils were the most important agricultural export sector
of the ASEAN countries to the EU,'®® and their annual value increased up until the mid-1990s
but decreased in the late 1990s. The EU’s relatively high average trade barriers on the sector
are explained by the protection of e.g. olive oil that is a substitute for the imported vegetable

oils from Asia.

Organic chemicals. Among several ASEAN export sectors, organic chemicals were subject

to moderate import restrictions in the EU. The average tariff declined from 7 % in 1995 to

19 Niemi (1998, 39) pointed out that almost 25 % of total agricultural exports from ASEAN to the EU in 1996
were vegetable oils and fats, of which crude palm oil was mainly from Malaysia and Indonesia and coconut oil
from the Philippines. The EU countries preferred to buy crude vegetable oils chiefly because of the lower tariffs
on unprocessed products and because of the need to further refine the oil due to quality deterioration during long
transport. Palm oil was subject to a lower import tariff, averaging 8 % in 1999 (WTO 2000a, 97).
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less than 4 % in 2002. At the same time, the value of exports increased substantially, and was
up 7-fold during the period. The sector comprises many intermediate products globally traded

for chemicals industries.

Vehicles; cars and trucks. The ninth biggest ASEAN export sector comprised vehicles,
mainly passenger cars and trucks, and faced moderate import restrictions. The average EU
tariff of this product group declined from 8 % in 1995 to about 6 % in 2002; however, with a
large tariff range (WTO 2000a). At the same time, the value of ASEAN exports in this global
industry increased approximately threefold. The EU’s relatively moderate policy (though
more protective than in Japan or the US) was based on its position as the world’s largest
producer of motor vehicles and the largest market for passenger cars. The motor vehicle
industry is regarded in the EU as a strategic industry because of its importance in employment

and trade.

To summarize, the overall trade flow was dominated by two categories (electrical appliances,
and machinery and computers) that comprised about two thirds of total exports and faced a
liberal import policy in the EU.'®* Thus a major part of trade was relatively liberal. Other
major categories, apparel and clothing accessories, rubber, fats and oils, and footwear, were
subject to varying, yet liberalizing import policies. The only sector with a slightly increasing
average tariff in 2002 was fats and oils, the tariff of which had, however, been lowered

considerably from 1995-1999.

The pattern that could be observed is that the EU’s import policy in various industries (Figure
16.) varied mainly between free imports of certain natural resource-based agricultural
products which are not available from the EU region, such as coffee, tea and spices, to import
substitution in the ‘sunset’ industries of clothing and footwear, as well as highly protected
dairy, meat, fish and cereals. The free import regime was also applied in pulp, fuels and
rubber. In exports, the main category was the free exporting in the global industries of e.g.
pharmaceuticals, electronics, vehicles, paper and machinery. The position of each industry in
the figure is based on empirical findings where data was categorized at the HS 2-digit level.
Thus some industries, e.g. machinery and computers, are made up of numerous different types
of products with distinct competitive structures and trade policies, which could be located at
different points in the graph. The eventual position of the broad category is based on the

average trade policy in that industry.

194 The market share of ASEAN exports in this sector in the EU market was about 4 % in 2000 (Eurostat 2004).
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Figure 16. The EU’s trade policy by type of industry.
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Note: The graph portrays major industries with either high value of imports or high protection in the
EU; major industries of ASEAN exports to the EU are in bold.
Source: Author.

Based on the competitive structures of industries and the trade policies applied, as illustrated
in the above scheme, four types of policy stances towards various industries can be identified
in EU-ASEAN trade, namely:

= policies for the ‘winners’, i.e. liberal policies towards global industries (upper left part of
the scheme)

= policies for the ‘specific’, i.e. liberal policies towards natural resource based products not
available domestically (lower left part of the scheme)

= policies for the ‘pressured’, i.e. restrictive policies towards global sunset or infant
industries (upper right part)

= policies for the ‘subsistence’, i.e. restrictive policies towards local strategic industries or
agriculture (lower right part of the scheme)

As to market shares of ASEAN products in the EU market, the major ASEAN export
category, i.e. machinery, electronics and transport equipment combined, had a share of about
5 % of all extra-EU imports in this category in 1990, and the share declined to approximately
4 % in 2001. However, its absolute value increased by about 150 % during this period

(Eurostat 2004).'® This was mainly because of the significant increase in imports of these

1% Data refers to imports originating from three major ASEAN exporters: Malaysia, Singapore and Thailand.
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products from other sources, such as the United States and China. At the same time, the EU
trade policy also became slightly more restrictive towards the ASEAN countries in certain
product groups, as several anti-dumping measures were in force and some tariff preferences
under the GSP were eliminated during the 1990s (see 5.2.1.2). Despite these policies, the

value of ASEAN exports increased, as noted above.

Altogether, the changes in the EU trade policies were induced from developments in regional
or multilateral policy-making that affected different industries in different ways. While the
impact of regionalism is the focus of this study, the EU’s common trade policies were also
subject to multilateral decision-making, i.e. the results of the Tokyo and Uruguay round
negotiations. In the following two sections, the impacts of regionalism and multilateralism on

EU trade policies are explained in relation to the ASEAN countries’ exports to the EU region.

5.2.1.2 The impact of regionalism

The process of regionalism from 1990-2002 had specific effects on the EU’s trade policies
towards ASEAN. As was summarized in 4.2.7, the major impacts of regional economic
integration on the EU’s import policies were: (a) the extended network of preferential trading
agreements both in Europe and on the global level; (b) the harmonization of import quotas;
(c) an increase in the number of anti-dumping actions, especially towards China and India;
and (d) new standards and regulations regarding safety and environment issues. Furthermore,
(e) the negotiating mandate of the Commission strengthened the role of the EU in
international trade negotiations. These affected ASEAN exports to the EU in a slightly
restricting way, especially in textiles and clothing, and in certain consumer electronics, which

are further discussed below.

(a) The extended network of preferential trading agreements

During the 1990s, the network of the EU’s preferential trade arrangements became more
complex; in this process, the relative status of the ASEAN countries declined. The EU gave
new preferences particularly to the Eastern European countries due to the gradual integration
process, and to the African, Caribbean and Pacific countries based on the development
assistance policy within the Lomé Agreement. Only some ASEAN exports enjoyed
preferential tariffs within the EU’s GSP system, and these were also subject to several
exceptions. The EU’s GSP reductions were relatively modest for its highly protected

agriculture, especially for fish, vegetables, fruit, fats and oils, preparations of fish and
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preparations of fruits and vegetables, which were major categories of ASEAN exports to the
EU (WTO 2000a)."®® In contrast, the GSP treatment was more generous in imports of
chemicals, plastics, rubber, machinery and electrical equipment, where the basic MFN tariffs
were also relatively low. As to ASEAN exports, the value of agriculture remained fairly

stable, while the value of chemicals, plastics and electronics clearly increased.

Additionally, the elimination of many GSP preferences by the ‘graduation’ mechanism
affected the ASEAN countries’ exports from 1996 onwards. Singapore’s electronics and
electrochemical sectors were graduated in 1996, and all Singaporean exports were graduated
in 1998. In addition, the EU excluded several ASEAN sectors from the GSP in 1999, namely:
Thailand’s exports of fish products, fruit, plastics and rubber, leather and fur-skins, clothing,
footwear, and jewellery and precious metals; Malaysian exports of cereals, vegetable oils,
plastics and rubber, wood, clothing, and consumer electronics; Indonesian exports of
vegetable oils, wood, and footwear; the Philippines’ exports of vegetable oils; and Brunei’s
exports of jewellery and precious metals.'®’” Since 1999, all these sectors have been dealt with
using the basic MFN tariffs. In 2002, also Thailand’s exports of rubber, clothing and footwear

were graduated.'®®

As a result, the major ASEAN exports were increasingly treated as non-preferential by the
EU, and the average tariff shifted closer to the MFN rates throughout the decade. For major
product categories, the average applied tariffs were between the MFN rates and the GSP
preferential rates, depending on the sensitivity of the product and the country of origin.'® For
example, the average applied tariff for electrical appliances (HS 85) in 1999 was between the
MEFN tariff of 3.0 % (see Table 16.) and the GSP tariff of 1.1 % (WTO 2000a). While most
electrical appliances, machinery and computers were ‘non-sensitive’, i.e. permitted zero-tariff
imports in the EU, many exceptions were listed in the ‘sensitive’ products list with an import

duty of 70 % of the basic MFN rate. Also all apparel and clothing accessories were ‘very

'% The complexity of the EU’s preferential trade arrangements complicates the assessment of the arrangements.
In an effort to investigate the impact of these arrangements, the WTO (2000a, 47) conducted an analysis of
market access under the EU’s numerous preferential regimes in 1999. The analysis employed the EU’s TARIC
database on the applied tariff for all products from all origins under all regimes in 1999, adding up to
approximately 16 million records altogether. Based on this data, averages for e.g. the GSP preferential rates were
calculated by the WTO. In Table A7 (in the Appendix), these are compared with the basic MFN rates for major
product groups in ASEAN exports to the EU.

17 Council Regulation (EC) No 2820/98 of 21 December 1998 applying a multiannual scheme of generalized
tariff preferences for the period 1 July 1999 to 31 December 2001. OJ L 357, 30/12/1998.

' Council Regulation (EC) No 2501/2001 of 10 December 2001 applying a scheme of generalized tariff
preferences for the period 1 January 2002 to 31 December 2004. OJ L 346, 31/12/2001.

1 The HS chapters in Table 16. included product categories with GSP preferences, as well as those without the
preferences. Based on data from the WTO (2000a), the GSP rates can be assumed to be 1-2 percentage points
lower than the MFN rates.
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sensitive’ and were imposed a duty of 85 % of the basic rate.'”’ Altogether, the changes in the
EU’s preferential schemes during the 1990s had the effect of eliminating some earlier

preferences towards ASEAN, with a slightly restricting impact on ASEAN exports to the EU.

(b) Harmonization of import quotas

While the existence of quotas had a generally protective impact on trade, the harmonization of
quantitative restrictions from national into pan-EU ones in 1993 had a slightly liberalizing
effect on some agricultural and industrial exports of the ASEAN countries, as some quotas
were altogether eliminated in the process. Access conditions improved in certain ‘sensitive’
product categories such as fruits, cereals, food preparations and consumer electronics (GATT
1993a, 67; WTO 1995a, 57). The remaining harmonized quotas that affected the ASEAN
countries’ exports included some agricultural and fishery products, as well as textiles and
clothing. In agriculture, the EU imposed ‘community’ quotas on manioc from Thailand and
Indonesia, and on canned sardines and tuna from Thailand and the Philippines (abolished in
1996), and on bananas (ibid.), with no impact on the ASEAN countries. At the same time, the

value of ASEAN exports to the EU in these agricultural products remained relatively small.

(c) Anti-dumping actions

As was illustrated in section 4.2., the EU’s anti-dumping actions increased during the late
1990s, and a major share was directed towards imports from Asian countries, including six
ASEAN members. From 1996-2002, altogether 38 new investigations were initiated towards
the ASEAN countries (Table A8. in the Appendix.).'”" The affected product categories
included e.g. consumer electronics, footwear, bicycles, certain plastics, and polyester fibres
and yarns. In 1997, the EU had 19 measures in force towards exports from ASEAN members,
and in 2000, altogether 33 measures (Table 17.), most of which were against Thailand,
Malaysia and Indonesia. The increase was mainly a result of the new investigations initiated
by the EU in 1999. The anti-dumping measures in most cases resulted in extra duties imposed
on these imports to bring their price closer to the ‘normal value’. In some cases, the exporting
company raised the price to the agreed level (by ‘undertakings’) in order to avoid anti-
dumping import duty. From 2000-2003, several of the cases against the ASEAN countries had

been concluded, and at the end of 2003, the number of measures in force had declined again

17 Council Regulation (EC) No 3281/94 of 19 December 1994 applying a four-year scheme of generalized tariff
preferences (1995 to 1998) in respect of certain industrial products originating in developing countries. OJ L
348, 31/12/1994 P. 0001-0056.

"' However, the number of EU anti-dumping investigations towards the ASEAN countries remained moderate,
compared to measures against e.g. China or India; a total of 212 new investigations were initiated towards all
countries.
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to 18, of which 8 measures were towards Thailand (EU 2003; 2004). New measures included
e.g. steel ropes and cables from Thailand, ring binder mechanisms from Indonesia, and zinc

oxides from Vietnam.

Table 17. The EU’s definitive anti-dumping measures towards ASEAN countries in force on
31.12.2000 (by year of Council regulation); product categories affected.

Year | Indonesia | Malaysia Philippines Singapore Thailand Vietnam
1993 | Magnetic Magnetic Electronic
disks disks weighing
scales
1995 Colour TVs Colour TVs Colour TVs
1996 | Bicycles; Bicycles Bicycles; PTY;
PTY Tube/pipe fittings
(iron/steel)
1997 | Footwear; | PTY; Ring Lighters Lighters (non-
Sacks& binder (non- refillable);
bags mechanisms | refillable) Sacks & bags
1998 | Footwear Personal fax Personal fax | Footwear; MG
machines; machines Personal fax
Stainless machines;
steel Stainless steel
fasteners fasteners
2000 | PET; PET; PET,; Polyester
Polyester fibres; Tube/pipe
fibres fittings (cast iron)
Total 8 8 1 3 12 1
33

Abbreviations: PET = Polyethylene terephthalate. PTY = Polyester textured filament yarns.
MG = Monosodium glutamate.

Source: Compiled from EU (2001).

The overall impact of the EU’s anti-dumping actions on ASEAN exports was thus fairly
restrictive. Since measures were often directed towards imports where tariff protection was
relatively low, such as electronics and other manufactured items, the anti-dumping measures
had a role of protecting (or ‘defending’) the domestic EU industries against ‘dumped’
imports. Hine (2000) discussed the EU’s various trade policies towards ASEAN, and pointed
to arguments about anti-dumping actions which can be regarded as the primary form of new
protection in both the US and the EU. In Hine’s account, there was evidence that producer
organizations had ‘captured’ the anti-dumping regime and were able to influence the outcome
of the anti-dumping investigations. Exceptionally high rates of anti-dumping duties, which
remain in force for five years, were imposed on selected suppliers, especially from China and
India, that were particular targets of the EU’s anti-dumping actions. As such, anti-dumping
actions were an example of a trade policy in which domestic industries played a direct role (as

illustrated in Figure 4. in section 2.5.)
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(d) Standards and technical requirements

The EU’s standards and technical requirements were typically imposed for apparent safety
and environmental reasons. The affected sectors included chemical products, pharmaceutical
products, food, and certain industrial products, as well as the labelling of the products.
Exports of the ASEAN countries in these sectors were affected by standards and technical
requirements; however, no specific data was available on the product categories affected.
Basically, standards are different in the ASEAN countries and the EU has not signed Mutual
Recognition Agreements with the countries, as it has with some other trade partners, such as

the US and Japan; however, cooperation in this field started in 1997.

(e) The negotiating mandate of the Commission

The authorization of the Commission to negotiate for and to represent the entire EU in
multilateral forums in 1999 made the EU a more powerful actor in international trade
negotiations. Ostensibly, this did not have a direct impact on the EU’s import policies towards
the ASEAN countries’ exports. The possible effects are long-term and indirect since the EU’s

interests have more influence on the outcome of multilateral and inter-regional negotiations.

Summarizing from the above, EU regionalism had slightly restricting effects, both direct and
indirect, on ASEAN exports. In the most restricted sectors, agriculture, textiles and clothing,
the value of ASEAN exports to the EU remained somewhat stable throughout the years from
1993-2001. This was related to the further cost-competitiveness of intra-EU trade because of
the Single Market, and the free trade agreements made with the Eastern European countries

since 1992.

5.2.13 The impact of multilateralism

Besides the policy changes initiated regionally, the EU’s common external trade policies were
subject to multilateral agreements. As was summarized in 4.2.7, major changes in the EU’s
common trade policies due to multilateralism, i.e. the WTO commitments, were: (a) tariff
reductions, especially in agriculture; and (b) integration of textiles and clothing into ‘GATT
1994°, that is, transforming quotas into tariff duties (tariffication) in the textiles and clothing
trade. These affected the ASEAN exports to the EU mainly in a liberalizing way, thus
levelling out the basically protectionist EU regimes in agriculture and the textiles and clothing

sector.
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(a) Tariff reductions

While the Common Agricultural Policy remained the major protective instrument in EU-wide
trade policy on agriculture, the sector was subject to notable tariff liberalization as a result of
WTO agreements. The major reductions in EU tariffs took place in agriculture; in effect, the
average tariff rates in all agricultural product categories (by HS chapters) declined from 1995-
2002. The largest reductions occurred in cereals, meat, tobacco, residues of food industry,
cereal preparations, sugars and beverages (Table 18.); however, none of these were among
major categories of ASEAN exports to the EU. All tariff reductions were a result of
multilateral liberalization and commitments made at the GATT/WTO. The value of cereals
and meat in ASEAN exports to the EU increased somewhat during the period under
investigation. In contrast, exports of residues from the food industry decreased. Other sectors,
such as tobacco, cereal preparations and sugar, were minor or insignificant in overall ASEAN

exports to the EU.

Table 18. Product categories with major reductions in the EU’s average MFN tariffs and the
related ASEAN exports to the EU (by HS chapters).

EU MFN tariff % AS exp EU 1993-2001

HS | Description

1995 1999 2002 | mill. USD Trend
10 | Cereals 62 47 39 964 increasing
02 | Meat and edible meat offal 50 33 28 | 1,044 increasing
24 | Tobacco and manufactured substitutes 46 21 18 847
23 | Residues of food industry 37 14 7| 1,245 decreasing
19 | Preparations of cereal, flour, milk 35 18 16 418
17 | Sugars, sugar confectionery 31 18 21 498
22 | Beverages, spirits, vinegar 25 8 6 118
35 | Glues, albuminoidal substitutes, enzymes 12 9 7 123
48 | Paper and paperboard 8 4 2| 1,722 increasing

Note: Figures for ASEAN exports to EU are cumulative for 1993-2001. EU tariffs are simple average
MFN tariffs (%).

Sources: Compiled and calculated from ASEAN Secretariat (2002); WTO (1995a; 1997a;
2002a).

By contrast to the steep decline in the EU tariffs of the above product categories, there were
nevertheless exceptions, for example, in agriculture. The average tariff for HS 04 including
dairy products, eggs and honey was 51 % in 1995 and had only fallen to 38 % by 2002. Thus
it remained higher than the overall tariff for agriculture. In addition, agriculture was
continuously protected by the EU’s Common Agricultural Policy. Figure A6. in the Appendix
illustrates changes in the EU’s MFN tariffs for agricultural imports.
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In industry, there were two product categories with notable tariff liberalization: paper and
paperboard, and glues, enzymes and albuminoidal substitutes (Table 18.). Compared to
agriculture, their trade policy had been relatively liberal even before 1995. The value of
ASEAN exports of paper and paperboard to the EU increased during the period 1993-2001,

but the value of glues and albuminoidal substitutes remained minor.

(b) Integration of textiles and clothing into the ‘GATT 1994’

In textiles and clothing, the quota restrictions based on the Multi-fibre Arrangements affected
the ASEAN countries’ exports to the EU in two ways. Firstly, the EU’s bilateral textile
agreements based on ‘voluntary export restraints’ under the MFA imposed quotas on imports
from Indonesia, Malaysia, the Philippines, Singapore and Thailand (WTO 1995a, 102).
Restricted products varied from country to country, including items such as T-shirts,
nightshirts, pyjamas and bathrobes. Secondly, the EU’s unilateral import monitoring on
certain textile and clothing imports affected Laos and Vietnam in the early 1990s (GATT
1993a). The quantitative restrictions on textiles and clothing were extended with the Outward
Processing Traffic (OPT) regulations in cases where textiles were exported from the EU to
third countries for further processing and imported back to the EU market. The OPT
regulations were applied on Indonesia, Malaysia, the Philippines, Singapore, Thailand, and
Vietnam; however, these represented a minor share of the EU’s OPT quotas (WTO 2000a, 55)
as the major targets of OTP in Asia were China, Hong Kong, Macau and the South Asian
countries. Thus the liberalizing impact of the OPT was limited on ASEAN exports. Overall,
the value of textile and clothing exports from ASEAN to the EU remained relatively stable.

The regionally protected textiles and clothing sector was subject to developments at the
multilateral level, as the Multi-fibre Agreements were replaced by the ‘GATT 1994’
Agreement on Textiles and Clothing to eliminate all quotas in global textile trade by the year
2004. The gradual dismantling of the MFA from 1995 onwards gave the ASEAN exporters
the potential to expand clothing exports to the EU. Overall, the EU was slow to implement the
ATC, and only a few quotas were removed by 2000. According to the data available, some
quotas that affected the clothing and textile exports of Thailand and the Philippines were
removed between 2000 and 2002. These included nightshirts, pyjamas, bathrobes, tracksuits,
gloves and nets (WTO 2000a; 2002a). Many quotas affecting the ASEAN countries’ textiles
and clothing exports to the EU still remained for the period 2002-2004. Of the 35 product

categories under quotas, those on 20 product categories affected the exports of one or several
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ASEAN countries. These included e.g. cotton yarns, woven fibres, t-shirts, jerseys, shirts and

synthetic yarns. For the most part, quota eliminations in the EU were due at the end of 2004.

5.2.1.4 Sectoral incidence of trade policies

As explained above, the EU’s common trade policies were affected by the parallel
developments in EU-wide and WTO-wide decision-making. These impacts are summarized
below in Table 19. which lists the liberalizing and the restrictive effects of both regionalism
and multilateralism on EU import policies on various sectors. Regarding the overall ASEAN
countries’ exports to the EU, agriculture and textiles were most frequently subject to various
EU import restrictions, particularly quotas, abolition of GSP preferences, and anti-dumping
actions. The affected product groups included e.g. prepared foodstuffs, vegetable oils, various
clothing products, and footwear. Similarly, certain other manufactured items, especially

consumer electronics, faced anti-dumping actions and abolition of the EU GSP preferences.

Table 19. The effects of regionalism and multilateralism on EU import policies towards the
ASEAN countries; types of trade policies and sectors affected.

Impact of regionalism Impact of multilateralism
Quotas GSP Anti- Standards Tariffs Quotas
abolition | dumping
Foodstuffs, agriculture L R R R L
Mining and chemicals R L
Paper+board etc. manuf. R L
Textiles,clothing,footwear R R R L
Machinery+computers R
Electrical appliances R R

Symbols: L = liberalizing. R = restrictive.
Source: Author.

While the EU’s agriculture was constantly protected by measures related to the Common
Agricultural Policy, and textiles and clothing were protected under the Multi-fibre
Arrangements, the simultaneous liberalization in these sectors was a result of the Uruguay
round conclusions and the GATT 1994 agreement. In particular, the textiles and clothing
sector was subject to concurrent processes of multilateral liberalization and regional
restrictions in the EU. By contrast, the sectors of machinery and electrical appliances had
already been largely liberalized in the EU before the early 1990s. This was partly due to the
nature of these industries consisting of global production networks located in different parts

of the world. Assembly operations of these global industries were particularly shifted to the
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industrializing Asian countries. The ensuing large volumes of international trade in machinery
and electronics were accompanied by relatively few import restrictions in the industrialized
countries; however, these sectors were subject to increasing numbers of anti-dumping actions
by the EU and the US towards Asian exporters. In the case of the EU trade policies, selected
product groups faced both the abolition of GSP preferences and new anti-dumping actions

(Table 19.) in the exports of the ASEAN countries.

5.2.2 ASEAN export policies

Whereas the ASEAN countries employed active export promotion at a national level, the
ASEAN-wide promotion of business and trade was limited to occasional trade fairs and
business conferences. The market access requests made by the Southeast Asian
representatives at the inter-regional ASEAN-EU ministerial meetings were, however, an
indication of regional-wide trade promotion. As discussed in section 4.4, ASEAN made
several requests in 1988 and 1990 for better market access on various products of export
importance to the Southeast Asian countries. The requests reflected both the export priority

sectors of the ASEAN countries and the protective import regime of the EC on these products.

The main product categories in the market access requests included fats and oils, tropical
timber, textiles and clothing, cocoa products, canned pineapple, tapioca products, pulp, and
fuel wood. All these had been subject to protective EC policies. As a result of regional and
multilateral liberalization, the EU’s import regime liberalized in several of these sectors
during the 1990s. The average tariff on fats and oils decreased markedly (from 17 % in 1995
to 9 % in 2002), as was noted earlier, as did tariffs on cocoa products (from 16 % to 12 %).
The value of fats and oils in ASEAN exports to the EU remained notable throughout the
period, reaching a peak in 1997. At the same time, the value of cocoa exports decreased
steadily, the sector being relatively insignificant in the overall trade structure. In contrast, the
EU tariffs were moderate or low in some sectors, such as in fruits (10 %), wood (2-4 %) and
pulp (0 %) during the whole period. The value of ASEAN exports of fruit and pulp remained
low throughout, while wood exports were more significant in overall trade. Textiles and

clothing faced high trade restrictions throughout the period, as discussed earlier.

It can be noted that ASEAN was active in market access requests in the inter-regional trade
negotiations of the early 1990s, which reflected the difficulties in the global trade

environment at the time when GATT negotiations were proceeding slowly. After the Uruguay
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round was concluded in 1994, major liberalization took place at the multilateral level.
Ostensibly, the need for inter-regional trade promotion in the late 1990s was not as acute as
before. Also, the share of manufacturing and electronics in ASEAN countries’ overall exports
increased notably during the period, mainly due to the global shift in manufacturing
production in these sectors to the region, thus decreasing the relative importance of tropical

crops in exports.

5.2.3 ASEAN countries’ import policies towards the EU

Turning to the ASEAN countries’ imports from the EU, the following sections investigate the
specific policies affecting ASEAN imports from the EU. The national import policies applied
by the ASEAN countries, as discussed in Chapter 4, have been largely based on
industrialization policies. The industrial strategies have included protection of ‘infant’
industries, such as automobiles or agri-food products in some member countries. However,
large variations exist from country to country; for example, Singapore has maintained a free
import regime. In addition, limited preferential schemes have been applied on a regional
basis. Import policies have also been connected to active export policies, which have often
been promoted as investment incentives for foreign companies in export-oriented industries.
These have resulted in growing trade flows with major trade partners, including the EU

countries.

From 1990-2002, the EU countries’ exports to ASEAN countries faced various types and
levels of import restrictions, depending on the destination country. In addition to import
tariffs, licensing, quotas and anti-dumping actions, also state-trading (i.e. import monopolies)
was extensive in some ASEAN countries. These are examined below according to, firstly, the
major sectors of imports from the EU, and secondly, to the major changes in the ASEAN

countries’ trade policies as a result of regionalism and multilateralism.
5.23.1 Policies towards the major sectors
During the period under investigation, restrictions towards the major sectors of imports from

the EU fluctuated in the ASEAN countries. Below, Table 20. lists the eleven biggest product
categories in ASEAN imports from the EU from 1993-2001 and the related import tariffs
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applied by ASEAN countries.'”” The cumulative value of the eleven largest sectors (by HS 2-
digit sections) represented 72 % of total ASEAN imports from the EU. The average tariffs in
these sectors varied from country to country and from year to year. In Thailand and Indonesia,
average tariffs declined throughout the period, but in Malaysia, tariffs declined in the mid-
1990s and increased again after the Asian financial crisis in 1997. The most recent tariffs
applied on EU exports averaged 13 % in Malaysia, 7 % in the Philippines, 13 % in Indonesia
and 15 % in Thailand. The number and extent of other import restrictions oscillated during the

period.

Table 20. Largest product categories in ASEAN imports from the EU (cumulative 1993-
2001), and import tariffs applied, by HS sections.

AS im EU Average MFN tariffs (%) in ASEAN countries
HS | Description -93-01 Malaysia Thailand | Indonesia | Phil | Other
mill USD | 53" 57" 01 | 95 .99 | -94 w98 | -99 | restr
84 | Machinery, computers 91,517 8 5 6| 10 8| 10 2 4 Lic.
85 | Electrical equipment 90,152 | 17 11 10| 16 15| 18 9 8 Lic.
87 | Vehicles, cars, trucks 17180 | 27 35 59| 36 35| 60 36 15| P, Lic
29 | Organic chemicals 12,120 3 0 1| na. na.| na. na. 3
39 | Plastics 10,047 | 26 17 17| 36 24| 35 23 9
90 | Optical etc. instruments 10,043 6 2 1 11 9 12 7 4
73 | Articles of iron or steel 8,891 20 16 17| 11 10| 11 10 13 Lic.
72 | Iron and steel 7,832 9 5 12 7 1 4 9 6
38 | Misc.chemical products 6,802 5 4 5] 16 10| 10 7 4
71 | Jewellery 6,704 9 3 3] 35 15| 29 15 7
48 | Paper and paper board 6,457 | 12 12 11 19 19| 20 7 9 AD
Sum 267,745 | av. av. av.| av. av.| av. av. av.
% of ASEAN imp EU 72%| 13 10 13| 20 15| 21 13 7

2\17%te: Tariffs are simple average MFN (%). Thailand’s and Indonesia’s tariffs are by ISIC categories.

Abbreviations: Lic. = Licensing P = Prohibitions AD = Anti-dumping actions
Sources: Compiled and calculated from ASEAN Secretariat (2002), GATT (1993b; 1995;
1995¢), WTO (1996; 1997b; 1998; 1999b; 1999c¢; 2000b; 2001b).

Trade policies on the main sectors in the ASEAN countries’ imports from the EU are
portrayed in the ‘spheres of bargaining sites’ as suggested by Stopford et al (1991) with
industries categorized on the vertical axis and trade policy intents on the horizontal axis. The

findings on each major sector are presented below, and are summarized in Figure 18. that

' Data includes four ASEAN countries: Malaysia, Thailand, Indonesia and the Philippines. In contrast,
Singapore and Brunei are excluded from the analysis, since average tariffs were 0 % in Singapore, and Brunei’s
trade with the EU remained insignificant.

' Based on the available data, the average tariffs of Indonesia and Thailand are by ISIC classification. The
closest equivalents to HS categories have been sought by the author; e.g. ISIC 382 for HS 84 (Machinery and
computers), ISIC 383 for HS 85 (Electrical appliances), ISIC 351 for HS 38 (Misc. chemical products) and ISIC
3,843+3,844+3,849 for HS 87 (Vehicles, cars and trucks). However, for HS 29 (Organic chemicals), no direct
equivalent could be found in the ISIC categories.
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illustrates the stances of the ASEAN countries’ trade policies in various sectors. The overall
trade flow was dominated by two moderately restricted import categories — machinery and
computers, and electrical appliances — which added up to about half (49 %) of total ASEAN
imports from the EU. Other major categories were cars and trucks, organic chemicals,

plastics, and optical, photographic and medical instruments, with varying import policies.

Machinery and computers. The major import sector faced moderate and declining import
restrictions in the ASEAN countries. In the first half of the decade, average tariffs stood at
between 8-10 %, while the most recent data indicates that average tariffs for machinery and
computers varied between 2 % in Indonesia and 8 % in Thailand. Also licensing was applied,
and especially Indonesia introduced various new NTBs in conjunction with declining tariffs.
At the same time, the value of ASEAN countries’ imports of machinery and computers from
the EU fluctuated substantially due to the financial crisis. Having increased up to 1996, the
value decreased notably in 1998-99. This can be explained by the decreased demand of

machinery for various industries because of the recession in the ASEAN countries.

Figure 17. ASEAN imports of electrical appliances (HS 85) from the EU; the tariff applied in
Malaysia, 1993-2001.
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Sources: Compiled from the ASEAN Secretariat (2002); GATT (1993b); WTO (1997b;
2001b).

Electrical equipment. On a somewhat higher level, average tariffs of the ASEAN countries
for electrical equipment and appliances had varied between 16-18 % in the early 1990s, but
declined to between 8 % in the Philippines and 15 % in Thailand by the end of decade. The

largest decreases in tariffs occurred in Indonesia, while some fluctuation was evident in
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Malaysia. At the same time, the value of ASEAN countries’ imports of electrical appliances
from the EU remained relatively stable, increasing slightly up to 1997 and decreasing a little
the next year. The sector was important in global assembly operations of e.g. household
electronics that were widely produced by international companies in the ASEAN countries.
Figure 17. gives an example of the decline in tariffs of electrical appliances in Malaysia

portrayed against the trend in the value of overall ASEAN imports in the sector.

Vehicles, cars and trucks. Imports of motor vehicles from the EU faced high barriers to trade
in all ASEAN countries under investigation. According to the data, tariffs increased notably
in Malaysia but declined in Indonesia. Latest data indicates that average tariffs varied between
15 % in the Philippines, 35 % in Thailand and 59 % in Malaysia (Table 20.). Infant industry
protection was the main reason for import restrictions, and high average tariffs were a result
of tariff peaks in specific categories of the strategic industry. In the 1980s Thailand had
applied even higher tariffs, with tariff peaks of 600 % for CBU motor vehicles. Malaysia
raised tariffs on vehicles to protect its car industry after the financial crisis. In contrast, there
were liberalizing measures in Indonesian tariffs on vehicles. The value of vehicle imports
from the EU to the ASEAN countries increased up until 1996, after which it declined steeply.
The declined demand for vehicles resulted in both the decrease in imports and the increase in

protection in some ASEAN countries.

Organic chemicals. Various organic chemicals were subject to liberal trade regimes in the
ASEAN countries, as organic chemicals are important intermediate products for many
industries. Malaysia’s average tariff on organic chemicals was 1 %, while the tariff in the
Philippines averaged 3 %. The value of ASEAN countries’ imports from the EU in this sector
remained stable throughout the period, with a share of about 4 %. Thus the demand for

imports in organic chemicals remained stable despite the effects of the Asian financial crisis.

Plastics. In contrast, plastics were subject to relatively high barriers to trade in the ASEAN
countries. According to the latest data, tariffs varied between 9 % in the Philippines and 24 %
in Thailand, although declining considerably from the tariff levels in the early 1990s. The
value of the ASEAN countries’ imports from the EU in this sector remained stable, with a
share of approximately 3 % throughout the period. The decline in tariff protection may have
contributed to the steady demand for plastics in spite of the overall recession in the ASEAN

countries.
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Optical, photographic and medical instruments. Moderate and decreasing import restrictions
were in place in the ASEAN countries for various optical, photographic and medical
instruments. Malaysia’s trade regime was the most liberal in this respect, with a 1 % average
tariff, while, according to the most recent data, Thailand imposed an average tariff of 9 %
(Table 20.). As to overall trade flows, the value of imports in this sector increased somewhat

in the mid-1990s, after which it remained stable.

Articles of iron or steel; iron and steel. Imports of articles of iron or steel faced relatively
high trade barriers in the ASEAN countries. According to the most recent data, average tariffs
varied from 10 % in Thailand and Indonesia to 17 % in Malaysia, and also licensing was
applied. By contrast, imports of lower value-added iron and steel were subject to more liberal
trade regimes. Thailand’s average tariff was the lowest at 1 %, while Malaysia imposed a
tariff of 12 % in 2002 (thus raising the tariff from the level of 5 % in 1995). The total value of
imports from the EU in these sectors were at their peak from 1996-97 but otherwise fluctuated
from year to year: imports of iron and steel declined dramatically in 1998, while imports of
articles of iron and steel remained more steady. This was due to the decreased demand in the

ASEAN countries as a result of the financial crisis.

Miscellaneous chemical products. The import regulations on miscellaneous chemical
products varied between the ASEAN countries (Table 20.). Average tariffs in Malaysia
remained low throughout the period (5 % in 2002), while tariffs were somewhat higher in
Thailand (10 % in 1999). The overall value of imports from the EU remained fairly stable,

however increasing temporarily during the mid-1990s. Tariff decline was notable in Thailand.

Jewellery. The ASEAN countries maintained rather dissimilar import regimes on jewellery.
Average tariffs were the lowest in Malaysia (3 %) and the Philippines (7 %), while Thailand
and Indonesia maintained average tariffs of 15 %. In the case of Thailand, the main argument
for protection was the status of the jewellery industry as one of the promoted industries,
Thailand being the world’s second largest exporter of gem stones and the second largest
exporter of cut gems (WTO 1995¢c, 107). However, liberalization in this sector was notable
both in Thailand and in Indonesia. The total value of imports of jewellery from the EU
fluctuated substantially, increasing until 1996, and decreasing sharply in 1998. The decreased

demand of luxury products due to the recession appears to explain the decline in imports.
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Paper and paper board. Imports of paper and paper board faced varying import policies in
the ASEAN countries. Only Indonesia liberalized its policies in this sector, with tariffs
declining from 20 % to 7 % during the period under investigation. Thailand maintained an
average tariff of 19 % throughout the period, while Malaysia’s tariff remained at the level of
11 % (Table 20.). Malaysia also imposed anti-dumping duties on self-copy paper imported
from the EU (WTO 1997b, 54). Overall, the value of ASEAN countries’ imports of paper and

paper board from the EU increased somewhat in the mid-1990s.

To summarize, variations existed in the ASEAN countries’ trade policies as to industrial
structures and the trade policy intent (Figure 18.). Several ASEAN industries could be
situated in the spheres of the possible bargaining sites, where the trade policy intents of the
member countries are relatively similar. The major pattern that could be observed was
dependent exporting in certain global industries, notably electronics and machinery in four
ASEAN countries; and at the same time, import substitution in e.g. automobiles especially in
Malaysia, Indonesia and Thailand. Exporting was partly dependent and partly independent in
clothing and footwear from Indonesia and Thailand, as well as in vegetable oils from
Malaysia and the Philippines. By contrast, free imports were permitted in organic chemicals

into Malaysia and the Philippines.

More variation was apparent in the automobile industry and in the products of iron and steel
amongst the ASEAN countries, based on different levels of protection (i.e. highest barriers to
imports in Malaysia and the Philippines). Similarly, in the automobile industry there were
differences as to the competitive structure of the industries, where Thailand operated more at
the global production level, while Malaysia and Indonesia aimed to substitute imports and
serve the local market. These variations in the trade policies on specific sectors clearly
complicate the further deepening of regional economic integration among the ASEAN
countries. Given the need to harmonize external trade policies if a customs union were to be
formed, the policy stances of the ASEAN member countries should be brought much closer
together in sectors such as vehicles, plastics, paper and paper board, and articles of iron and

steel.
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Figure 18. The ASEAN countries’ trade policy by type of industry.
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Source: Author.

Based on the competitive structures of industries and the trade policies applied, as illustrated
in the above scheme, as well as that in Figure 16. for the EU, the four types of policy stances
identified applied for ASEAN, namely:

= policies for the ‘winners’, i.e. liberal policies for global industries (upper left part)

= policies for the ‘specific’, i.e. liberal policies towards natural resource based products not
available domestically (lower left part of the scheme)

= policies for the ‘pressured’, i.e. restrictive policies towards global sunset or infant
industries (upper right part)

= policies for the ‘subsistence’, i.e. restrictive policies towards local strategic industries or
agriculture (lower right part of the scheme)

Altogether, the changes in ASEAN countries’ trade policies towards imports from the EU can
be explained by multilateralism and the Asian financial crisis, both of which had industry-
specific impacts on the trade regimes. In addition, the process of regionalism had an indirect

impact on ASEAN imports from the EU. In the following three sections, the impacts of
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regionalism, multilateralism and the Asian financial crisis on the ASEAN countries’ trade

policies are explained in relation to their imports from the EU region.

5.2.3.2 The impact of regionalism

Although the process of regionalism had major impacts on intra-ASEAN trade, it only had
indirect effects in the trade policies applied by the ASEAN countries towards the EU. As was
summarized in section 4.3.8, the major impacts of regional economic integration on the
ASEAN countries’ import policies were: (a) the decrease of intra-regional CEPT tariffs
according to the AFTA agreement, (b) the limited tariff preferences under the sub-regional
Indonesia-Malaysia-Singapore (IMS) growth triangle scheme, and (c) the extended network
of trade cooperation both regionally and globally, including FTA agreements with China,
India and Japan. These did not have direct effects on ASEAN imports from the EU, mainly
due to the nature of free trade areas where external trade policy remains intact. In addition to
tariffs, other restrictions to EU imports such as quotas, prohibitions or licensing, remained
intact by the process of ASEAN regionalism. The only exception was related to the sub-
regional Indonesia-Malaysia-Singapore growth triangle scheme, where imports to the
Indonesian island of Batam were liberalized under certain conditions, such as re-exports or
processing for re-exports, these preferences being extended to all imports regardless of the

source country.

However, the indirect impact of ASEAN countries’ trade policies on EU exports was related
to ASEAN’s free trade areca and the extended network of trade cooperation. In this
connection, the relative status of the EU declined in overall trade policies of the ASEAN
countries, as preferences were given only within ASEAN and to other Asian trade partners.
Imports from the EU countries were subject to the basic MFN tariffs throughout the period,

while lower average tariffs were applied in intra-ASEAN trade.

Regarding the theory on economic integration (Balassa 1961) and customs union (Viner
1950), the implementation of the ASEAN Free Trade Area is expected to increase trade
between the member countries. As to the earlier Preferential Trade Arrangements of ASEAN,
Frankel (1997, 98) has pointed out that while many studies had reported a small volume of
trade creation from the PTA, the studies generally did not take into account the incomes of the
ASEAN countries. Since the ASEAN countries were more open to trade than typical countries

at their stage of development, no specific ‘ASEAN effect’ could be traced in the analyses up
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to 1992. In comparison, the free trade area should have increased intra-ASEAN trade, and
based on price differences, part of this increase could have been redirected from earlier extra-
ASEAN trade. After the initiation of AFTA, data indicates that intra-ASEAN imports
increased by 67 % from 1993-1997, while imports from extra-ASEAN sources grew by 57 %
of which ASEAN imports from the EU increased by 59 % (see Tables A6., A9. and A10. in
the Appendix). However, there were also considerable differences in trade values from year to
year. To summarize, while intra-regional trade increased, external trade also expanded after
the establishment of AFTA. The increase in overall trade flows appeared to be linked to the
multilateral liberalization of trade, as well as to the continuous growth of export industries in

the ASEAN economies.

5.2.3.3 The impact of multilateralism

As was indicated in 4.3.8, the major impacts of multilateralism in the ASEAN countries’
import policies included a general decline in tariffs, a decrease in special duties, a decrease in
quotas and a decrease in licensing in some ASEAN countries. All these were a result of
commitments made at the GATT/WTO. These commitments were made by the national
governments of the ASEAN members, not on a regional basis, and are therefore not one of the
primary interests of this study. However, since some of the major liberalizing measures
affected specific imports from the EU, the national trade policy changes due to

multilateralism are briefly illustrated below.'™

Regarding the structure of ASEAN countries’ imports from the EU, the major points of tariff
liberalization during the 1990s were Indonesia’s trade regime for machinery and computers,
as well as electrical appliances, where average tariffs decreased from 10 % to 2 %, and from
18 % to 9 %, respectively (see Table 20.). Other notable tariff reductions occurred in
Malaysia for plastics (from 26 % to 17 %), in Indonesia for optical, medical and scientific
equipment (from 12 % to 7 %), and in Thailand for iron and steel (from 7 % to 1 %). All these
sectors were among the five most important product categories (by HS classification) in the

overall ASEAN imports from the EU.

As to special duties, the liberalizing process was more moderate with only two countries

removing some duties. Indonesia had applied special duties widely up until the mid-1990s,

174 Besides the developments in the ASEAN countries’ trade policies that were relevant regarding the major
sectors of imports from the EU, the national policy changes are not addressed further in this study.
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but it eliminated surcharges on all imports in 1996 based on the Uruguay round commitments.
Similarly, Thailand removed some special duties in 1999 on certain agricultural products, as
well as some iron and steel products. These measures had a liberalizing impact on imports
from the EU countries; however, imports of e.g. iron and steel products (HS 73) declined after

1997 due to the Asian financial crisis (Figure 14.; Table A6. in the Appendix).

Also the quota regimes in the ASEAN countries were liberalizing slightly, yet varied.
Indonesia removed its quotas on trucks in 1995, and the Philippines abolished quotas on all
products except rice by 1999. As to licensing, Thailand in particular substantially reduced its
system of licensing during the period under investigation. The liberalized products included
e.g. silk textiles, tin foil, and student exercise books, which had been subject to licensing for
over three decades (WTO 1995c, 45), as well as certain agricultural products; however, these

sectors were not relevant in the overall ASEAN imports from the EU.

5.2.3.4 The impact of the Asian financial crisis

As has been noted, the problems associated with the financial crisis in Asia after 1997 had a
restrictive effect on the trade policies of some ASEAN countries on certain sectors. Most
notably, the impact was seen in Malaysia, where various tariffs were raised and other import
restrictions, such as licensing, were extended. In contrast, the Indonesian economy, and to

some degree, the Thai economy, were gradually liberalized throughout the decade.

The Malaysian import regime which had already begun to liberalize in the early 1990s,
became significantly more restrictive after 1997 for several product groups, including
vehicles, cars and trucks (HS 87) and iron and steel (HS 72), as depicted in Table 20.. In
addition, average tariffs increased slightly for machinery and computers, organic chemicals,
articles of iron or steel, and miscellaneous chemical products, all of which were important
sectors in the aggregate ASEAN imports from the EU. In fact, Malaysia was the only ASEAN
country with increasing overall tariffs after the Asian financial crisis. While the average
Malaysian tariff on imports from the EU had decreased from 13 % in 1993 to 10 % in 1997, it
increased back to the level of 13 % in 2001. Similarly, the Malaysian system of licensing
appeared to have increased after 1997 in both agricultural and industrial imports; in addition,
as licensing was subject to administrative judgement, the system was not fully transparent
(WTO 2001b). Several new products were brought under the licensing system, such as some

construction equipment, certain iron and steel products, some types of machinery, and certain
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household electronics (WTO 2001b, 38). Also, some of Thailand’s import policies were
affected by the Asian financial crisis, with either fluctuating or permanently high tariffs in
some sectors. For example, average tariffs remained high for vehicles, cars and trucks (35 %)
throughout the period, as well as for paper and paperboard (19 %). Both categories, i.e.
vehicles, cars and trucks, and paper and paperboard, had been important product categories in
the overall ASEAN imports from the EU, but the value of imports in both sectors declined
notably after 1997 (Figure 14.; Table A6.).

5.2.3.5 Sectoral incidence of trade policies

As explained above, the ASEAN countries’ trade policies towards imports from the EU
during the 1990s were mainly affected by the GATT/WTO commitments and the Asian
financial crisis. Table 21. summarizes the impacts of multilateralism and the Asian crisis on
the ASEAN countries’ import policies on different sectors based on the above analysis and
Table 20.. It can be seen that the most frequent liberalization measures occurred in Thailand,
Indonesia and Malaysia, while the most numerous new protectionist measures were applied
by Malaysia during the period under study. Due to Malaysia’s originally lower trade barriers,

the countries had relatively similar average levels of trade protection in the latest data.

Table 21. The effects of multilateralism and the Asian financial crisis on the ASEAN
countries’ import policies towards the EU; types of trade policies and sectors affected.

Impact of multilateralism (liberalizing) Impact of Asian crisis
(restrictive)
Tariffs | Sp.duties | Quotas | Licensing Tariffs Licensing
Food; agriculture PH TH TH
Mining; chemicals MY,TH,ID MY
Plastics MY,TH,ID
Paper, paper board TH
Clothing; footwear TH MY
Iron+steel; +products TH TH TH MY, ID MY
Machinery+computers ID MY MY
Electrical appliances ID, MY MY
Vehicles; cars, trucks ID ID MY, TH TH
Optical etc. equipm ID,TH,MY

Note: ID=Indonesia MY=Malaysia PH=Philippines TH=Thailand

Source: Author.

Various industrial manufactured items were most frequently subject to import restrictions

such as high tariffs or licensing. The sectors particularly affected were vehicles (in all
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ASEAN countries), plastics (in Thailand, Indonesia and Malaysia), jewellery (in Thailand and
Indonesia), and paper and paperboard (in Thailand). Several of these industries were
constantly protected in the ASEAN countries by measures relating to the infant industry
argument. However, the concurrent liberalization in some sectors was a result of the Uruguay
round trade negotiations and agreements. In particular, iron and steel, and the machinery and
computers sector were subject to parallel processes of multilateral liberalization in e.g.

Thailand, and national restrictions in e.g. Malaysia.

In comparison, certain sectors had already been largely liberalized in the ASEAN countries in
the early 1990s. These included organic chemicals in Malaysia; optical, medical and scientific
instruments in Malaysia; iron and steel in Thailand; and machinery and computers in
Malaysia. The reasoning behind some of these was that neither raw materials nor finished
products were available in the ASEAN countries. The other reason for relatively liberalized
trade regimes was that these industries operated global production networks, and e.g. their
assembly operations were often traditionally located in the ASEAN countries. The resulting
growth in imports and exports can be explained both by the liberalizing trade policies as part

of the industrialization strategy, and the growth in inward FDI in these sectors.

5.2.4 EU export policies

Similar to ASEAN, the EU’s pan-regional export promotion remained relatively insignificant
compared to the national efforts of the EU member countries. Some limited trade promotion
existed on a pan-EU basis in the form of business conferences, trade fairs and the contracting
of market studies. However, the EU initiated the Market Access Strategy in 1996 to scan

problems to market access in third countries.

As to trade negotiations with the ASEAN countries, the EU did not actively promote exports
at the inter-regional ministerial meetings; rather, the EU representatives repeatedly referred to
the multilateral trade negotiations as the forum to discuss issues of market access. The market
access requests of the EU in the inter-regional meetings were limited to 1990 when the
European counterparts made a request for better market access for motor cars, personal
computers, paper, textiles and clothing, fertilizers, pharmaceuticals and chemical products.
The ASEAN countries’ import regimes in these sectors were varied. The most restrictive
policies were in place for CBU motor cars and paper. By contrast, e.g. chemical products

were subject to relatively liberal import policies in the ASEAN countries. The EU’s
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seemingly inactive export promotion at the ASEAN-EU ministerial meetings was apparently
related merely to the size of the EU as an actor (cf. Archer 1983; 2001) in global trade
negotiations, and to the relatively low status of the ASEAN countries as trade partners for the

European Union members.

5.2.5 Summary: Major changes in EU-ASEAN trade policies

This chapter has dealt with the various types of trade policies on different sectors in EU-
ASEAN trade. The major changes in EU-ASEAN trade policies have been explained by
regionalism, multilateralism and the Asian financial crisis. The findings have illustrated that
the three processes had distinct, yet sometimes contrasting, industry-specific impacts. In
answer to sub-question 2.a. of the study, “Which sectors in EU-ASEAN trade have been most
affected by the changes in trade policies?” the following four sets of results were singled out

from the data analysis:

(1) The ASEAN countries’ exports to the EU were subject to restrictions in the EU’s common
import policies due to regionalism, including:

- the remaining quotas on foodstuffs and clothing

- the abolition of GSP preferences on several agricultural and industrial product groups

- frequent anti-dumping actions towards certain manufactures

- standards and technical requirements especially on foodstuffs and chemicals

(2) At the same time, the ASEAN countries’ exports to the EU were subject to liberalization
in the EU’s trade policies due to multilateralism, such as:

- decrease in tariffs especially in foodstuffs, chemicals, paper and paper board

- decrease in the number of quotas in clothing and textiles

(3) In comparison, the ASEAN countries’ imports from the EU were subject to liberalization
in their import regimes due to multilateralism, notably the:

- decrease in tariffs in Indonesia, Malaysia and Thailand on several manufactures

- decrease in special duties in Thailand and Indonesia on agriculture and industry

- abolition of quotas in Indonesia on vehicles

- decrease in the extent of licensing in Thailand on agriculture, textiles and metals

(4) At the same time, the ASEAN countries’ imports from the EU were subject to restrictions
in their trade policies due to the Asian financial crisis, such as:

- increase in tariffs in Malaysia on a multitude of product categories in manufacturing

- increase in tariffs in Thailand on paper and paper board and vehicles

- increase in the extent of licensing in Malaysia on several industries

Summarizing from these, the sectors that were most affected by liberalization measures in the
EU included several foodstuffs and agricultural products, and, to a lesser extent, clothing; and

in ASEAN, electrical appliances, plastics, and machinery and computers. Liberalization
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allowed for an increase in ASEAN exports of clothing (HS 61 and 62) to the EU and growth
in ASEAN imports of electrical appliances (HS 85) from the EU during the period under
investigation (see Figure 14. and Table A6.). By contrast, sectors that were subject to
protective measures in ASEAN comprised automobiles, iron and steel, products of iron and
steel, and certain machinery. It is notable, however, that the protective measures in ASEAN
were most apparent in Malaysia (which had earlier applied a more liberal trade regime) and
less so in Thailand. In comparison, Indonesia liberalized its tariffs in practically all sectors,
except iron and steel, but implemented new non-tariff barriers. Of the above sectors, ASEAN

imports of especially automobiles and iron and steel from the EU declined after 1997.

Regarding the link between industries and the state, the protective trade policies set by the
state to shelter domestic industry have been a result of negotiation at the national level (cf.
Carlson 2000) — or, in the case of the European Union, the EU-wide level. For example, the
European clothing and textile industries have been specific beneficiaries of the EU’s
protective policies on ‘sunset’ industries. At the same time, the EU has bargained with other
states at the multilateral level, with pressure to liberalize the protected sectors to gradually
reach the generally accepted goal of ‘free trade’. The result has been a gradual liberalizing of
the global trade regime on textiles and clothing, where the EU and other industrialized
countries have had to loosen their earlier import restrictions. On a somewhat different front,
the ASEAN states have had to re-negotiate their trade policies with domestic industries in the
wake of the Asian financial crisis, which put the ASEAN economies into recession and
caused difficulties for many strategic industries, such as automobiles. The outcomes of these
policy re-negotiations in the ASEAN countries have been rather varied, with Malaysia
increasing its trade barriers from the previous relatively liberal level, and with Indonesia

shifting its trade barriers from the earlier tariffs to highly protective non-tariff barriers.
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5.3 From national to regional trade policies: The case of Finland

This section discusses the impacts of regionalism at a national level, focusing on the changing
trade policies of an entrant EU member. The findings display a country-specific case within
the bigger picture of EU-ASEAN trade relations, i.e. Finland, and the major effects of EU
membership on its trade policies. These are analysed by investigating the changes in the
Finnish trade regime with regard to the institutional basis of trade policy decision-making, the
tariff system, as well as changes in the types and extent of import restrictions, including
tariffs, preferential arrangements, quotas, anti-dumping actions, and standards and technical
requirements. The specific impacts of regionalism on Finland’s trade policies are further
illustrated by an investigation into the pattern of its trade with ASEAN countries, especially

Malaysia, for the period 1990-2000.

5.3.1 Finland’s trade policy and trade relations before 1995

The foreign trade policy of Finland has been guided by the strategic importance of external
economic relations. Being a small, open and trade-dependent economy, Finland has pursued a
relatively liberal trade policy both at the multilateral,'”® regional, and bilateral levels. As to
regional relations, Finland joined the European Free Trade Association (EFTA) as an

associate member in 1961 and as a full member in 1986.'°

Regional liberalization was further
achieved in trade of manufactured items by the free trade agreement between Finland and the
EEC and the Finland-ECSC Agreements in 1974. Thus its gradual adjustment to the European
trade policy began in the 1960s and continued with its further integration into the regional
trade area over the following decades. In bilateral relations, Finland had concluded a trade
agreement with the then Soviet Union after the war in 1947 to establish MFN treatment, i.e.
non-discrimination in bilateral trade.'”” After the breakdown of the Soviet Union, a new trade
agreement was signed with the Russian Federation in 1992.'® Among other trade

arrangements, Finland had adopted a system of customs preferences for imports from

developing countries within the guidelines of the GSP in 1972. For goods included in the

'3 Finland joined the GATT in 1950, and became a member of the Organization for Economic Cooperation and
Development (OECD) in 1969.

176 Finland had joined the Nordic Council of Ministers in 1955. The Nordic common market comprised of a
passport union and free movement of labour (GATT 1992, 54).

In 1960, a customs agreement granted duty-free trade with the country. For forty years, a special trading
relationship existed under a bilateral trade and payments agreement based on a clearing system (GATT 1992,
57). Also, the impact of the war reparations to the Soviet Union was significant; until 1952 all Finnish metal
industry production was for reparations (Nykopp 1985).

'8 Finland had also concluded bilateral trade agreements from 1974-78 with Hungary, the German Democratic
Republic (GDR), Bulgaria, Czechoslovakia and Poland (ibid., 59).
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scheme, imports were granted zero import duties and levies and no quotas. Originally, the
number of beneficiaries was 92, and this had been expanded to 138 countries in 1990 (ibid.,

60).'"

In 1984, the EC and EFTA had issued a joint goal of creating the European Economic Area
(EEA), for which negotiations were officially launched in 1990 and the Treaty was finalized
in 1991 (GATT 1992, 57). The EEA came into force in 1994 between the EU and five EFTA
members, i.e. Austria, Finland, Iceland, Norway and Sweden (WTO 1995a, 20). Finland was
thus further integrated into the European regional trade area, and after applying for EC
membership in 1992, it joined the European Union in 1995. This marked a turning point in the
formulation of Finnish trade policy and was the final stage in the process of adjusting to the
European internal market. In Balassa’s (1961) categories of regional economic integration,
Finland had entered the second stage (the European free trade area) in 1961, and the third and
fourth stages (the EC customs union and the EU common market) concurrently in 1995."% In
between Finland’s application for membership in 1992 and its eventual accession, the EU

itself had evolved from a customs union into a common market.

As to Finland’s trade relations, the major trading partners have historically been — in varying
order — Sweden, Great Britain, the ex-Soviet Union and Germany. Since the early 1990s,
foreign trade has evolved within the framework of changing global politico-economic
relations. The end of the Cold War and therein the collapse of the Soviet Union shifted the
bulk of Finnish exports towards Western Europe. In the late 1990s, the main trade partners
were Germany, Sweden, Great Britain, the United States and Russia. Finland’s overall trade

balance was positive, with a surplus growing towards the year 2000.

5.3.2 Harmonisation with EU trade policy

As Finland harmonized its trade policies with the EU customs union and common market,
both the union’s import restrictions and export promotion were adopted. In addition to the
earlier free trade agreement with the EC, trade policy formulation and decision-making

shifted from the national Finnish government to the EU institutions. Also, certain changes

17 The major beneficiaries of the GSP treatment were China and South Korea, and the leading imports were
electronics (mainly from Korea), bananas and coffee. Receiving GSP preferences, Thailand was an important
supplier of processed fish and pineapple products, and the ASEAN countries as a group, of furniture.

801 earlier literature, trade policies of Finland and/or integration into the EU have been discussed by e.g.
Haataja (ed.) (1978), Nykopp (1985), Hamaildinen (1986), Laaksonen (1987) and Hjerppe (1993), EY-
kauppapolitiikka (1994), Widgren (1993; 1995; 1997), Alho et al (1996), Alho et al (ed.) (1996), Jalava (1999),
Kyléheiko et al (1999) and Mikeld (1999).

189



were due in specific import policies, since there had been differences between Finland and the
EU on the sectoral level. In contrast, export policies remained relatively untouched. All these

are further discussed in the following.

5.3.2.1 Institutional basis of trade policy decision-making

Before 1995, Finland’s trade policy had been formulated by the national government.
Ministries most directly involved in the formulation of trade policies had been the Ministry
for Foreign Affairs, which was responsible for the preparation of foreign and trade policies
and trade negotiations; the Ministry of Trade and Industry which implemented trade policies
and was responsible for export promotion; and the Ministry of Finance which dealt with
matters relating to customs and tax legislation, anti-dumping and countervailing duties, and

subsidies and safeguard measures.

After joining the EU, the final decision-making over trade policy shifted to the EU
institutions, and Finland became one of the decision makers of the union through its
committee system. On a national level, the Finnish Ministry of Trade and Industry
administers trade policies for industrial products. It brings the Finnish stand on trade policy to
the EU’s ‘Committee 133 which pools the member countries’ stances for EU-wide policy
preparation (Ala-Nikkola 2002). As discussed in section 4.2.2, the Commission initiates and
proposes policies to the Council of Ministers, which has the highest union-wide decision-
making power (on majority) on foreign trade matters. The Commission then implements the
decisions made by the Council. The member countries thus participate in the formulation of
trade policies in the preparation phase and in the final decision-making exercised by the

Council of Ministers.

Membership also led to significant changes in the legislative and administrative affairs of
trade policy. Finnish foreign trade legislation and implementation had been much narrower
than that of the EU, which had extensive and complex customs legislation. Finland’s trade
law and customs system was expanded accordingly to be more detailed (Jalava 1999, 17). The
anti-dumping regulation had been the most important and most used import protection
mechanism in the EU, while it had not been significantly used in Finland before accession.
Legislation was also harmonised with the EU pertaining to e.g. food and chemicals, as well as
tax and corporate issues. Finland also became a member of a range of EU trade agreements

with several countries and regions. One of these was the ASEAN — EU cooperation
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agreement from 1980 (EY-kauppapolitiikka 1994, 3). Since 1995, Finland has participated in
the ASEAN-EU Ministerial Meetings, as well as in the Asia-Europe Meetings (ASEM).

In Archer’s (1983; 2001) categorization of the roles of international organizations, Finland
thus became a member of a regional trade organization which itself is an actor in international
negotiations over trade policies. This had two-sided effects on its position in policy-making.
On the one hand, Finland lost its earlier sovereignty in decision-making over policies; while
on the other, it gained negotiating power in the multilateral setting, being part of a large

grouping.

5.3.2.2 Import and export policies

After the GATT Uruguay Round had been completed in 1994, Finland’s average tariff level
for non-agricultural imports was 3.6 %, while the EU’s average tariff was 2.9 % (Flam 1995
quoted in Widgrén 1997, 27). Thus the average tariff levels were close to each other.®! In
both Finland and the EU, import restrictions were imposed especially on the agricultural and

the textiles and clothing sectors; however, there were differences in specific product groups.

Import tariffs by sector

Changes abounded in the level of import tariffs in certain sectors. Based on data from 1988-
90, major differences in import tariffs between Finland and the EU occurred in several
products groups. Tariffs were clearly higher in Finland for rubber, tobacco, textiles and
clothing, footwear, and beverages. By contrast, tariffs were lower for pulp and paper,
chemicals, transport equipment, and fish products (Table Al1. in the Appendix.)."® Finland
negotiated a transition provision of three years in certain import duties upon joining the union.
These provisions comprised about 190 tariff-line items, most of which were in the textiles and
clothing sector. According to the agreement, a gradual lowering of tariffs was implemented in
imports from third countries in these tariff lines (EY-kauppapolitiikka 1994, 53). In 1995,
tariffs remained on the level of the previous year after which duties were gradually reduced in

1996 and 1997, and the final shift to common EU tariffs took place on 1.1.1998.

181 As to tariff systems, Finland had applied the Harmonized System of tariff classification in 1988. At that time,
29 % of tariff lines received duty-free treatment, and 92 % of all tariff lines were bound in the GATT (GATT
1992).

182 There were also differences in other trade measures for some product groups, such as quotas for textiles and
clothing.
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Adopting the common external tariff of the EU led to varying outcomes in different sectors.
Widgrén (1997) noted that in general, tariffs rose on raw materials and semi-processed goods,
while they fell in some processed products. The impact was smallest on the Finnish forest
industry, which had been subject to free trade for a long time, and where the economies of
scale were fairly well utilised. In contrast, the impact was biggest on metal and engineering;
especially on electronics where components were imported from outside the EU, from regions
including the ASEAN countries. Tariffs on certain electronics components from third
countries rose from 0 % to 14 %. Also, the Finnish chemical industry which largely imported
raw materials from third countries faced an obvious disadvantage. In the textile, clothing and
footwear industry, the effect depended on the added-value- of the product: duties rose in high
added-value- products, and fell in low added-value products (ibid.). The average import tariff

on clothing fell from 35 % to 14 % after 1995.

Other policies towards imports

The major implication of direct trade policy was the EU’s system of non-tariff barriers, which
affected Finland’s trade with some major trade partners such as the United States and Japan.
A broader range of imports was regulated in the EU than had been the case in Finland. The
EU’s considerable use of actions against dumping, as well as various other NTBs, such as
import monitoring and bilateral import restriction agreements, were a new feature for Finland,

which had used anti-dumping actions and other measures sparingly.

As to prohibitions, licensing and quotas, Finland’s overall policies had been relatively similar
to those of the EU. Finland had prohibited imports of e.g. coniferous wood from certain areas,
as well as lead-based paints, yellow (white) phosphorus matches and immoral literature
(GATT 1992, 97). A permit had been required for imports of e.g. firearms and ammunitions,
explosive substances, pharmaceuticals and radiation equipment, as well as for live animals
and most animal products. Licensing had been applied to certain agricultural and energy
products. In addition, global quotas had been applied to a number of agricultural and
petroleum products, salmon and other fish, berries and their juices, starches, vegetable oils
and motor spirit. After joining the EU, quotas were based on the Community-wide system

which had been in place from the start of Finland’s year of accession.

Anti-dumping actions had been applied sparingly in Finland before membership. According
to data from 1986-1991, there had been nine cases against seven countries, most frequently

against Poland and the GDR (East Germany). The products involved were e.g. hardboard
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from Poland, aluminium cables from the GDR and optical fibre cables from Japan. Several of
the cases were terminated with price undertakings (ibid., 115). After 1995, Finland was
involved in the EU anti-dumping system with an increasing number of actions especially

towards Asian countries.

Standards and regulations applied in Finland had been largely harmonized with the Nordic
and Western European countries (ibid., 102). Elimination of technical barriers to trade had
been the subject of cooperation in EFTA. In addition, Finland had begun unilaterally to align
its technical standards to those of the EC, and about 95 % of its standards were identical to
those of the EC in 1993 (ibid., 104). Thus there were no major changes in this regard after

accession.

Export policies

The EU did not induce major changes in Finland’s export policies. As has been discussed
earlier, there were relatively few EU-wide policies on exports, and in general, export
promotion remained within the competence of the member countries. Measures directly
affecting exports in Finland had included exemption from turnover or sales tax, export
subsidies (including subsidies for agriculture exports and refunds for exported food), export
finance (credit), export insurance and guarantees, and grants and loans for export promotion
and marketing assistance (GATT 1992). Export promotion has been managed by Finpro, the
former Finnish Foreign Trade Association. Its services for Finnish companies have included
consulting, information on global markets, and various events in Finland and abroad, such as
exhibitions and trade fairs. Trade delegations have been an important part of export promotion
especially in Asia, the Middle East, and Latin America (Saneri 2002). Since the 1990s, some
of the Finnish export promotion activities have been reorganized. The trade policy department

of the Ministry of Foreign Affairs has taken more responsibility in the field.

Summarizing from the above, membership in the EU customs union changed Finland’s extra-
EU trade policies, and this was reflected in the actual trade patterns. As an illustration of the
impacts of regionalism on Finland’s trade policies relating to its external trade flows, the
following sections present findings from an examination of Finland-ASEAN trade and the
case of electronics imports from Malaysia. Electronics, especially integrated circuits, appear
in this study as an example of a product group with major effects of regionalism. The shift

from the Finnish to the EU import regime increased the level of tariffs on certain product
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categories significantly. This was notable in Finland’s trade with Malaysia, where the bulk of

imports was in the electronics sector.

5.3.3 Implications to Finland’s trade with Malaysia

Finland’s trade with the Southeast Asian countries had evolved slowly since the 1940s-50s
when there were some imports of spices from Indonesia and rubber from Malaya. By the
1990s, three decades of vibrant economic growth in ASEAN had raised its potential as a trade
target, which coincided with Finland’s trade expansion in Asia. Due to initially low levels of
trade, the region became one of the fastest growing export markets for Finland. The
significance of ASEAN was further reinforced by the regional integration process, i.e. the
gradual establishment of AFTA. Below, the pattern of Finland-ASEAN trade is presented as a

backdrop for the case of Finland’s electronics imports from Malaysia.

The pattern of Finland-ASEAN trade

During the 1980s, Finland’s trade with the ASEAN countries had increased manifold due to
swift economic growth in Southeast Asia. As Figure 19. shows, the value of Finland’s exports
to ASEAN-5 rose from about 50 million USD in 1978 to about 1,600 million USD in 1997
before the Asian crisis.'"™ After the decline, exports increased again to about 1,200 million
USD in 2001. Similarly, Finland’s imports increased from about 20 million USD in 1978 to
over 550 million USD in 1998, and fluctuated somewhat after that (Figure 20.).

As to country composition, the most important export destinations among the ASEAN
countries in the 1990s were Thailand, Indonesia and Singapore. Both the absolute values of
exports and the shares of each of the countries fluctuated significantly. Exports to Indonesia
increased notably during the mid-1990s, but declined steeply after 1997. Exports to Singapore
and Thailand were slightly more stable throughout the period (Figure 19.). In terms of Finnish
imports, Malaysia, Singapore and Thailand were equally large sources, while imports from
Indonesia reached the same level after 1995 (Figure 20.). As it turned out, the impact of the
Asian financial crisis was visible in Finland’s exports to Indonesia which declined from about
500 million USD in 1997 to less than 100 million USD in 1999 (Figure 19.). Malaysia was
also affected, but less dramatically so. Despite the crisis, Finnish exports to the large ASEAN

'8 Trade was negligible with Brunei and with the new members of ASEAN — Vietnam, Cambodia, Laos, and
Myanmar. These trends reflected the economic sizes of the respective ASEAN countries.
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trade partners exceeded imports, as e.g. in 1998 exports amounted to about 100-200 million

USD /country, while imports amounted to approximately 50-120 million USD /country.

Figure 19. Finland’s exports to ASEAN-5, 1978-2002.
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Figure 20. Finland’s imports from ASEAN-5, 1978-2002.
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Also the share of Southeast Asia in Finland’s total foreign trade grew slightly up until 1997;
however, it remained below 1 % for each individual ASEAN country. While Southeast Asia
was conceived as a market of great opportunities, investment relations developed slowly
because of the generally late internationalization of Finnish businesses, as well as physical
and cultural distance. Some large Finnish companies, such as Nokia, Ahlstrom, Wartsild, and
Jaakko Poyry established operations in Southeast Asia in the 1980s; however, large-scale
business relations remained modest (Kettunen 2002). At the same time, Finland had begun
active export promotion in Southeast Asia. Export offices were established jointly with the
Finnish Embassies in e.g. Malaysia, Thailand and Singapore. The significance of embassies
was important in foreign trade promotion, and in accordance with growing trade, export
promotion was also carried out in several trade fairs and industry seminars (Vinha 2001). Led
by the President of Finland, business delegations visited several Southeast Asian countries

especially in the mid-1990s (Saneri 2002).

According to a quantitative assessment, Finland’s export potential in the Southeast Asian
market is fairly well utilised. Blomqvist (1995) studied the market potential of ASEAN for
Finnish exporters, using a gravity type model as the main method. The Finnish export
potential was estimated for seven ASEAN countries. According to the assessment, the over-
utilization of export potential was particularly high for Singapore and Indonesia, and only
Brunei and Vietnam showed some untapped export potential. The assessment for the year
1993 showed that the non-utilised export potential was rather small, indicating that Finnish
exporters had been successful in achieving markets in Southeast Asia. However, the results
varied according to two different methods: while the regression analysis based on a modified
gravity model of foreign trade suggested an over-utilisation of export potential, a trade
intensity index showed an under-utilisation by about the same amount. The differences in
results were explained by the underpinning of the two methods.'®* Overall, the results were

rather consistent with the relative economic sizes of the partner countries.

The product composition of Finland-ASEAN trade changed considerably. In the late 1980s,
forestry products (e.g. paper and paperboard) had amounted to about one fourth of Finnish
exports to Southeast Asia. In 1993, the share had declined clearly due to faster growth in other

'8 While the trade intensity index only looked at trade volumes of the two countries and compares trade between

the two partners as to their total trade, the gravity model included more variables. The model used in the study
included four variables: the size of the trade partner’s economy; the population of the trade partner; the physical
distance between the two; and the relative factor abundance of the two trade partners. A further problem in the
estimation was the yearly variation in Finnish trade with the ASEAN countries, due to the low level of trade
volumes. To overcome this, the study took the year 1992 as the year to be assessed for comparison. Some
differences, though not considerable, were noted between the two years. (ibid.)

196



product groups, especially machinery and equipment, which grew to be the biggest export
categories with a share of over 60 % of exports, including e.g. paper machines, electric
motors and generators, and telecommunications equipment. In Finnish imports, the share of
electric and electronic equipment from ASEAN grew considerably by 1993, including parts of
automatic data processing machines, foodstuffs, and fish and fruit preparations (National
Board of Customs, 1993). As such, the composition of Finland’s exports to Southeast Asia
was clearly different from its overall export structure where the share of forestry exports was
significant (National Board of Customs, 1998; 2000). The product composition of Finland’s
trade with ASEAN-5 in 2000 is further illustrated in Figure A7. (in the Appendix) which

indicates that machinery was the leading sector in both exports and imports.

Finland’s imports from Malaysia

Finland’s electronics imports from Malaysia are discussed as an example of changes resulting
from membership in the EU customs union. From 1990-2002, Malaysia was one of the major
sources of Finland’s imports from ASEAN; however, the value of imports declined steeply in
1996 (Figure 20.). At the same time, the value of imports from the other ASEAN members
remained rather stable or increased, such as in the case of Indonesia. After 1999, imports from
Malaysia increased again notably, and Malaysia remained the largest source of imports up
until 2002. Regarding the objectives of this study, the year 1995 was considered significant in
Finland’s imports, as the EU tariffs and other trade policies were adopted in that year. The
notable decline in imports from an extra-EU trade partner could indicate an increase in trade

barriers towards that country and a possible trade deflection.

Related to Malaysia’s industrial strategy in electronics (Kanny 1999), integrated circuits were
the largest single product group in Finland’s imports from Malaysia between 1992-95, and
added to about 60 % of the total value of imports from Malaysia in 1995 (National Board of
Customs, various issues). Figure 21. illustrates the changes in the trade value of, and import
tariffs on, Finland’s imports of integrated circuits from Malaysia, with data from Finnish
statistics. Data on import tariffs represent Finnish tariff levels up until 1994, and the EU tariff
levels which Finland adopted from 1995 onwards. As is evident, Finland’s tariffs on imports
of integrated circuits (HS 8542) from Malaysia had been at the level of 0 % from 1990 to
1994 before Finland joined the EU customs union. Throughout this period, the value of
imports in this product category increased steadily. In 1995, the tariff level increased
according to the EU’s common external tariff to 12.5 %, but declined to 5.6 % in 1996 and

further to 4.4 % in 1997, after which a 0 % tariff level was applied again. At the same time,
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the value of imports dropped to a low level for three years, but increased again in 1999 after

the elimination of tariffs.

Figure 21. Finland's imports of integrated circuits (HS 8542) from Malaysia (FIM mill.); tariff
imposed (%), 1990-2000.
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Figure 22. Finland's imports of electronic integrated circuits and micro circuits (HS 8542) by
source country, 1990-2000 (FIM mill.).
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Overall, the United States dominated as a source of imports throughout the period, as can be
seen in Figure 22. The decline in imports from Malaysia and other Asian sources in 1996 was
accompanied by an increase in imports from various European sources, such as France and
the Netherlands.'® The example illustrates developments in intra- and extra-regional trade
after joining a customs union, which appears to have resulted in trade creation and possibly
also trade diversion in the case of trade in integrated circuits; however, this explanation would

require further analysis before being confirmed.

Summarizing from section 5.3, Finland’s joining the EU customs union had a major impact
on its trade policy formulation and institutions, as decision-making shifted from the national
level to the pan-EU level. In addition, the membership affected the tariff levels applied on
imports to Finland, liberalizing in some sectors and restricting in others. In answer to the sub-
question “How have Finland’s trade policies changed after joining the EU, and which sectors
have been affected by regionalism?”, the findings showed that the EU’s regionalism had a
restricting effect on a major product group, i.e. electronics components imported from

Malaysia, which was also reflected in a shift to increased imports from European neighbours.

5.4 Major trade barriers in EU-ASEAN trade

A major part of ASEAN exports to EU countries were subject to relatively liberal EU trade
policies. The nine largest export categories comprised 72 % of all ASEAN exports to the EU
during 1993-2001. The average tariff imposed on these categories was 9 % in 1995, declining
to an average of 6.6 % in 2002. The highest tariffs were in place for textiles and clothing, and
footwear (which were important export products for the ASEAN countries) as well as for
certain agricultural products (cereals, dairy and meat), which were not among major ASEAN
export items. In addition to tariffs, ASEAN exports to the EU faced various types of non-tariff
measures. The most important of these were the quotas on textiles and clothing which were,
to a large extent, based on the voluntary export restraints (VER), bilateral agreements between
the exporting and the importing countries on quantitative restrictions for specified product
groups. Other types of non-tariff measures included import monitoring and countervailing

actions, especially anti-dumping actions.

185 The value of imports the Netherlands grew rapidly after 1995. One reason for the growth might be a change in
the statistical definitions of a source country, relating to e.g. the international transport routes of exports and
imports, where Rotterdam is a significant node for EU imports.
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Some quotas for textiles and clothing were removed due to the WTO commitments, and the
higher tariffs in agriculture decreased significantly. Hence the overall EU trade policies
towards the major ASEAN exports were in a process of liberalization in the long term. At the
same time, the value of ASEAN exports of electrical appliances, as well as machinery and
computers, increased significantly throughout the nine-year period. The exports of apparel
and clothing accessories remained more stable. In EU exports to ASEAN countries, the
highest barriers to trade were in place for vehicles, plastics, and articles of iron and steel.
These products faced high protection in all ASEAN members. However, there were also
country-specific trade barriers, such as on jewellery in Thailand and Indonesia, on electrical
appliances in Thailand, and on paper and paper board, as well as miscellaneous chemical

products in Thailand.

5.5 Summary: The geography of EU-ASEAN trade policies

This chapter has presented findings on trade policies and trade flows between the EU and the
ASEAN countries. Overall, since European trade is dominated by considerable intra-regional
trade, as well as trade with other major industrialized economies, the share of Southeast Asia
in its total trade is relatively low. In contrast, the major trading partners of the ASEAN
countries are outside the region, and strong trade links have been developed with the United
States, Japan, and the EU. The growth of trade in the Southeast Asian countries has been
connected to their industrialization process over the last three decades. The structure of
production in Malaysia, Thailand, and, to some extent, Indonesia, has shifted from primary
agricultural production to more industrialized and, initially, labour intensive manufacturing,
and, to a growing extent, capital intensive manufacturing. In the same vein, the composition
of trade has changed from primary to industrial products, which has also been reflected in the
EU-ASEAN trade structure. Recently, the share of labour intensive manufacturing has
declined rapidly in the more developed ASEAN countries, as such production has been
moving to e.g. China and Vietnam. Thus, a major factor in the growth of EU-ASEAN trade
over the two decades has been related to the industrialization of the ASEAN countries, and to

the subsequent growth in their manufactured exports and imports.

The geography of trade policies that the study aims to elaborate on, has been suggested to

comprise three issues as discussed in the framework of the study, namely:
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- scales of negotiation, decision-making and agreements: national, regional, inter-regional
and multilateral

- hierarchies of trade preferences: preferential trade area, free trade area, customs union and
common market

- industry pressures for protected and promoted sectors: the link between industrial policy
and trade policy

The evolving geography of trade policies between the EU and ASEAN includes shifts in the
scales of negotiation and decision-making and in hierarchies of trade preferences, and the
sector-specific requirements of either protection or promotion of an industry. It has been
found that: (1) The scales of negotiation, decision-making and agreements have shifted
towards the regional level in both the EU and ASEAN. The EU has been represented by the
Commission in international negotiations since 1999, and in ASEAN, the AFTA has been
implemented since 1993 and a decision has been made to create a common market by the year
2020; (2) The hierarchies of preferences have extended in both regions to include
neighbouring countries and sub-regions. The EU has free trade agreements with the Eastern
European countries which were integrated into the Union in May 2004. Similarly, ASEAN
has cooperated with its regional neighbours in the ASEAN+3 process, aiming to develop a
free trade area. Also, the ASEM process has extended inter-regional cooperation to include
other Asian countries such as Japan, China and South Korea; (3) The industry requirements in
both the EU and the ASEAN countries have been linked with trade policies. The protected
sectors have included the declining ‘sunset’ industries, such as clothing in the EU, as well as

the emerging ‘infant’ industries, such as vehicles in the ASEAN countries.
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6. Conclusions and implications of the study

This study has dealt with trade relations between the EU and the ASEAN countries. In
preceding chapters, the dissertation has reported findings on the changing trade policies
between the EU and the ASEAN countries during a period of intensified regionalism in 1990-
2003. The broad background interest of the study has been related to the notion of the parallel
trends of regionalism and multilateralism in the world economy, as well as the underlying
restructuring of global production systems (Gibb 1994, Frankel 1997, Yeung et al 1999,
World Bank 2000, Alvstam 1993, Carr 1997, Dicken 2003). The manifestation of regionalism
was observed in two trading regions, the EU and ASEAN, which were chosen for the study
because of their importance in the arena of world trade. Regionalism had also led to
intensified inter-regional relations in the global governance of trade. Accordingly, the
research problem of the study was how regional economic integration in the EU and in

ASEAN affects trade policies between the two regions.

The relevance of the topic had arisen from the identified gap in research, i.e. the scarcity of
research on various types of trade policies affecting the specific trade patterns between the EU
and ASEAN. In addition, the parallel trends of regionalism and multilateralism had raised
contradicting hypotheses on whether global trade had become more restricted or more liberal
(Bhagwati 1993, Bergsten 1994, WTO 1995, Bhagwati & Panagariya 1996, Milner 1997,
World Bank 2000, Bhagwati & Panagariya 2003). While there is an abundance of studies on
regional economic integration in both the EU and ASEAN, there have been few empirical
accounts of sector-specific trade policies vis-a-vis the actual trade flows. In an attempt to
breach the research gap, this study aimed to assess the impacts of regionalism on EU-ASEAN
trade policies, relating these with the pattern of trade between the regions. The objective was
operationalized and broken into sub-questions for the empirical analysis:

1. How have trade policies evolved in the EU and the ASEAN countries during a period
of intensified regionalism?

2. What kind of policy stances can be identified based on the competitive structure of
industries in EU-ASEAN trade?

To answer these questions, the study was designed to include a cross-disciplinary approach
and multiple types of data, and a mixed method of both an institutional analysis of trade
policy decision-making and an investigation into the various types of trade policies towards
the specific sectors in EU-ASEAN trade. The theoretical framework of the study was
structured to combine earlier literature on three major fields: regional economic integration,
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trade policies, and the geography of international trade. Based on a critical account of
previous theorizing, suitable approaches were selected for the framework of the empirical
study. Literature suggested that regional economic integration evolves in stages (Balassa
1961) and that regional trade organizations can be either instruments or arenas for the member
countries in coordinating common policies; or they can be actors in their own right in the
multilateral setting (Archer 1983; 2001). States regulate trade by bargaining on two levels,
national and international (e.g. Carlson 2000), and, based on the national policy interests and
the competitive structure of domestic industries (Stopford et a/ 1991), they have several
possible bargaining ‘sites’ in setting trade policies for various industries. In Asia, changes in
trade are partly explained by the inflow of foreign direct investments (Alvstam 1993; 2001a),
which appears also to be reflected in the links between trade policies and industrialization

policies.

Following the theoretical framework, the empirical study was structured to examine two
major themes: trade policies at various geographical scales (in chapter 4) and trade flows
subject to trade policies (in chapter 5). Particular emphasis was placed on the geographical
scales of negotiation and agreements, the hierarchies of trade preferences, and the industry-
specific needs for protection. Building on these, the study elaborated on a new concept, the
geography of trade policies. It was argued that operationally, the geography of trade policies
can be assessed by analysing (1) the level of trade policy decision-making, e.g. national or
regional, (2) the trade agreements of a country/grouping, and their hierarchies of preferences,
and (3) the industry-specific trade restrictions or liberalization of the country/grouping. The
changing trade policies are manifested in the bargaining relationship between the state,
domestic industries, and other states. These can be illustrated as the ‘spheres of possible
bargaining sites’ based on the objectives of national policy and the competitive structure of

industries (as modified after Stopford ef al 1991).

With an inductive approach, chapter 4 presented a longitudinal description of the changing
trade policies in the EU and in ASEAN, as well as the trade negotiations between the two.
The findings were summarized to indicate the evolving geographies of trade policies of the
two regions. This formed the platform for the cross-sectional analysis of the EU-ASEAN

trade policies affecting trade flows, in chapter 5.
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6.1 Summary of the empirical findings

In answer to the two research questions posed for the study, it is concluded that:

(1) Trade policies in both the EU and ASEAN have liberalized because of multilateral
commitments and despite the alleged restrictive effects of regionalism, but the Asian financial
crisis had a somewhat restrictive impact on some ASEAN countries’ trade policies in specific
sectors.

(2) Four types of policy stances were identified in the EU-ASEAN trade relation that
combined liberal or restrictive policies with global or local industries, where global industries
predominated. Consequently, the overall EU-ASEAN trade became more liberal because of
recent multilateralism, but also because machinery and electronics, the two global sectors that
constituted almost 60 % of the total trade, include trade in intermediate products in global

commodity chains, which had largely been liberalized already.

These conclusions are based on the results of the empirical examination, which is summarized

in the following.

Trade policies at various geographical scales

The findings in chapter 4 illustrated the changing EU-ASEAN trade policies against the
backdrop of regionalism and multilateralism. As regards theories on regionalism and the
institutional basis of trade policy making, the stages of regional economic integration defined
by Balassa (1961) were a valuable categorization, in spite of their large internal variety in
reality. Similarly, Archer’s (1983; 2001) categories were found to be helpful in distinguishing
between different roles of international organizations vis-a-vis their member countries, where

the EU and ASEAN were found to be very different.

As a result, the EU and ASEAN are positioned along two dimensions (Figure 23.): their roles
as regional organizations (on the vertical axis), and their stages of economic integration (on
the horizontal axis). Both groupings have been moving towards increased internal economic
integration. In 2003, the EU moved to the highest category, being an actor in international
negotiations, and a monetary union. At the same time, AFTA was close to being a full free
trade area, representing an organization which has characteristics of both an instrument and an

arena for the member countries to advance their trade objectives.
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Figure 23. Stages of economic integration and roles of EU and ASEAN as regional trade

organizations.
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As regards the types and the geographical extent of trade policies, it was observed that both

the EU and the ASEAN countries applied several, but to some degree, different, types of trade

policies. This was also the most time-consuming part of the empirical investigation, since a

major part of trade policies are of the non-tariff type, which are furthermore varied across

countries and across time. It was found that the EU was an active user of quotas and anti-

dumping actions, while in the ASEAN countries, licensing and state-trading were extensively

applied, and to a growing degree, also anti-dumping actions. Table 22. summarizes the overall

level of protection and the types of trade policies in the EU and the ASEAN countries. The

EU’s trade policies were generally more liberal than those of the ASEAN countries, and the

EU had a more extensive network of preferential trade agreements both regionally and

globally.

Table 22. Level of protection and types of trade policies in the EU and the ASEAN countries.

rade policy Anti- Safeguard
type | Tariffs Quotas Licensing | State- dumping | etc. trade
Level of trading actions defence
Protection
Restrictive ASEAN ASEAN
EU countries | countries | EU
ASEAN ASEAN
Moderate countries | countries | EU ASEAN
countries
EU EU EU
Liberal ASEAN
Countries

Source: Author.
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In addition to the impacts of regionalism on external trade relations that were the focus of this
study, regional economic integration affects the internal trade of a regional grouping. The
effects of trade creation and trade diversion in customs unions (Viner 1950) can be debated
with regard to the EU and to ASEAN. In the case of the EU, the phenomena have been in
place since 1958 when the EEC customs union was established. According to earlier
literature, intra-European trade had grown faster than world trade from 1955-1975 (e.g.
Alvstam 1979), with estimated effects of trade creation amounting to 19 billion USD (Balassa
1974). This study summarized that regionalism had six specific impacts on the EU’s trade
policies, three of which were liberalizing: harmonizing and partly eliminating import quotas;
new preferential trading arrangements with regional and global trade partners; and initiation
of the Market Access Strategy aiming to liberalize export markets. Two other impacts were
protective: an increased number of anti-dumping measures; and new regulations on EU
standards. As to the ASEAN countries, regionalism had three major impacts, all of which had
the effect of regional liberalization, namely: the decrease in intra-regional AFTA tariffs;
limited tariff preferences in the growth triangle scheme; and trade liberalization agreements

with regional East Asian neighbours.

Regarding EU-ASEAN trade negotiations, it was found that ASEAN was active in requesting
better market access in the EU. At the same time, the EU adhered to multilateral trade
negotiations to discuss market access. It was observed that the relations between the EU and
ASEAN had evolved in four distinct phases, based on the activity of cooperation and issues of
common interest: from general discussions (in 1978-86) to active bargaining (1988-92), to
enthusiasm for cooperation (1994-97), and to political and structural challenges (1997-2003).
The 1990s in particular were a volatile decade in EU-ASEAN relations as the spirit of
negotiations fluctuated between tension and enthusiasm. Political issues were strongly bound
up with economic and trade matters. The ‘Burma issue’, i.e. the accession of Burma/Myanmar
to ASEAN in 1997, remained the main obstacle to EU-ASEAN cooperation, and had

implications on inter-regional negotiations and trade policy.

The negotiations were also affected by the roles of the two organizations, i.e., the institutional
characteristics of the EU and ASEAN in coordinating trade policies and external trade
negotiations. Despite certain similarities between the two as regional organisations — both
have been committed in the long term and successful in their regional issues (contrary to

many other trade groupings) — major differences remained between the two. While the EU as
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an actor in trade policy has a strong structure with central institutions and decision-making
power, ASEAN as an instrument and arena is more of a cooperation forum with no

supranational power in trade policies.

EU-ASEAN trade flows and trade policies

Based on the framework modified from Stopford ef al (1991), and building on data presented
in chapter 4, findings from the cross-sectional analysis of trade policies vis-a-vis the trade
flows between the two regions were portrayed in chapter 5. Industries were positioned in
relation to their competitive structure and the trade policies applied in a scheme of bargaining
as elaborated in Figure 5. of the study. It was found that, by trade value, a major part of
exports and imports between the EU and the ASEAN countries were in largely globalized
industries, such as electrical equipment, machinery and computers. Based on the competitive
structures of industries and the trade policies applied, as had been illustrated in Figures 16.
and 18., four types of policy stances were identified in EU-ASEAN trade, namely:

= policies for the ‘winners’, i.e. liberal policies for global industries, such as machinery

= policies for the ‘specific’, i.e. liberal policies towards natural resource based products not
available domestically, such as tropical crops in the EU

= policies for the ‘pressured’, i.e. restrictive policies towards global sunset or infant
industries, such as clothing in the EU

= policies for the ‘subsistence’, i.e. restrictive policies towards local strategic industries or
agriculture, such as vehicles in many ASEAN countries, or local agriculture in the EU

The three industry categories — global, local-for-local, and natural resource added-value — can
also be compared with the four types of industries based on globalization and location
(Storper 2000), i.e. the world-serving industries, local industries serving non-tradable goods,
import-sensitive manufacturing (global commodity chains), and industries in the globally
contestable markets, where the fourth is close to the ‘global’ industries as suggested by
Stopford et al (1991). The commodity pattern of EU-ASEAN trade changed significantly and
the value of trade increased during the period under study, 1993-2001. The share of
computers and machinery, as well as electrical equipment, increased considerably in both
ASEAN exports to, and imports from, the EU. Trade policies on these sectors liberalized
throughout the decade, but the sectors were affected by the Asian financial crisis after 1997,
which could be observed as a slump in ASEAN imports of especially machinery and
computers from the EU during 1998-99. Hence the decline in demand was an intervening

factor that affected the realized trade flows in spite of liberalization.
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The impacts of both regionalism and multilateralism on specific sectors were identified for
the ASEAN countries’ exports to the EU, as well as the ASEAN countries’ imports from the
EU. As was discussed in chapter 4, the impacts of regionalism, i.e. regional trade policy
decision-making and cooperation, had both liberalizing and restricting effects on trade
regimes of the EU and ASEAN. Trade barriers in the major sectors of EU-ASEAN trade were
relatively moderate: the EU’s import tariffs on the nine largest sectors (72 % of total ASEAN
exports to EU) declined from 9 % to 6.6 % during the decade. The EU also applied anti-
dumping actions and quotas on major sectors of ASEAN exports to the EU. The EU’s
regionalism had a slightly restricting impact on ASEAN exports because of the elimination of
GSP preferences and the use of anti-dumping actions, while at the same time, the liberalizing
impacts of multilateralism were more prominent. In general, all EU sectors were liberalized
throughout the period. The sectors most affected by liberalization measures included certain

agricultural products, as well as textiles and clothing.

The average tariffs of the ASEAN countries towards imports from the EU declined
throughout the period, except those of Malaysia. The tariffs in the eleven largest sectors (72
% of ASEAN imports from the EU) varied between 7 % in the Philippines and 15 % in
Thailand in 1999. Malaysia’s average tariff towards the EU increased from 10 % in 1997 to
13 % in 2001, mainly due to the restrictions after the Asian financial crisis. Other restrictions
were also applied, such as licensing by Malaysia on e.g. machinery, and import prohibitions
and licensing on certain vehicles by Thailand. The multilateral liberalization within the
GATT/WTO had a major impact on reducing trade barriers in the ASEAN countries.
Electrical appliances, plastics, and machinery and computers were particularly liberalized. By
contrast, the sectors subject to protective measures due to the Asian financial crisis were

automobiles, iron and steel, products of iron and steel, and certain machinery.

EU regionalism and Finland

The case of Finland’s joining the EU illustrated the specific impacts of regionalism on the
trade policies of an ‘entrant’ country. The accession had significant impacts on the
institutional basis of trade governance, that is, in the legal and administrative framework,
decision-making structures and membership in the EU’s inter-regional and multilateral
arrangements. The membership also affected Finland’s trade policy in the import regulation
system, i.e. in tariff levels and other types of restrictions to imports (cf. Widgrén 1997). Most
importantly, the introduction of EU-wide anti-dumping actions and quotas changed the

applied trade policies. Export promotion, however, remained basically a national effort. These
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observations stand as reference for comparisons with other entrant countries, such as the ten

new EU members.

In Finland’s trade with Southeast Asia, a special feature was the fact that the product
composition was significantly different from Finland’s overall exports: the share of forestry
products was minor, while machinery and equipment amounted to approximately two thirds.
Accordingly, the share of electronics was significantly large, and, therefore, the impact of
higher EU tariffs on electronics components after 1995 clearly had a restricting effect on
Finland’s imports from Malaysia. This was observed as a notable decline in the imports of
electronics, particularly integrated circuits, from Malaysia from 1996-98; however, when the

tariff declined back to 0 % in 1998, the value of imports increased notably again in 1999.

6.2 Theoretical conclusions: The geography of trade policies

As a theoretical contribution, the study elaborates a new concept, the geography of trade
policies. The need for considering the geography of trade policies arises from the ongoing
evolution of the global governance of trade, that is, the enlarging multilateral negotiations in
the WTO and the simultaneous trends towards regionalism in various parts of the world. In
contrast to much of the earlier literature which treats the two phenomena as mutually
contradicting (e.g. Bhagwati 1993, Bhagwati & Panagariya 1996; 2003), this study has taken
a different approach to examine the simultaneous impacts of both regional and multilateral
agreements on trade policies of two regional entities. This has been endeavoured with an
institutional approach, similar to that of Grant (1993a) but combined also with an examination

on the actual trade flows between the regions.

Drawing on literature in the geography of trade (e.g. Alvstam 1993s; 1995, Grant 1993a;
1994; 2000) and in international political economy (e.g. Strange 1988, Stopford er al 1991),
this study also contributes in bringing the relevant political actors to objects of the study in
discussing the evolving geography of international trade. The power of trade policies lies in
the very nature of the state-firm relationships where, based on the competitive structure of the
industry and the state’s policy needs, specific policy stances are brought together. An example
is the clothing industry that has for several decades been protected in the industrialized
countries against the ever-growing competition from various developing countries, but that is

currently being liberalized with expected increase in trade volumes in 2005. The change in
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trade policies is assumed to affect the industry by way of changing comparative advantages
(cf. Grant 1994; 2000) across different locations and thus by reorganizing the networks of
hierarchical production (Bernard & Ravenhill 1995). Hence the geography of international

trade in the industry will evolve through cross-border investments (Alvstam 1993; 2001a).

Furthermore, the study contributes in assessing the level of ASEAN integration in terms of
trade policies, coordination of regional cooperation and the institutions of decision-making. It
has been shown that national trade policies are rather varied, both in terms of types of trade
policies and the level of protection. While all countries have liberalized trade barriers based
on commitments at the GATT/WTO, the impact of the Asian financial crisis has been varied
on raising the barriers again. Also, since the industrial structures of the ASEAN countries are
quite different, the basic policy needs are diverse. Despite the claimed objective of forming an
‘ASEAN Community’ that is similar to a common market, by the year 2020, even a ‘lower’
stage of integration would pose a challenge for the member countries, since forming a

customs union would imply the harmonizing of external tariffs.

The concept of the geography of trade policies was defined in the theoretical framework to
include three elements: scales of negotiation, hierarchies of trade preferences, and industry
requirements. These were further elaborated in the empirical examination of the EU and
ASEAN, with findings summarized in section 5.6. The conclusions proposed by the
theoretical and empirical examination are that:

1) The scale of negotiation, decision-making and agreements is shifting from the national
level to the regional and multilateral levels, and, more recently, to the inter-regional
level. Bilateral and inter-regional trade agreements are also made and negotiated
between geographically-distant counterparts.

2) The hierarchies of trade preferences and their geographical organization are more
numerous and more complex than the basic theory suggests. The networks of trade
arrangements include preferential trade areas, free trade areas, customs unions and
common markets. Regional economic integration does not necessarily evolve through
all stages, nor is it present in a ‘pure’ form in the practices of the existing regional
trade organizations.

3) The link between industrial policy and trade policy is strong, and industry
requirements either for protection or/and promotion are visible in eventual trade
policies. This is especially true in the case of ‘infant’ industries, as in the ASEAN
case, and in the ‘sunset’ industries, as in the EU case.

It is argued that these three elements shape the evolving geography of trade policies both

between countries and regions, and on the multilateral level.
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Firstly, the shifting scale of negotiation towards geographically larger entities, such as
regional trade blocs, implies that dominant industries within the bloc will gain more power in
forwarding their business interests to the multilateral level. This has effects in the outcomes of
regional and multilateral agreements, where the interests of the dominant businesses
overcome those of domestic interests of businesses in individual countries. Hence the
relations between the ‘state’ and the ‘firm’ are not only affected by globalization (Stopford et
al 1991), but also by regionalism, as has been illustrated in this study. However, as trade
agreements are concluded also between geographically-distant countries such as Singapore
and the US, or negotiated between distant regions such as the EU and Mercosur (WTO 2000),
the scales of negotiation have become ever-more complex and somewhat intertwining, where

business interests play a significant role.

Secondly, the hierarchies of trade preferences identified in the EU and in ASEAN indicate
that the deepening of regional economic integration does not necessarily follow the pattern as
presented in the basic theory (Balassa 1961) but evolves as a specific process based on the
regional characteristics, such as the stage of economic development, political relations and
external competition faced by industries. The stage of regional integration varies between
different types of trade policies, where e.g. external tariffs are harmonized in a customs union,
but external quotas are only harmonized in a common market, as was the case in the EU. Or,
as in the case of ASEAN, the deepening of regional economic integration may be suggested to
skip one stage of integration i.e. from a FTA to an arrangement close to a common market,

thus skipping the customs union stage.

Thirdly, the link between industrial policies and trade policies is evident, and in this study, it
was identified in relation to the competitive structure of industries in the EU-ASEAN trade.
This mirrors the earlier arguments of the link between foreign direct investments and
changing trade flows in East Asia (Alvstam 1993, 1995, 2001a). In the EU, some of the global
but protected ‘sunset’ sectors, such as clothing and footwear, exemplify this, and in the
ASEAN countries, several global industries are protected based on the ‘infant’ industry
argument. Trade in the protected industries is however gradually but constantly liberalized as

a result of the multilateral trade negotiations.

Differences between Europe and Asia
It has been found that the main differences in trade policies between the EU and the ASEAN

countries were related to the stage of economic development of the regions. By comparison,
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Painter (2000) had reflected on the distinctions between American, Japanese, European, and
British systems of capitalism, originally suggested by Hutton (1995) who drew on differences
in financial systems, labour markets, welfare systems and government policies. It was argued
that the openness to trade is accordingly different in the four types of capitalism, being
relatively open in Europe and less open in Japan. In contrast, the role of government in
industrial policies is strong in both Europe and in Japan, while it is weak in the American and
British systems. The findings from this study support the argument that the EU is relatively
open to trade, while the role of state in industrial policy is strong, and that the ASEAN
countries combine active industrial policies (e.g. investment incentives) with trade policies. In
comparison, Sum (1998) criticized the “liberal versus statist” discourses of economic
development that she called the “Enlightenment categories” and argued for a network analysis
based on a regulation approach and critical realism. According to Sum, neither ‘economy’ nor
‘state’ as such is relevant to Asia, but instead the set of political and economic networks
which have greater or lesser centrality within an economic mode of growth, and within a
mode of governance. This is notable in the policy-making in much of East Asia, which differs
in many respects from European systems of governance, and has an impact on how trade
policies are set or how cooperation is carried out. It was found in this study that trade policies
in the ASEAN countries were often non-transparent, especially after the Asian financial crisis,
where the governments were challenged by the dilemma between the earlier commitments at
the GATT/WTO on reducing trade barriers, and the pressures for protection from domestic
industries amidst the economic slowdown. This often resulted in declining tariffs (according

to WTO commitments) but increasing non-tariff barriers to protect the troubled industries.

Earlier, Yeung ef al (1999) had stated that the prospect for improving the EU-ASEAN trade
link depended on three issues: economic growth and integration of the ASEAN economies,
the effect of APEC on the trade relations of ASEAN, and actions and policies of both
groupings in their regional and external trade relations. Based on the findings of this study,
multilateral negotiations within the WTO can be included as a fourth issue contributing to the
improving trade relations. The tariff reductions and other deregulation (in textiles, agriculture,
and certain manufacturing) have had positive implications on the trade link between the two
regions. In addition, as the structure of trade is changing, with a growing share of
manufactured products, also the nature of the EU-ASEAN cooperation is expected to change.
Having been one between developed and developing countries with a colonial history, the
future relation is assumed to become more equal, given the economic development in the

ASEAN countries.
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6.3 Implications for businesses and policy-making

At various instances, opportunities have been identified for the private sector of the EU in its
business relations with the ASEAN countries, and, already in the late 1980s, potential was
found in the construction of industrial facilities, as well as trade in consumer goods,
transportation equipment, and communications. Yeung et al (1999, 121) pointed out that the
EU’s main opportunities in the ASEAN market are in trade of goods and services with
intellectual property because such trade is not as constrained by distance as trade in traditional
goods. Thus, policy-makers should act as facilitators for the private sector in submitting
information, enhancing trade liberalization, promoting regulatory reform, and supporting
trade in services and cooperation in science and research & development. As the ASEAN
countries have attempted to reduce their reliance on the US in exports and on Japan in the
inward FDI, the EU has the opportunity to increase trade with ASEAN (ibid.) (Table A12. in
the Appendix.).

Based on this study, the notable liberalization in the EU in the sectors of fats and oils (HS 15),
organic chemicals (HS 29) and paper and paperboard (HS 48), provides specific potential for
ASEAN exporters to expand in the EU market. The same applies to many agricultural
products, such as cereals (HS 10) and meat (HS 02) which have been significantly liberalized
in the EU. Similarly, exporting firms from the EU should note the considerable liberalization
of certain sectors in the ASEAN countries, such as iron and steel (HS 72) in Thailand,
electrical appliances (HS 85) in Malaysia and Indonesia, machinery and computers (HS 84) in
Indonesia, jewellery (HS 71) in Malaysia, and paper and paperboard (HS 48) in Indonesia. At
the same time, policy-making needs to be more observant of the links between foreign direct

investments and trade.

As the geographical levels of trade policy decision-making and negotiation are constantly
shifting towards the regional and the multilateral arena, policy-makers should be sensitive to
the networks of cooperation. As Davidson (2004) pointed out, certain issues negotiated within
and formulated in RTA agreements have directly contributed to the scope of issues negotiated
multilaterally at the GATT/WTO. The prospect for further regional economic integration in
ASEAN appears positive, albeit slow. The establishment of a free trade area with the

elimination of internal tariffs will have the effect of increasing intra-regional trade within
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ASEAN. In order to fulfil AFTA, the ASEAN countries need to lower all tariffs in intra-
regional trade, as the current AFTA aims to liberalize only 15 sectors. The remaining sectors
include non-processed agriculture and certain sensitive sectors, such as automobiles in
Malaysia. The joint objective of forming a common market by the year 2020, which the
ASEAN countries have agreed on, remains an open question. In light of both theory and
practice, ASEAN should first establish a customs union because of the need for common
principles regarding external trade, as well as the need for common institutions to govern,

coordinate and administer the common market.

Further challenges remain in EU-ASEAN relations, mainly due to the regionalization trend in
both regions (cf. Charri¢ 1998, Gibb 1998, Rieger 1985, Rimmer 1994, Plummer 1998, Poon
2003), that is, the EU enlargement and restructuring of its institutions, and the ASEAN+3
process with China, South Korea and Japan. In addition to political sensitivities, it seems that
part of the challenge for EU-ASEAN relations is attributed to the nature of the organizations
themselves, and their practices in, firstly, formulating and coordinating trade policies and,
secondly, coordinating external trade relations towards third partners. It has been pointed out
that the differences in organizational structure and the resulting difficulties in EU-ASEAN
meetings pose a problem for negotiations as the meetings are loosely defined discussions

relating to different issues (cf. Yeung et al 1999).

6.4 Implications for further research

As to further research, at least three implications can be drawn from this study. Firstly, there
is a need for more country-specific case studies on various trade policies to add to the mainly
quantitative approaches on the phenomenon. As Yeung & Lin (2003) have argued, there is a
need for comparative understandings of economic geographical processes emerging from the
various regions of the world economy in order to comprehend the particularities of different
regions. The impacts of regionalism and multilateralism should be studied in various parts of
the world in order to increase understanding of the links between the national level and other
levels (regional and multilateral) in trade policy coordination, negotiation, agreements and
decision-making. In particular, the institutional approach in studying trade policies (cf. Grant
1993a) should be combined with analyses of the actual trade patters in order to understand the

inter-relation between policies, trade flows, and intervening factors.
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Secondly, more research is required on trade groupings and their regional integration
processes. As has been found by this study, there are a variety of integration levels in trade
policies, which may differ from what the basic theory suggests. Also, the declared objectives
of trade groupings such as the EU and ASEAN may be challenged in reality by external
shocks that hinder the evolving cooperation. The web of trade preferences, as well as the
bilateral, regional and multilateral trade arrangements has become more complex and
extensive both among developed and developing countries during the last decade, which calls
for more exploration. The ongoing WTO negotiations and the evolving integration in the EU,
ASEAN, and e.g. Mercosur will undoubtedly change the pattern of global trade governance in
the coming decade as well. It is assumed that within the WTO, the developing countries will
by mutual cooperation gain more power over the issues negotiated, such as agricultural trade
policies. At the same time, the EU acts as a counterforce to the US interests that used to
dominate the early GATT process. These developments call for more analyses, both

comparative and case studies.

Thirdly, the concept of the geography of trade policies should be further elaborated based on
empirical and theoretical studies on trade groupings and countries alike. Institutional and
comparative analysis has been found a suitable approach, where both the extent and degree of
integration are addressed. It is acknowledged that the issue is empirically complex, which
alone is a reason for more research on the topic. In addition, there is a need for more studies
elaborating on the link between trade policies and industrial policies, especially in the
ASEAN case. This is because the observed interconnection between trade and inward FDI in
Asia Pacific (Alvstam 1993; 2001a, Poon & Pantulu 2003) appears to be of major importance
in the trade policy setting of the ASEAN countries. This should be empirically examined with
evidence from a variety of countries and trade groupings in order to further elaborate on the

phenomenon.

215



REFERENCES

Literature

Acharya, Amitav (1995) Transnational Production and Security: Southeast Asia’s “Growth
Triangles”. Contemporary Southeast Asia, 17: 2, 173-185.

Acharya, Amitav (1999) Realism, Institutionalism, and the Asian Economic Crisis.
Contemporary Southeast Asia, 21: 1, 1-29.

AFTA Reader (1993) Volume I. Questions and Answers on the CEPT for AFTA. The
ASEAN Secretariat.

AFTA Reader (1995a) Volume II. Questions and Answers on the CEPT for AFTA. The
ASEAN Secretariat. [Online]. Available at: http://www.aseansec.org/9104.htm.

AFTA Reader (1995b) Volume III. The ASEAN Secretariat. [Online]. Available at:
http://www.aseansec.org/9102.htm.

AFTA Reader (1996) Volume VI. The Fifth ASEAN Summit. The ASEAN Secretariat.
[Online]. Available at: http://www.aseansec.org/9101.htm.

Aggarwal, Vinod (2000) Withering APEC? The search for an institutional role. In: Dosch,
Jorn & Manfred Mols (eds.) International Relations in the Asia-Pacific. New Patterns of
Power, Interest, and Cooperation. St. Martin’s Press. New York.

Alatas, Ali (2001) ASEAN in a Globalizing World. 4sia-Pacific Review, 8: 2, 1-9.

Albrecht, Anthony C. (1990) Economic Cooperation in the Asia-Pacific Region: The
Southeast Asia Dimension. In: Hardt, John P. & Young C. Kim (eds.) Economic Cooperation
in the Asia-Pacific Region. Westview Press, Inc.

Alexandre, Danié¢le & Apirat Petchisiri (eds.) Trade Regulations between the EU and ASEAN.
Nomos Verlagsgesellschaft. Baden-Baden.

Algieri, Franco (1999) The coherence dilemma of EU external relations. The European Asia
policy. Journal of the Asia Pacific Economy 4: 1, 81-99.

Alho, Kari & Mika Erkkild & Markku Kotilainen (eds.) (1996) The Economics and Policies
of Integration — a Finnish Perspective. Kluwer Academic Publishers & ETLA The Research
Institute of the Finnish Economy.

Alho, Kari & Markku Kotilainen & Mika Widgrén (1996) Finland in the European
Community — the economic impacts. In: Alho, Kari et al (eds.) The Economics and Policies of
Integration — a Finnish Perspective. Kluwer Academic Publishers & ETLA The Research
Institute of the Finnish Economy.

Alvstam, Claes Goran (1979) Utrikeshandel och rumslig dynamik. En studie av den

vdsteuropeiska interna utrikeshandelns ldndersammansdttning 1955-1975 (Foreign Trade and
Spatial Dynamics. A Study of the Geographical Distribution of Western European Internal

216



Foreign Trade 1955-1975; Summary in English). Goéteborgs Universitets Geografiska
Institutioner, Serie B Nr 63.

Alvstam, Claes (1993) The impact of foreign direct investment on the geographical pattern of
foreign trade flows in Pacific Asia with special reference to Taiwan. In: Dixon, Chris &
David Drakakis-Smith (eds.) Economic and social development in Pacific Asia. Routledge.
London.

Alvstam, Claes (1995) Integration through trade and direct investment: Asian Pacific patterns.
In: Le Heron, Richard & Sam Ock Park (eds.) The Asian Pacific Rim and Globalization.
Avebury, Aldershot.

Alvstam, Claes G. (2001a) Climbing the trade and Investment Hierarchy Ladder. Transformation
of Foreign Trade and Foreign Direct Investment in Pacific Asia: The Case of Taiwan. In:
Edstrém, Bert (ed.) Interdependence in the Asia Pacific. Conference Papers 28. The Swedish
Institute of International Affairs. Stockholm.

Alvstam, Claes G. (2001b) East Asia. Regionalization Still Waiting to Happen? In: Schulz,
Michael & Fredrik S6derbaum & Joakim Ojendal (eds.) Regionalization in a Globalizing World.
A Comparative Perspective on Forms, Actors and Processes. Zed Books, Palgrave

Anderson, Kym (2001) Globalization, WTO, and ASEAN. ASEAN Economic Bulletin, 18: 1, 12-
23.

Andreosso-O’Callaghan, Bernadette & Jean-Pascal Bassino (2001) Explaining the EU-
ASEAN intra-industry trade through Japanese foreign direct investment: the case of high-tech
industries. Journal of the Asia Pacific Economy 6: 2, 179-193.

Antikainen-Kokko, Annamari (2000) Globalism and Regionalism in Southeast Asia. Identity
and Interest in ASEAN Dialogue. Paper presented at the Workshop on Regionalism and
Globalism in Southeast Asia, June 2-4, Aland, Finland.

Antikainen-Kokko, Annamari (2003) Constructing New Identities and Interests in the
ASEAN Dialogue Process. In: Palmujoki, Eero (ed.) Southeast Asian Regionalism from
Above and from Below. TAPRI Occasional Paper No. 90. Tampere.

Antolik, Michael (1992) ASEAN’s Singapore Rendezvous: Just Another Summit?
Contemporary Southeast Asia, 14: 2, 142-153.

Archer, Clive (2001) International Organizations. Routledge. Suffolk.

Ariff, Mohamed (1992) ASEAN Free Trade Area (AFTA): Problems and prospects. MIER
National Outlook Conference, December 8-9, Kuala Lumpur.

Ariff, Mohamed (1995) The Prospects for an ASEAN Free Trade Area. In: Arndt, Sven &
Chris Milner (eds.) The World Economy. Global Trade Policy. Blackwell Publishers Ltd,
Oxford.

ASEAN (1992) ASEAN Economic Cooperation for the 1990s. A Report prepared for the

ASEAN Standing Committee. Philippine Institute for Development Studies & ASEAN
Secretariat.

217



ASEAN (1987) ASEAN: The Way Forward. The report of the Group of Fourteen on Asean
Economic Cooperation and Integration. Kuala Lumpur: Institute of Strategic and International
Studies.

Athukorala, Prema-chandra (2000) Capital Account Regimes, Crisis, and Adjustment in
Malaysia. Asian Development Review, 18: 1, 17-48.

Awanohara, Susumu (1987) Loose-Knit Family. Far Eastern Economic Review, 156: 48, 12-
13.

Balassa, Bela (1961) The Theory of Economic Integration. Irwin. Homewood.

Balasubramanyam V. N. (1989) ASEAN and regional trade cooperation in Southeast Asia. In:
Greenaway, David & Thomas Hyclak & Robert J. Thornton (eds.) Economic aspects of
regional trading arrangements. Harvester, Wheatsheaf.

Baldwin, Robert E. (1988) Trade Policy in a Changing World Economy. Harvester,
Wheatsheaf.

Baldwin, Robert E. (1996) The Political Economy of Trade Policy: Integrating the
Perspectives of Economists and Political Scientists. In: Feenstra, Robert C. & Gene M.
Grossman & Douglas A. Irwin (eds.) The Political Economy of Trade Policy. Papers in
Honor of Jagdish Bhagwati. Massachusetts Institute of Technology. Cambridge.

Bende-Nabende, Anthony (2000) Foreign Direct Investment in ASEAN: a Historical
Perspective. In: Strange, Robert & Jim Slater & Corrado Molteni (eds.) The European Union
and ASEAN: Trade and Investment Issues. Macmillan Press Ltd. Wiltshire.

Bende-Nabende, Anthony & Jim Ford & Jim Slater (2001) FDI, Regional Economic
Integration and Endogenous Growth: Some Evidence from Southeast Asia. Pacific Economic
Review, 6: 3, 383-399.

Bergsten, C. Fred (1994) APEC and World Trade: A Force for Worldwide Liberalization.
Foreign Affairs 75: 3, 20-26.

Bergsten, C. Fred (1997) Open regionalism. In: Bergsten, C.F. (ed.) Whither APEC? The
Progress to Date and Agenda for the Future. Institute for International Economics.
Washington.

Bernard, Mitchell & John Ravenhill (1995) Beyond Product Cycles and Flying Geese:
Regionalization, Hierarchy, and the Industrialization of East Asia. World Politics, 47: 2, 171-
209.

Bhagwati, Jagdish (1993) Regionalism and Multilateralism: An Overview. In: de Melo, J. &
A. Panagariya (eds.) New Dimensions in Regional Integration. Cambridge University Press.
New York.

Bhagwati, Jagdish (2002) Free Trade Today. Princeton University Press.

Bhagwati, Jagdish & Arvind Panagariya (1996) Preferential Trading Areas and

Multilateralism: Strangers, Friends or Foes? In: Bhagwati J. & A. Panagariya (eds.) The
Economics of Preferential Trade Agreements. The AEI Press. Washington, DC.

218



Bhagwati, Jagdish & Arvind Panagariya (2003) Bilateral trade treaties are a sham. Financial
Times, July 14.

Blomgvist, Hans (1993) ASEAN as a Model for Third World Regional Economic Co-
operation? ASEAN Economic Bulletin, 10: 1, 52-67.

Blomgqvist, Hans C. (1995) Assessing Market Potential: The Case of ASEAN as a Market for
Finnish Exporters. Discussion Paper No. 185. Department of Economics, The University of
Queensland, Brisbane.

Blomgqvist, Hans C. (2004) Explaining Trade Flows of Singapore. Asian Economic Journal,
18: 1, 25-43.

Brakman, Steven & Harry Garretsen & Charles van Marrewijk (2001) An introduction to
geographical economics. Cambridge University Press.

Brakman, Steven & Harry Garretsen (2003) Rethinking the ‘New’ Geographical Economics.
Regional Studies, 37: 6-7, 637-648.

Cammack, Paul & Gareth Api Richards (1999) ASEM and interregionalism. Journal of the
Asia Pacific Economy 4: 1, 1-12.

Carlson, Lisa J. (2000) Game theory. International trade, conflict and cooperation. In: Palan,
Ronen (ed.) Global Political Economy. Contemporary theories, pages 117-129. Routledge.

Carr, Michael (1997) New Patterns: Process and Change in Human Geography. Thomas
Nelson and Sons Ltd. Surrey.

Chan, Gerald (1997) Taiwan’s Economic Growth and Its Southward Policy in Asia. In:
Watters, R.F. & T.G. McGee (eds) Asia-Pacific: New Geographies of the Pacific Rim. Hurst
& Company. London.

Charrié, Jean Paul (1998) Trade, European integration and territorial cohesion. In: Unwin,
Tim (ed.) 4 European Geography. Pearson Education Ltd, Prentice Hall.

Charrier, Philip (2001) ASEAN’s inheritance: the regionalization of Southeast Asia, 1941-61.
The Pacific Review, 14: 3, 313-338.

Chen, Edward K.Y. & C. H. Kwan (1997) The emergence of subregional economic zones in
Asia. In: Chen, Edward K.Y. & C. H. Kwan (eds.) A4sia’s Borderless Economy. The
emergence of sub-regional zones. Allen & Unwin Australia. Singapore.

Chia, Siow Yue (1993) Foreign Direct Investment in ASEAN Economies. Asian Development
Review, 11: 1, 60-102.

Chirathivat, Suthiphand & Franz Knipping & Poul Henrik Lassen & Chia Siow Yue (eds.)
(2001) Asia-Europe on the Eve of the 21" Century. Centre for European Studies at
Chulalongkorn University, Bangkok and Institute of Southeast Asian Studies, Singapore.
Bangkok.

219



Cliff, A.D. & R.L. Martin & J.K. Ord (1975) Map Pattern and Friction of Distance
Parameters. Regional Studies, Vol 9, 285-288.

Cook, Paul & Colin Kirkpatrick (1997) Globalization, Regionalization and Third World
Development. Regional Studies, 31: 1, 55-66.

Corden, W. Max (1997) Regionalism in World Trade. In: Wong, Choorng-Huey & Naheed
Kirmani (eds.) Trade Policy Issues. International Monetary Fund, Washington, DC.

Crone, Donald (1988) ASEAN Searches for its Role in the ‘New Pacific Order’. Journal of
Southeast Asian Business, 7: 3, 40-55.

Curry, L. & D. Griffith & E.S. Sheppard (1975) Those Gravity Parameters Again. Regional
Studies, Vol 9, 289-296.

Cuyvers, Ludo (1997) Trade diversion effects of the new EU arrangements on ASEAN. Asian
Economic Journal 11:3, 244-263.

Desker, Barry (2004) In defence of FTAs: from purity to pragmatism in East Asia. Pacific
Review, 17: 1, 3-26.

Dicken, Peter (1998) Global Shift. 3" ed. Transforming the World Economy. Paul Chapman
Publishing Ltd. London.

Dobson, Wendy (1997) East Asian Integration: Synergies Between Firm Strategies and
Government Policies. In: Dobson, Wendy & Chia Siow Yue (eds.) Multinationals and East
Asian Integration. International Development Research Centre & Institute of Southeast Asian
Studies.

Dosch, Jorn (2000) Asia-Pacific Multilateralism and the Role of the United States. In: Dosch,
Jorn & Manfred Mols (eds.) Infernational Relations in the Asia-Pacific. New Patterns of
Power, Interest, and Cooperation. St. Martin’s Press. New York.

Drysdale, Peter & Ross Garnaut (1994) Principles of Pacific Economic Integration. In:
Garnaut, Ross & Peter Drysdale (eds.) 4sia Pacific Regionalism: Readings in International
Economic Relations. Harper Educational. Pymble.

Dunning, John H. (1997) Governments and the Macro-Organization of Economic Activity: A
Historical and Spatial Perspective. In: Dunning, John H. (ed.) Governments, Globalization,
and International Business. Oxford University Press.

El-Agraa, Ali M. (2004) The European Union. Economics and Policies. Financial Times
Prentice Hall. Pearson Education Ltd. Gosport.

English, H. Edward & Murray G. Smith (1991) The role of multilateralism and regionalism: a
Pacific perspective. In: Ariff, Mohamed (ed.) The Pacific Economy. Growth and External
Stability. Allen & Unwin Pty Ltd. Singapore.

ESCAP (1995) Expansion of Manufactured Exports by Small and Medium Enterprises
(SMEs) in ESCAP Region. ESCAP Studies in Trade and Investment, 3. United Nations.

220



European Parliament (1995) Background note on EU-ASEAN relations. Delegation for
relations with the member states of ASEAN, Southeast Asia and the Republic of Korea.
Division for External Economic Relations, Luxembourg.

EU (2001) Anti-dumping and anti-subsidy statistics covering the year 2000. [Online.]
Available at: http://europa.eu.int/comm/trade/policy/dumping/stats.htm. Visited 3.4.2002.

EU (2002) Guide to the European Union’s Scheme of Generalized Tariff Preferences.
European Commission. DG External Relations, North-South Cooperation. Brussels. [Online].
Available at: http://europa.eu.int/comm/development/development _old/

sector/spg_en.pdf.

EU (2003) Anti-dumping, anti-subsidy & safeguard statistics covering the year 2002.
[Online.] Available at: http://europa.eu.int/comm/trade/policy/dumping/reports.htm. Visited
15.12.2003.

EU (2004a) Anti-dumping, anti-subsidy & safeguard statistics covering the year 2003.
[Online.] Available at: http://europa.eu.int/comm/trade/issues/respectrules/
anti_dumping/stats.htm. Visited 24.2.2004.

EU (2004b) Taxation and Customs Union. TARIC — the Integrated Tariff of the Community.
[Online.] Available at: http://europa.cu.int/comm/taxation_customs/
databases/taric_en.htm. Visited 24.5.2004.

EY-kauppapolitiikka —tyoryhméan mietintd (1994) toim. Satuli, Antti & Kare Halonen & Jari
Gustafsson. (Report by the EC trade policy working group; in Finnish) Komiteamietintd, nro
14. Ulkoasiainministerid. Helsinki.

Frank, Andre Gunder (1998) ReORIENT: Global Economy in the Asian Age. University of
California Press. Berkeley.

Frankel, Jeffrey A. (1997) Regional Trading Blocs in the World Economic System. Institute
for International Economics. Washington, DC.

Funston, John (1999) Challenges Facing ASEAN in a More Complex Age. Contemporary
Southeast Asia, 21: 2,205-219.

Gaile, Gary L. & Richard Grant (1989) Trade, Power, and Location: The Spatial Dynamics of
the Relationship between Exchange and Political-Economic Strength. Economic Geography,
65: 4,329-337.

Garnaut, Ross (1994) Asian Market Economies: Challenges of a Changing International
Environment. Institute of Southeast Asian Studies. Singapore.

Garnaut, Ross & Peter Drysdale (eds.) (1994) Asia Pacific regionalism: readings in
international economic relations. Harper Educational. Pymble.

GATT (1991) Thailand. Trade policy review. General Agreement on Tariffs and Trade.
Geneva.

GATT (1992a) Finland. Trade policy review. General Agreement on Tariffs and Trade.
Geneva.

221



GATT (1992b) Singapore. Trade policy review. General Agreement on Tariffs and Trade.
Geneva.

GATT (1993a) European Communities. Trade policy review. General Agreement on Tariffs
and Trade. Geneva.

GATT (1993b) Malaysia. Trade policy review. General Agreement on Tariffs and Trade.
Geneva.

GATT (1995) Indonesia. Trade policy review. General Agreement on Tariffs and Trade.
Geneva.

Gertler, Meric S. (1997) Globality and Locality: The Future of ‘Geography’ and the Nation-
State. In: Rimmer, Peter J. (ed.) Pacific Rim Development. Integration & Globalisation in the
Asia-Pacific Economy. Allen & Unwin Australia Pty Ltd. Canberra.

Gibb, Richard (1998) Europe in the world economy. In: Pinder, David (ed.) The New Europe:
Economy, society, and environment. John Wiley & Sons Ltd.

Gilpin, Robert (1987) The Political Economy of International Relations. Princeton University
Press.

Grant, Richard (1993a) Trading blocs or trading blows? The macroeconomic geography of
US and Japanese trade policies. Environment and Planning A, vol 25, 273-291.

Grant, Richard (1993b) Against the grain: agricultural trade policies of the USA, Japan and
the EC at the GATT. Political Geography, Vol 12, 247-262.

Grant, Richard (1994) The geography of international trade. Progress in Human Geography,
18: 3, 298-312.

Grant, Richard (2000) The Economic Geography of Global Trade. In: Sheppard, Eric &
Trevor J. Barnes (eds.) 4 Companion to Economic Geography. Blackwell Publishers Ltd.
Cornwall.

Grotewold, Andreas (1961) Some Aspects of the Geography of International Trade. Economic
Geography, vol 37.

Grotewold, Andreas (1979) The Regional Theory of World Trade. Ptolemy Press, Ltd. New
Wilmington.

Grotewold, Andreas (1990) Searching for core area growth. GeoJournal, 22: 4, 399-407.

Haataja, Lauri (ed.) (1978) Suomen ulkomaankauppapolitiikka (Finland’s foreign trade
policy; in Finnish). Otava.

Hanink, Dean M. (1987) A Comparative Analysis of the Competitive Geographical Trade

Performances of the USA, FRG, and Japan: The Markets and Marketers Hypothesis.
Economic Geography, 63: 4,293-305.

222



Hanink, Dean M. (1988) An Extended Linder Model of International Trade. Economic
Geography, 64: 4, 322-334.

Hanink, Dean M. (1994) The International Economy. A Geographical Perspective. John
Wiley & Sons, Inc. Singapore.

Harris, Stuart (2000) Asian multilateral institutions and their response to the Asian economic
crisis: the regional and global implications. The Pacific Review, 13: 3, 495-516.

Harris, Stuart & Brian Bridges (1983) European Interests in ASEAN. Chatham House Papers
19. Worcester: Routledge & Kegan Paul Ltd.

Hayter, Roger (1997) The Dynamics of Industrial Location. The Factory, the Firm and the
Production System. Wiley & Sons.

Heikkild-Horn, Marja-Leena (1991) Kaakkois-Aasia eilen ja tinddn (Southeast Asia
yesterday and today; in Finnish). Yliopistopaino, Helsinki.

Hill, Hal (1987) Challenges in ASEAN economic cooperation: An outsider’s perspective. In:
Sopiee, Noordin & Chew Lay See & Lim Siang Jin (eds.) ASEAN at the Crossroads:
Obstacles, Options and Opportunities in Economic Cooperation. Institute of Strategic and
International Studies (ISIS) Malaysia.

Hill, Hal (1988) Foreign Investment and Industrialization in Indonesia. Oxford University
Press. Singapore.

Hill, Hal & Prema-chandra Athukorala (1998) Foreign Investment in East Asia: A Survey.
Asia-Pacific Economic Literature, 12: 2, 23-50.

Hine, Robert & Peter Wright (1997) Europe and the Orient Express - the impact of East Asian
trade on European economies. In: Slater, Jim & Roger Strange (eds.) Business Relationships
with East Asia. The European experience. Routledge. London.
Hine, Robert C. (2000) Bridging Two Continents: EU-ASEAN Trade and Investment. In:
Strange, Robert & Jim Slater & Corrado Molteni (eds.) The European Union and ASEAN:
Trade and Investment Issues. Macmillan Press Ltd. Wiltshire.

Hirst, Paul & Grahame Thompson (1996) Globalization in Question. Polity Press. Cornwall.

Hjerppe, Riitta (1993) Finland’s trade and policy in the 20" century. Discussion Paper no. 37.
Ministry of Finance, Finland. Helsinki.

Hocking, Brian (1997) Regionalism: An International Relations Perspective. In: Keating,
Michael & John Loughlin (eds.) The Political Economy of Regionalism. Frank Kass & Co
Ltd, London.

Huntington, Samuel P. (1996) The Clash of Civilizations and the Remaking of World Order.
Simon & Schuster, New York.

Hutton, Will (1995) The State We re In. Jonathan Cape. London.

223



Hamilainen, Marianne (1986) TEVA-teollisuutta koskeva kauppapolitiikka Suomessa (Trade
policy in the textiles and clothing sector in Finland; in Finnish). Selvitys 18. Taloudellinen
suunnittelukeskus. Helsinki.

Isard, Walter (1954) Location Theory and Trade Theory. Quarterly Journal of Economics, 68,
305-320.

Jalava, Pertti (1999) EU:n tullit ja muut kauppapoliittiset instrumentit (EU tariffs and other
trade policy instruments; in Finnish) In: Mékeld, Pekka (ed.) EU:n kauppapolitiikkaa
itdlaajenemisen kynnykselld. VATT, Government Institute for Economic Research. Helsinki.

Johnston, R. J. (1975) Map Pattern and Friction of Distance Parameters: A Note. Regional
Studies, Vol 9, 281-283.

Johnston, R. J. (1976) The World Trade System. St. Martin’s Press. New York.
Johnston, R. J. (1989) Extending the Research Agenda. Economic Geography, 65: 4, 338-347.

Jordan, Robert S., with Clive Archer & Gregory P. Granger & Kerry Ordes (2001)
International Organizations. A Comparative Approach to the Management of Cooperation.
Praeger Publishers, Westport.

Kalela, Jorma (1972) Historian tutkimusprosessi. Metodinen opas oman ajan historiaa
tutkiville. (Research process of history. A method guide to research on contemporary history;
in Finnish). Gaudeamus, Helsinki.

Kawate Kiyoshi (1997) European Transnational Corporations’ Asian Strategy in the
Electronics Field. Journal of Japanese Trade & Industry, 16: 5, 22-25.

Keohane, Robert & Joseph Nye Jr. (1987) Power and Interdependence Revised. International
Organization, 41: 4, 725-753.

Kettunen, Erja (1994a) Integraatiokehitys Tyynen meren talousalueella (Economic Integration
in the Pacific Rim; abstract in English), Terra 106:2, 105-118.

Kettunen, Erja (1994b) AFTA: From Protection towards Freedom in Intra-ASEAN Trade?.
In: Winter, Nils H. (ed.) How Free Are the Southeast Asian Markets?, pages 202-214. Nordic
Association for Southeast Asian Studies and Centre for Southeast Asian Studies. Abo
Akademi University Press.

Kettunen, Erja (1998a) Economic Integration of the ASEAN Countries. In: van Grunsven, Leo
(ed.) Regional Change in Industrializing Asia. Regional and local responses to changing
competitiveness, pages 43-53. Ashgate, Aldershot.

Kettunen, Erja (1998b) Asean, Afta and the Sijori Growth Triangle: Regional and Sub-
regional Economic Integration. Licentiate Thesis. Helsinki School of Economics and Business

Administration.

Kettunen, Erja (1999) Singaporen talouspolitiikka ja monikansalliset yritykset (Singapore’s
Economic Policy and Multinational Companies; in Finnish). Alue ja Ympdristo 28: 1, 69-80.

224



Kettunen, Erja (2002) The ASEAN Region as a Trade Destination: Finnish trade policy
considered. In: Korhonen, Kristiina (ed.) Current Reflections on the Pacific Rim, pages 51-78.
Publications of the Helsinki School of Economics: Research Reports, B-38.

Kettunen, Erja (2003) ASEAN — EU Economic Relations: Trade policy and economic
cooperation. In: Palmujoki, Eero (ed.) Southeast Asian Regionalism from Above and from
Below. TAPRI Occasional Paper No. 90. Tampere.

Kettunen, Erja (2004) Regional trade liberalization of the ASEAN economies. In: Trading
Arrangements in the Pacific Rim: ASEAN and APEC, ed. Davidson, Paul. Document 1.C.14.
Oceana Publications Inc. New York.

Knox, Paul & John Agnew (1994) The Geography of the World Economy. Edward Arnold.
London.

Kobrin, Stephen J. (1997) The Architecture of Globalization: State Sovereignty in a
Networked Global Economy. In: Dunning, John H. (ed.) Governments, Globalization, and
International Business. Oxford University Press.

Kraft, Herman Joseph S. (2000) ASEAN and intra-ASEAN relations: weathering the storm?
The Pacific Review, 13: 3, 453-472.

Krugman, Paul (1990) Rethinking International Trade. The MIT Press. Cambridge.

Krugman, Paul (1991) Geography and Trade. Leuven University Press. Leuven.

Krugman, Paul (1993a) The hub effect: or, threeness in interregional trade. In: Ethier, Wilfred
J. & Elhanan Helpman & J. Peter Neary (eds.) Theory, Policy and Dynamics in International
Trade. Cambridge University Press, Cambridge.

Krugman, Paul (1993b) On the relationship between trade theory and location theory. Review
of International Economics, : 1, 110-122.

Krugman, Paul (1996a) Domestic Distortions and the Deindustrialization Hypothesis. In:
Feenstra, Robert C. & Gene M. Grossman & Douglas A. Irwin (eds.) The Political Economy
of Trade Policy. The MIT Press. Cambridge.

Krugman, Paul (1996b) Pop Internationalism. The MIT Press. Cambridge.

Krugman, Paul (2000) Where in the World is the ‘New Economic Geography’? In: Clark,
Gordon L. & Maryann P. Feldman & Meric S. Gertler (eds.) The Oxford Handbook of
Economic Geography. Oxford University Press.

Kumar, Sree (1993) Nontariff barriers in ASEAN. PITO Economic Brief Series, No. 13. East-
West Center. Honolulu.

Kumar, Sree & Sharon Siddique (1994) Beyond Economic Reality: New Thoughts on the
Growth Triangle. In: Southeast Asian Affairs 1994. Institute of Southeast Asian Studies.

Singapore.

Kurus, Bilson (1993a) Agreeing to Disagree: The Political Reality of ASEAN Economic
Cooperation. Asian Affairs, 20: 1, 28-41.

225



Kurus, Bilson (1993b) Understanding ASEAN: Benefits and Raison d’Etre. Asian Survey, 33:
8, 819-831.

Kwan, C. H. (1997) Towards a borderless economy in Asia. In: Chen, Edward K.Y. & C. H.
Kwan (eds.) Asia’s Borderless Economy. The emergence of sub-regional zones. Allen &
Unwin Australia. Singapore.

Kyldheiko, Kalevi & Markus Héandelin & Seppo Reimavuo (1999) Kauppa- ja
kilpailupolitiikan yhteensovittamisen ongelma (How to Coordinate Trade Policy with
Competition Policy; with English summary). Studies and Reports 22/1999. Ministry of Trade
and Industry, Finland.

Laaksonen, Kalle (1987) Maatalouskaupan erityispiirteet kauppapolitiikan kannalta (Special
characteristics of agricultural trade as regards trade policy; in Finnish). Pellervon
taloudellinen tutkimuslaitoksen julkaisuja n:o 9. Pellervo Economic Research Institute.
Helsinki.

Labhiri, Sajal (1998) Controversy: Regionalism versus Multilateralism. The Economic Journal,
108 (July), 1126-1127.

Langhammer, Rolf J. (2001) The Face Value of ASEAN-EU Economic Cooperation after the
Crisis: Is Cooperation Irrelevant, Impotent of Ineffective? In: Chirathivat, Suthiphand &
Franz Knipping & Poul Henrik Lassen & Chia Siow Yue (eds.) Asia-Europe on the Eve of the
21" Century. The Centre for European Studies, Bangkok & Institute of Southeast Asian
Studies, Singapore. Bangkok.

Lee Tsao Yuan (1993) Sub-regional Economic Zones in the Asia-Pacific: An Overview. In:
Toh Mun Heng & Linda Low (eds.) Regional Cooperation and Growth Triangles in ASEAN.
Times Academic Press. Singapore.

Lee Tsao Yuan (1997) Growth Triangles in Singapore, Malaysia and ASEAN: Lessons for
subregional cooperation. In: Chen, Edward & C. H. Kwan (eds.) Asia’s Borderless Economy:
The emergence of sub-regional zones. Allen & Unwin, Singapore.

Lee Tsao Yuan (1999) Singapore in Economic Transition. In: Low, Linda (ed.) Singapore.
Towards a Developed Status. Oxford University Press. Singapore.

Leifer, Michael (1999) The ASEAN peace process: a category mistake. The Pacific Review,
12: 1, 25-38.

Linder, Stefan B. (1961) An Essay on Trade and Transformation. John Wiley & Sons. New
York.

Linnemann, H. (1966) An Econometric Study of International Trade Flows. North-Holland.
Amsterdam.

Lin See Yan (1991) Exchange rate regimes and practices: Malaysian perspectives. In: Ariff,

Mohamed (ed.) The Pacific Economy. Growth and External Stability. Allen & Unwin Pty Ltd.
Singapore.

226



Ljungkvist, Tina (1998) ASEAN and EU. A Study on Trade and Specialisation. Minor Field
Study Series, No. 89. Department of Economics at the University of Lund.

Loughlin, John & B. Guy Peters (1997) State Traditions, Administrative Reform and
Regionalization. In: Keating, Michael & John Loughlin (eds.) The Political Economy of
Regionalism. Frank Kass & Co Ltd, London.

Low, Linda (1996) Government approaches to SIJORI. 4sia-Pacific Development Journal, 3:
1, 1-19.

Low, Linda (2003) Multilateralism, Regionalism, Bilateral and Crossregional Free Trade
Agreements: All Paved with Good Intentions for ASEAN? Asian Economic Journal, 17: 1,
65-86.

Luostarinen, Reijo (1980) Internationalization of the Firm. An empirical study of the
internationalization of firms with small and open domestic markets with special emphasis on
lateral rigidity as a beharoural characteristic in strategic decision-making. Second revised
edition. Acta Academiae Oeconomicae Helsingiensis A:30. Helsinki School of Economics.

Markusen, James R. & Keith E. Maskus (2001) A Unified Approach to Intra-Industry Trade
and Direct Foreign Investment. NBER Working Paper 8335. National Bureau of Economic
Research. Cambridge.

Martin, Ron (2000) Institutional Approaches in Economic Geography. In: Sheppard, Eric and
Trevor J. Barnes (eds.) A Companion to Economic Geography. Blackwell Publishers Ltd.
Cornwall.

Martin, Ron & Peter Sunley (1996) Paul Krugman’s Geographical Economics and Its
Implications for Regional Development Theory: A Critical Assessment. Economic
Geography, 72: 3,259-292.

Meade, James (1955) The Theory of Customs Unions. North-Holland Publishing Company.
Amsterdam.

Menon, Jayant (1998) The Expansion of AFTA: Widening and Deepening? Asian-Pacific
Economic Literature, 12: 2, 10-22.

Menon, Jayant (2000) The Evolving ASEAN Free Trade Area: Widening and Deepening.
Asian Development Review, 18: 1, 49-72.

Michalak, Wieslaw & Richard Gibb (1997) Trading Blocs and Multilateralism in the World
Economy. Annals of the Association of American Geographers, 87: 2, 264-279.

Milner, Helen (1997) Industries, Governments, and the Creation of Regional Trade Blocs. In:
Mansfield, E. & H. Milner (eds.) The Political Economy of Regionalism. Columbia University
Press, New York.

Min, Byung S. (2003) FDI and Trade. Links in the case of Malaysia. Journal of the Asia
Pacific Economy, 8: 2,229-250.

Molle, Willem (1990) The Economics of European Integration. Theory, Practice, Policy.
Dartmouth Publishing Company Limited. Worcester.

227



Muir, Richard (1987) Modern Political Geography. The Macmillan Press Ltd. Trowbridge
and Esher.

Muir, Richard & Ronan Paddison (1981) Politics, Geography and Behaviour. Cambridge:
Methuen & Co. Ltd.

Mikeld, Pekka (1999) Euroopan unionin kauppapolitiikkaa kilpailupolitilkan ja
teollisuuspolitiikan  védlimaastossa. In: Mikeld, Pekka (ed.) EU:n kauppapolitiikkaa
itdlaajenemisen kynnykselld (EU trade policy on the brink of the Eastern Enlargement; in
Finnish). VATT, Valtion taloudellinen tutkimuskeskus. Government Institute for Economic
Research. Helsinki.

Narine, Shaun (1999) ASEAN into the twenty-first century: problems and prospects. The
Pacific Review, 12: 3, 357-380.

National Board of Customs (1993) Ulkomaankauppa. Suomen ja Kaakkois-Aasian
teollistuvien maiden vélinen kauppa (Foreign trade. Trade between Finland and Southeast
Asian industrializing countries; in Finnish). Statistical Unit, Helsinki.

National Board of Customs (1998) Ulkomaankauppa. Suomen ja Kaakkois-Aasian vilinen
kauppa (Foreign trade. Trade between Finland and Southeast Asia; in Finnish). Statistical
Unit, Helsinki.

National Board of Customs (2000) Ulkomaankauppa. (Foreign trade; in Finnish). Statistical
Unit, Helsinki.

Niemi, Jyrki (1998) Agricultural Trade Relations between ASEAN and the EU. Research
Reports 223. Agricultural Economics Research Institute, Finland. Vammala.

Nye, Joseph Jr. (1987) Peace in Parts. Integration and Conflict in Regional Organization.
University Press of America, Inc.

Nykopp, Johan (1985) Kauppaa ja diplomatiaa (Trade and diplomacy; in Finnish).
Kirjayhtyma, Helsinki.

Ohmae, Kenichi (1990) The Borderless World: Power and Strategy in the Interlinked
Economy. HarperCollins, London.

Ohmae, Kenichi (1995) The End of the Nation State: The Rise of Regional Economies.
HarperCollins, London.

Otto, Carsten (2000) “International Regimes” in the Asia-Pacific? The Case of APEC. In:
Dosch, Jérn & Manfred Mols (eds.) International Relations in the Asia-Pacific. New Patterns
of Power, Interest, and Cooperation. St. Martin’s Press. New York.

Ozawa, Terutomo (2002) Pax-Americana-led Macro-Clustering and Flying-Geese-Style
Catch-Up in East Asia: Mechanisms of Regionalized Endogenous Growth. Working Paper
205. Colorado  State University. [Online.]  Available  at:  http://www-
1.gsb.columbia.edu/japan/pdf/WP205.pdf.

228



Painter, Joe (2000) State and Governance. In: Sheppard, Eric & Trevor J. Barnes (eds.) 4
Companion to Economic Geography. Blackwell Publishers Ltd. Cornwall.

Palan, Ronen (2000) Global Political Economy. Contemporary Theories. Routledge. London.

Palan, Ronen (2000) New trends in global political economy. In: Palan, Ronen (ed.) Global
Political Economy. Contemporary Theories. Routledge. London.

Pannell, Clifton (1985) Southeast Asia: Islands and Mainland. In Hoy, Don R. (ed.) Essentials
of Geography and Development: Concepts and Processes. Charles E. Merrill Publishing
Company and Bell & Howell Company. Columbus.

Pantulu, Jyothi & Jessie P. H. Poon (2003) Foreign direct investment and international trade:
evidence from the US and Japan. Journal of Economic Geography, 3: 3, 241-259.

Parsonage, James (1997) Trans-state Developments in South-East Asia: Subregional Growth
Zones. In: Rodan, Garry & Kevin Hewison & Richard Robison (eds.) The Political Economy
of South-East Asia. Oxford University Press Australia. Singapore.

Patton, Michael Quinn (2002) Qualitative Research & Evaluation Methods. 3 ed. Sage
Publications.

Petersson, Lennart (1984) Svensk utrikeshandel 1871-1980: en studie i den intraindustriella
handelns framvdxt. Lund Economic Studies, no. 30. Lunds universitet.

Plummer, Michael G. (1998) ASEAN and Institutional Nesting in the Asia-Pacific: Leading
from Behind in APEC. In: Aggarwal, Vinod K. & Charles E. Morrison (eds.) Asia-Pacific
Crossroads. Regime Creation and the Future of APEC. St. Martin’s Press. New York.

Poon, Jessie P. H. (1997) The Cosmopolitanization of Trade Regions: Global Trends and
Implications, 1965-1990. Economic Geography, 390-404.

Poon, Jessie P. H. (2003) Trade Networks in Southeast Asia and Emerging Patterns. In: Chia,
Lin Sen (ed.) Southeast Asia Transformed. A Geography of Change. Institute of Southeast
Asian Studies, Singapore.

Poyhonen, Pentti (1963) A Tentative Model for the Volume of Trade between Countries.
Weltwirtschaftliches Archiv, 90: 1, 93-100.

Rieger, Hans Christoph (1985) ASEAN Co-operation and Intra-ASEAN Trade. ASEAN
Economic Research Unit, Research Notes and Discussion Papers No. 57. Institute of
Southeast Asian Studies. Singapore.

Rigg, Jonathan (1997) Southeast Asia. The human landscape of modernization and
development. Routledge. Guilford and King’s Lynn.

Rigg, Jonathan & Philip Stott (1992) The Rise of the Naga. The changing geography of
South-East Asia 1965-90. In: Chapman, Graham P. & Kathleen M. Baker (eds.) The
Changing Geography of Asia. Routledge, London.

Rimmer, Peter J. (1994) Regional economic integration in Pacific Asia. Environment and
Planning A, 26:11, 1731-1759.

229



Robison, Richard & David S. G. Goodman (eds.) (1996) The New Rich in Asia. Mobile
phones, McDonald’s and middle-class revolution. Routledge.

Robison, Richard & Garry Rodan & Kevin Hewison (1997) Introduction. In: Rodan, Garry &
Kevin Hewison & Richard Robison (eds.) The Political Economy of South-East Asia. Oxford
University Press Australia. Singapore.

Rudestam, Kjell E. & Rae R. Newton (1992) Surviving Your Dissertation. A Comprehensive
Guide to Content and Process. Sage Publications, London.

Rudner, Martin (1995) APEC: The Challenges of Asia Pacific Economic Cooperation.
Modern Asian Studies, 29: 2, 403-437.

Riiland, Jirgen (2000) ASEAN and the Asian crisis: theoretical implications and practical
consequences for Southeast Asian regionalism. The Pacific Review, 13: 3,421-451.

Sack, R.D. (1974) The Spatial Separatist Theme in Geography. Economic Geography, Vol 50,
1-19.

Sack, R.D. (1980) Conceptions of Space in Social Thought. Macmillan. London.
Salvatore, Dominick (2001) International Economics. John Wiley. New York.

Sandrey, Ron (1997) Pacific Rim Trade and APEC. In: Watters, R.F. & T.G. McGee (eds)
Asia-Pacific: New Geographies of the Pacific Rim. Hurst & Company. London.

Sayer, Andrew (1992) Method in Social Science. A Realist Approach. 2" Ed. Routledge.
London.

Sjoberg, Orjan & Fredrik Sjéholm (2002) Common Ground? Prospects for integrating the
economic geography of geographers and economists. Environment and Planning A, Vol 34,
467-486.

Slater, Jim & Roger Strange (eds.) (1997) Business Relationships with East Asia. The
European experience. Routledge. London.

Sohn, Byeong Hae (2002) Regionalization of Trade and Investments in East Asia and
Prospects for Further Regional Integration. Journal of the Asia Pacific Economy, 7: 2, 160-
181.

Stopford, John M. (1997) Implications for National Governments. In: Dunning, John H. (ed.)
Governments, Globalization, and International Business. Oxford University Press.

Stopford, John & Susan Strange with John S. Henley (1991) Rival states, rival firms.
Competition for world market shares. Cambridge University Press.

Storper, Michael (1992) The Limits to Globalization: Technology Districts and International
Trade. Economic Geography, 68: 1, 60-93.

230



Strange, Roger (1997) The European Union and East Asia: Prospects for future economic
cooperation. In: Slater, Jim & Roger Strange (eds.) Business Relationships with East Asia.
The European Experience, pages 235-251. Chatham: Routledge.

Strange, Susan (1986) Casino Capitalism. Basil Blackwell Ltd. Oxford.
Strange, Susan (1988) States and Markets. Pinter Publishers, London.

Strange, Susan (2000) States, Firms, and Diplomacy. In: Frieden, Jeffry A. & David A. Lake
(eds.) International Political Economy. Perspectives on Global Power and Wealth.
Routledge. London. Reproduced from International Affairs 68: 1 (January 1992), 1-15.

Strauss, Anselm & Juliet Corbin (1998) Basics of Qualitative research. 2™ ed. Sage
Publications.

Stubbs, Richard (2000) Signing on to liberalization: AFTA and the politics of regional
economic cooperation. The Pacific Review, 13: 2,297-318.

Sum Ngai-Lim (1998) Theorizing Export-Oriented Economic Development in East Asian
Newly-Industrializing Countries: A Regulationist Perspective. In: Cook, Ian G. & Marcus A.
Doel & Rex Y.F. Li & Yongjiang Wang (eds.) Dynamic Asia: Business, Trade and Economic
Development in Pacific Asia. Ashgate, Aldershot.

Swyngedouw, Erik (1997) Neither Global nor Local: “Glocalization” and the Politics of
Scale. In: Cox, Kevin R. (ed.) Spaces of globalization. Reasserting the power of the local. The
Guilford Press. New York.

Tinbergen, J. (1962) Shaping the World Economy: Suggestions for Alternative Economic
Policy. Twentieth Century Fund. New York.

Urata, Shujiro (1998) Foreign Direct Investment and APEC. In: Aggarwal, Vinod K. &
Charles E. Morrison (eds.) Asia-Pacific Crossroads. St. Martin’s Press, New York.

Urata, Shujiro (2001) Emergence of and FDI-trade Nexus and Economic Growth in East Asia.
In: Stiglitz, Joseph & Shahid Yusuf (eds.) Rethinking the East Asian Miracle. Oxford
University Press, New York.

US Trade Representative (2001) USTR Fact sheet summarizing results from WTO Doha
meeting  [Online].  Available  at: http://www.useu.be/Categories/ WTO/Nov1501
WTODohaResults.html.

Vahlne, Jan-Erik & Wiedersheim-Paul, Finn (1977) Psychic Distance — An Inhibiting Factor
in International Trade. Working paper No. 2. Center for International Business Studies,

University of Uppsala.

Vernon, Raymond (1966) International Investment and International Trade in the Product
Cycle. Quarterly Journal of Economics, 80, 190-207.

Vernon, Raymond (1979) The Product Cycle Hypothesis in a New International Environment.
Oxford Bulletin of Economics and Statistics, Vol 41, 255-267.

Viner, Jacob (1950) The Customs Union Issue. Stevens & Sons Limited. Lancaster.

231



Wade, Robert (1997) Effectiveness and Replicability of East Asian Industrial Policies. In:
Watters, R.F. & T.G. McGee (eds) Asia-Pacific: New Geographies of the Pacific Rim. Hurst
& Company. London.

Wallace, Iain (1990) The Global Economic System. Unwin Hyman Ltd. London.

Weatherbee, Donald E. (1995) The Foreign Policy Dimensions of Subregional Economic
Zones. Contemporary Southeast Asia, 16: 4, 421-432.

Weatherbee, Donald E. (1997) Subregional Growth Zones as a Development Strategy: The
Mini-ASEANSs. Journal of Asian Business, 13: 3, 47-68.

Webber, Douglas (2001) Two funerals and a wedding? The ups and downs of regionalism in
East Asia and Asia-Pacific after the Asian crisis. The Pacific Review, 14: 3, 339-372.

Weiss, Linda (1996) Sources of the East Asian advantage: an institutional analysis. In:
Robison, Richard (ed.) Pathways to Asia. The Politics of Engagement. Allen & Unwin Pty
Ltd. Singapore.

Weiss, Linda (1998) The Myth of the Powerless State. Cornell University Press. Cornwall.

Widgrén, Mika (1993) Kansallinen vaikutusvalta Euroopan Yhteison pédtoksenteossa.
(National Power in the Decision Making of the EC; with English summary) The Research
Institute of the Finnish Economy, Helsinki.

Widgrén, Mika (1995) National Interests, EU Enlargement and Coalition Formation. Four
Essays on National Influence in the EU. Series A 20. The Research Institute of the Finnish
Economy, Helsinki.

Widgrén, Mika (1997) The Impact of the Nordic Countries’ Membership on EU Trade Policy.
In: Albach, Horst, Pekka Ylid-Anttila, Mika Erkkild, Juhani Lonnroth and Mika Widgrén
(eds.), Norderweiterung der Europdischen Union: Wirtschaftliche Aspekte. The Northern
Enlargement of the European Union: Economic Aspects, pp. 22-37. Yrjo Jahnsson European
Integration Lectures 11. Vammala.

Wieslaw, Michalak & Richard Gibb (1997) Trading Blocs and Multilateralism in the World
Economy. Annals of the Association of American Geographers 87: 2, 264-279.

Wong Poh Kam (1993) Economic Cooperation in the Southern Triangle: A Long-Term
Perspective. In: Toh Mun Heng & Linda Low (eds.) Regional Cooperation and Growth
Triangles in ASEAN. Times Academic Press. Singapore.

World Bank (2000) Trade Blocs. A World Bank Policy Research Report. Oxford University
Press, New York.

WTO (1995a) European Union. Trade Policy Review. World Trade Organization. Geneva.
WTO (1995b) Regionalism and the World Trading System. WTO Secretariat. Geneva.

WTO (1995¢) Thailand. Trade Policy Review. World Trade Organization. Geneva.

232



WTO (1996) Singapore. Trade Policy Review. World Trade Organization. Geneva.
WTO (1997a) European Union. Trade Policy Review. World Trade Organization. Geneva.
WTO (1997b) Malaysia. Trade Policy Review. World Trade Organization. Geneva.

WTO (1998) Indonesia. Trade Policy Review. World Trade Organization. Geneva.

WTO (1999a) Developing countries and the multilateral trading system: Past and present.
Background note prepared by the Secretariat for the High Level Symposium on Trade and
Development, 17-18 March, Geneva. [Online]. Available at:
http://www.wto.org/english/tratop _e/devel e/tr_dvbadoc_e.doc

WTO (1999b) The Philippines. Trade Policy Review. World Trade Organization. Geneva.

WTO (1999c¢) Thailand. Trade Policy Review. World Trade Organization. Geneva.

WTO (2000a) European Union. Trade Policy Review. World Trade Organization. Geneva.

WTO (2000b) Singapore. Trade Policy Review. World Trade Organization. Geneva.
WTO (2001a) Brunei. Trade Policy Review. World Trade Organization. Geneva.

WTO (2001b) Malaysia. Trade Policy Review. World Trade Organization. Geneva. [Online].
Available at: http://www.wto.org/english/tratop e/tpr_e/tp_rep _e.htm.

WTO (2002a) European Union. Trade Policy Review. World Trade Organization. Geneva.
[Online]. Available at: http://www.wto.org/english/tratop_e/tpr e/ tp_rep_e.htm.

WTO (2002b) Doha Development Agenda. Implementation. Available at:
http://www.wto.org/english/tratop_e/dda_e/dda_e.htm#implementation.

WTO (2003a) Indonesia. Trade Policy Review. World Trade Organization. Geneva. [Online].
Available at: http://www.wto.org/english/tratop _e/tpr_e/tp rep e.htm.

WTO (2003b) The WTO. Members and observers. [Online.] Available at:
http://www.wto.org/english/thewto e/whatis_e/tif e/org6 e.htm.

WTO (2003c) The WTO. Ministerial Conferences. [Online.] Available at:
http://www.wto.org/english/thewto_e/minist_e/minist_e.htm

WTO (2004) Regional trade agreements. [Online.] Available at:
http://www.wto.org/english/tratop _e/region_e/region_e.htm. Visited 24.5.2004.

WTO Secretariat (2002) Regional Trade Integration under Transformation. Paper prepared by

the WTO Regional Trade Agreements Section for the seminar on Regionalism and the WTO,
at WTO Secretariat, 26 April, Geneva.

233



Yeoh, Caroline & Lau Geok Theng & Mark Goh & Julie Richardson (1992) Strategic
Business Opportunities in the Growth Triangle. Longman Singapore Publishers (Pte) Ltd.
Singapore.

Yeung, Henry Wai-chung (1996) Attracting foreign investment? The role of investment
incentives in the ASEAN operations of transnational corporations. The Pacific Review, 9: 4,
505-529.

Yeung, Henry Wai-chung (1997) Business Networks and Transnational Corporations: A
Study of Hong Kong Firms in the ASEAN Region. Economic Geography, 73 , 1-25.

Yeung, Henry Wai-chung (1998) Capital, state and space: contesting the borderless world.
Transactions of the Institute of British Geographers, 23, p. 291-309.

Yeung, Henry Wai-chung (2001) Organizing regional production networks in Southeast Asia:
implications for production fragmentation, trade, and rules of origin. Journal of Economic

Geography, 1,299-321.

Yeung, Henry Wai-chung (2002) The Limits to Globalization Theory: A Geographic
Perspective on Global Economic Change. Economic Geography, 78: 3, 285-305.

Yeung, Henry Wai-chung & Lin (2003) Theorizing Economic Geographies of Asia.
Economic Geography, 79: 2, 107-128.

Yeung, May T. & Nicholas Perdikis & William A. Kerr (1999) Regional Trading Blocks in
the Global Economy. The EU and ASEAN. Edward Elgar Publishing Ltd.

Yin, Robert K. (1994): Case Study Research: Design and Methods. 2™ Ed. Sage Publications.

Young, Alasdair R. (2000) The Adaptation of European Foreign Economic Policy: From
Rome to Seattle. Journal of Common Market Studies 38: 1, 93-116.

Interviews

Ala-Nikkola, Johanna, Ministry of Trade and Industry, Helsinki. Interview 04.03.2002, by e-
mail.

Kanny Sadayandy, Director of MIDA Stockholm, Malaysian Industrial Development
Authority. Interview 4.5.1999 Stockholm.

Parviainen, Paula, Counsellor, Ministry for Foreign Affairs of Finland, Department for
External Economic Relations, Helsinki. Interviews 04.07.2001, Helsinki; 19.10.2001, by e-
mail; 13.12.2001, Helsinki.

Saneri, Minna, Project Manager, Asia, Finpro Marketing Ltd, Helsinki. Interview 11.02.2002,
by e-mail.

Vinha, Matti, Commercial Counsellor 1987-1992, Finnish Foreign Trade Association, Kuala
Lumpur. Interview 14.05.2001, Helsinki.

234



EU-ASEAN documents

Joint Declarations of the ASEAN-EC Ministerial Meetings. [Online.] Available at: http:
WWW.aseansec.org.

Joint Press Releases of the ASEAN-EC Joint Cooperation Committee (JCC) Meetings.
[Online.] Available at: http: www.aseansec.org.

Statistics

ASEAN  Secretariat (2002) ASEAN Statistics, Trade [Online.] Available at:
http://www.aseansec.org/trade.

ASEAN Secretariat (2003) Trade. The ASEAN Free Trade Area. [Online.] Available at:
http://www.aseansec.org/12021.htm.

ADB (2001) Asian Development Bank Online. [Online.] Available at:
http://www.adb.org/Documents/Books/Key Indicators/2000/tables1-40.pdf

Eurostat (2004) Extra EU-15 trade by main trading partners. [Online.] Available at:
http://europa.eu.int/comm/eurostat.

IMF Direction of Trade Statistics, various issues. Intenational Monetary Fund, Geneva.
Tullihallitus (1993) Ulkomaankauppa. Suomen ja Kaakkois-Aasian teollistuvien maiden
vdlinen kauppa. (Foreign trade. Trade between Finland and Southeast Asia’s industrializing
countries; in Finnish). National Board of Customs, Finland. Helsinki.

Tullihallitus (1998) Ulkomaankauppa. Suomen ja Kaakkois-Aasian vilinen kauppa. (Foreign
trade. Trade between Finland and Southeast Asia; in Finnish). National Board of Customs,

Finland. Helsinki.

UN (2000) Statistical Yearbook for Asia and the Pacific. United Nations Economic and Social
Commission for Asia and the Pacific. Bangkok.

UN (2004a) Statistics Division. Country Profiles. [Online.] Available at:
http://unstats.un.org/unsd/snaama/SelectionCountry.asp.

UN (2004b) Statistics Division. Country at a Glance. [Online.] Available at:
http://cyberschoolbus.un.org/infonation/index.asp.

WTO (2000) International trade statistics. World Trade Organization. Geneva.

235



APPENDICES

Figure A1l. Map of the ASEAN countries.

il

1000 Km

Table Al. Macroeconomic indicators of the ASEAN countries.

Area Population GDP GDP/cap GDP growth %

(1000 km®) (mill.) (USD mill.) (USD) 2000 2001
Brunei 5.8 0.3 5422 12435 2.8 1.5
Cambodia 181.0 134 3413 253 7.7 6.3
Indonesia 1904.6 214.8 145307 678 4.9 3.3
Laos 236.8 5.4 1750 324 5.8 5.7
Malaysia 329.8 22.6 88050 3748 8.3 0.4
Myanmar 676.6 48.4 34572 717 5.5 4.8
Philippines 300.0 7741 71382 925 4.4 3.2
Singapore 0.6 4.1 85647 20865 10.3 -2.0
Thailand 513.1 63.6 114774 1865 4.6 1.8
Vietnam 331.7 79.2 32944 416 6.8 6.8

Note: GDP at current prices.

Sources: UN Statistics Division (2004a; 2004b).
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Table A2. Data sources and compilation.

Data on import tariffs

Data on tariffs was collected from the GATT/WTO Trade Policy Reviews and complemented with data
from other sources such as the EU and the Finnish Board of Customs (Tullihallitus). The table below
illustrates detailed data on tariffs with examples of tariff categories, i.e. tariff lines, under the product
group ‘Electronic integrated circuits and microcircuits’ (CN 8542) of the EU’s tariff classification, the
Combined Nomenclature (CN). From this primary data on tariffs, different kinds of averages can be
calculated, such as simple averages or weighted averages (weighted according to the value of trade in
each product category).

Example of tariff categories.

CN code Description EU tariff 1995
8542 Electronic integrated circuits and microcircuits

8542 1121 Static memories (S-RAM), memory space max 64 Kb 11.2%

8542 1147 Micro processors (processing capacity 16-32 bits) 1.2%

8542 1152 Micro drivers (processing capacity 4-8 bits) 14.0 %

etc.

Source: Compiled by author from the Finnish Board of Customs (Tullihallitus).

Since the pool of detailed data on tariffs is massive, with about 10000 tariff lines for the EU and over
6000 for the ASEAN countries, averages are used to reduce the amount of data in the overall
analysis. In the GATT/WTO sources, data on average tariff levels on various product sectors are
typically calculated at the level of 2-digit Harmonized System categories. However, for more detailed
analysis on protected sectors, the study employs primary data illustrated above.

Data on NTBs and export policies

Similarly, information on non-tariff-barriers (NTBs) such as import quotas, import licensing, anti-
dumping actions and countervailing measures, as well as data on export policies, were obtained from
the GATT/WTO Trade Policy Reviews. The various types of trade policies are reviewed in the source
material both by type and by sector. Some of these data are qualitative by nature, and are not easily
expressed in numerical terms, such as information on import licensing or product standards, both of
which are effective barriers to trade. Typically, overall data on NTBs varies significantly from country to
country, as practices are rather diverse in e.g. the ASEAN countries.

Data on exports and imports

With the multiple sources of data on exports and imports, the analysis employed three different
currencies, the USD, the Finnish markka (FIM). While international trade statistics are basically in US
dollars, national trade statistics are produced in national currencies. In this study, data of Finland-
Malaysia trade was gathered both from Finnish and international sources.

Example of trade data: Finland’s imports from Malaysia in 1995.

CN code Description Value (thousand FIM)
8542 Electronic integrated circuits and microcircuits 408 658
8542 1121 Static memories (S-RAM), memory space max 64 Kb 9 664
8542 1147 Micro processors (processing capacity 16-32 bits) 147 832
8542 1152 Micro drivers (processing capacity 4-8 bits) 24 903
etc.

Source: Compiled by author from the Finnish Board of Customs (Tullihallitus).

The table above illustrates data on imports compiled from Finland’s national trade statistics on
Electronic integrated circuits and microcircuits (CN 8542) and some of its sub-groups. Similar to data
on import tariffs illustrated earlier, the primary data on exports and imports is extremely detailed and
large in quantity, with over 10000 product categories (tariff lines) as the basic unit. This primary data
on trade in various product categories is added up into upper categories such as CN 8542 in the
example above, and further into groups such as CN 85 ‘Electrical machinery, equipment, parts
thereof, and sound recorders’. Thus, depending on the purpose of analysis, different levels of
investigation are used in the study.
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Figure A2. Building blocks of data and timeframe of the study.
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Figure A4. Data recording practices in (a) trade between two countries and (b) intra-EU and
extra-EU trade.

(a)
1e » 3
Country Country
A B
2| T 4
1 = Exports from A to B (fob) 3 = Imports to B from A (cif)
2 = Imports to A from B (cif) 4 = Exports from B to A (fob)

The value of exports is registered as their transaction value at the place of exportation in Country A,
from which the ‘free on board’ (f.0.b.) value is derived into trade statistics. This is indicated as (1) in
the figure. At the place of importation in Country B, the value of imports is registered as their
transaction value including the sum of ’'cost, insurance, and freight’ (c.i.f.) which is indicated as (3).
Similarly, exports from Country B are registered at the place of exportation (4), and when arrived as
imports to Country A, the transaction is registered at the place of importation (2).

(b)
EU FINLAND 1) Sender
2) EU customs border
8’:' 3) Malaysian customs border
s 4) Buyer (Intrastat)
Symbols
/// """ Intra-EU trade
/' -_——- Extra-EU trade
O  Checkpoint
I:I Firm
AUSTRIA
o]
O-2)__ -

MALAYSIA

o O

In the case of exports from Finland to Malaysia, the goods is typically reported at the sender (1),
thereafter as intra-trade within the single internal market to the EU transit point (2) and registered as
extra-EU exports. Finally, the goods is registered as imports at the destination border checkpoint (3).

In the case of trade within the Single European Market, there is no border-crossing checkpoint, but
instead at the sender (1) and the buyer (4).

Source: Modified from Alvstam (1993).
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Table A3

. Rounds of Multilateral trade negotiations (MTN) within GATT, 1947-1994.

Round,
year (n:o | Subjects covered | Signatories to GATT (altogether 128 countries)
countries)
Geneva 45000 tariff 1948-49: Australia, Belgium, Brazil, Burma, Canada, Chile, Cuba,
Round concessions on France, India, Luxembourg, Netherlands, New Zealand, Norway,
1947 (23) | 43 tariff lines Pakistan, South Africa, Sri Lanka, United Kingdom, United States,
Zimbabwe. (In addition, the original ‘contracting parties’ to GATT
included: China, the Czechoslovak Republic, Lebanon, and Syria)
Annecy Modest tariff -
Round reductions
1949 (13)
Torquay 8700 tariff 1950-51: Austria, Denmark, Dominican Republic, Finland,
Round concessions Germany, Greece, Haiti, Indonesia, Italy, Nicaragua, Peru,
1950-51 Sweden, Turkey
(38) 1953: Uruguay
Geneva Modest tariff 1955-57: Ghana, Japan, Malaysia
Round reductions
1955-56
(26)
Dillon Tariff reductions 1960-62: Israel, Nigeria, Portugal, Sierra Leone, Tanzania,
Round among EEC Trinidad and Tobago, Uganda
1960-61 1963: Benin, Burkina Faso, Cameroon, Central African Republic,
(26) Chad, Congo, Céte d’lvoire, Cyprus, Gabon, Jamaica, Kuwait,
Madagascar, Mauritania, Niger, Senegal, Spain
Kennedy | Tariffs and anti- 1964-65: Burundi, Gambia, Kenya, Malawi, Malta, Togo
Round dumping 1966-68: Argentina, Barbados, Guyana, Iceland, Ireland, Poland,
1964-67 measures; GSP Rwanda, South Korea, Switzerland, Yugoslavia
(62) 1970-72: Bangladesh, Egypt, Mauritius, Romania, Zaire
Tokyo Tariffs and non- 1973-79: Hungary, Philippines, Singapore, Suriname
Round tariff measures; 1980-85: Belize, Colombia, Maldives, Thailand, Zambia
1973-79 Framework
(102) agreements
Uruguay | Tariffs and non- 1986-90: Antigua and Barbuda, Bolivia, Botswana, Costa Rica,
Round tariff measures; Hong Kong, Lesotho, Mexico, Morocco, Tunisia, Venezuela
1986-94 Services; 1991-94: Angola, Bahrain, Brunei, Czech Republic, Djibouti,
(123) Intellectual Dominica, El Salvador, Fiji, Grenada, Guatemala, Guinea, Guinea
property; Dispute | Bissau, Honduras, Liechtenstein, Macao, Mali, Mozambique,
settlement; Namibia, Papua New Guinea, Paraguay, Qatar, Saint Kitts and
Textiles and Nevis, Saint Lucia, Saint Vincent and the Grenadines, Slovak
clothing; Republic, Slovenia, Solomon Islands, Swaziland, United Arab
Agriculture Emirates

Note: Names of countries as of 2002.
Source: Compiled from World Trade Organization (www.wto.org)
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Table A4. Preferential trade agreements of the European Union, 1992 and 2002.

Type of Main elements | Signatories 1992 Signatories 2002
agreement
Customs Free trade and Andorra; Malta; San Marino; Turkey
unions common
external tariff
Free trade Reciprocal free | EFTA (1973-74): Europe Agreements (1992-97):
agreements | trade in Austria; Finland; Bulgaria; Czech Republic; Estonia;
industrial Iceland; Norway; Hungary; Latvia; Lithuania; Poland;
products Sweden; Romania; Slovakia; Slovenia
Switzerland; European Economic Area (1994):
Liechtenstein. Iceland; Liechtenstein; Norway
Bilateral agreement: Switzerland
Israel (1975) Other: Cyprus; Faroe Islands; Palestinian
Authority of the West Bank; South Africa
Association | Free access to | Turkey (1963)
Agreements | EC markets for | Malta (1970)
industrial Cyprus (1972)
products
Creation of a Czech and Slovak
free trade area | Federal Republic;
in 10 years Hungary; Poland
(1992)
Cooperation | Non-reciprocal Israel (1975)
Agreements | free access to Mediterranean countries (1975-76): Algeria;

EC markets for
industrial
products, raw
materials and
traditional
agricultural
exports

Egypt; Jordan; Lebanon; Morocco; Syria; Tunisia

Lomé Convention with the ACP countries (1990):

Angola, Antigua and Barbuda, Bahamas, Barbados, Belize,
Benin, Botswana, Burkina Faso, Burundi, Cameroon, Cape
Verde, Central African Republic, Chad, Comoros, Congo, Cote
d’lvoire, Djibouti, Dominica, Dominican Republic, Equatorial

Guinea, Ethiopia, Fiji, Gabon, Gambia, Ghana, Grenada, Guinea,
Guinea-Bissau, Guyana, Haiti, Jamaica, Kenya, Kiribati, Lesotho,
Liberia, Madagascar, Malawi, Mali, Mauritania, Mauritius,
Mozambique, Namibia, Niger, Nigeria, Papua New Guinea,
Rwanda, St. Christopher and Nevis, St. Lucia, St. Vincent and the
Grenadines, Sao Tome and Principe, Senegal, Seychelles, Sierra
Leone, Solomon Islands, Somalia, Sudan, Suriname, Swaziland,
Tanzania, Togo, Tonga, Trinidad and Tobago, Tuvalu, Uganda,
Vanuatu, Western Samoa, Zaire, Zambia, Zimbabwe.

Association
with certain
non-European
countries and
territories

PTOM Il (1971): Comoros Archipelago, French Polynesia, French
Somali Coast, Southern and Antarctic Territories, Mayotte, New
Caledonia and Dependencies, St. Pierre and Miquelon, Suriname,
Wallis and Fortuna Islands, Netherlands Antilles

Sources: GATT (1993a); WTO (2000a).
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Table A5. Average tariffs in four ASEAN countries in 1992.

Overall average
nominal tariffs (%)

Average unweighted tariffs
(%) by CEPT product:

Pulp

Textiles
Vegetable oils
Chemical
Pharmaceuticals
Fertilizers
Plastics
Leather
Rubber
Cement

Glass

Gems
Electronics
Furniture

Average

Source: Adapted from Ariff (1992, 4); Kumar (1992) in ref Ariff (1992, 5).
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Figure AS. Country composition of the ASEAN countries’ trade with the EC/EU countries in
1980-2001 (USD million).

(a) Exports of the ASEAN countries to the EC/EU countries (USD million), 1980-2001.
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Source: IMF Direction of Trade statistics, various issues

(b) Imports of the ASEAN countries from the EC/EU countries (USD million), 1980-2001.
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Figure A6. EU’s average MFN tariffs (%) in 1995, 1999 and 2002.

(a) EU’s average MFN tariffs (%) for agriculture (HS 01-24)
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HS section
HS Descriptions
01 Live animals 13  Lac, gums, resins, veg.saps, extracts
02 Meat and edible meat offal 14 Vegetable plaiting materials, products
03 Fish, crustacean, mollusc 15  Animal /vegetable fats, oils
04  Dairy products, eggs, honey 16 Prep.of meat, fish, crustaceans etc
05  Products of animal origin 17  Sugars and sugar confectionery
06 Live trees, plant, root, cut flowers 18  Cocoa and cocoa preparations
07  Edible vegetables, roots, tubers 19  Prep.of cereal, flour, milk, pastrycooks
08 Edible fruit, nuts, peel 20 Prep.of vegetables, fruit, nuts
09 Coffee, tea, maté and spices 21 Miscellaneous edible preparations
10  Cereals 22  Beverages, spirits and vinegar
1 Malt, starches, inulin, wheat gluten 23 Residues/waste from food ind.
12 Oilseeds, oleaginous fruit 24  Tobacco, manuf. substitutes

Sources: Compiled from WTO (1995a); WTO (2000a); WTO (2002a).
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(b) EU’s average MFN tariffs for minerals, chemicals and basic manufactures (HS 25-49)
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HS section
HS Descriptions
25 Salt, sulphur, earth/stone 38 Misc. chemical products
26 Ores, slag, ash 39 Plastics, articles thereof
27 Mineral fuels, oils, products 40 Rubber, articles thereof
28 Inorganic chemicals 41 Raw hides, skins, leather
29 Organic chemicals 42 Articles of leather, travel goods
30 Pharmaceutical products 43 Furskins, artificial fur
31 Fertilizers 44 Wood, articles of wood
32 Tanning/dyeing extract 45 Cork, articles of cork
33 Essential oils/resinoids 46 Manufactures of straw, esparto
34 Soap, washing prep. 47 Pulp of wood/fibrous cellulosic
35 Albuminoioal subs. 48 Paper, paperboard
36 Explosives, pyrotech.prod. 49 Printed books, newspapers
37 Photographic, cinematographic goods

Sources: Compiled from WTO (1995a); WTO (2000a); WTO (2002a).
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(c) EU’s average MFN tariffs for textiles, clothing and apparel (HS 50-67)
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HS section
HS Descriptions
50 Silk
51 Wool, animal hair 59 Impregnated, coated textile fabric
52 Cotton 60 Knitted, crocheted fabric
53 Other vegetable textile fibres 61 Apparel, clothing accessories, knitted
54 Man-made filaments 62 Apparel, clothing accessories, not knitted
55 Man-made staple fibres 63 Other made-up textile articles, sets
56 Wadding, felt, yarns, twine 64 Footwear, gaiters, parts
57 Carpets, textile floor coverings 65 Headgear, parts thereof
58 Special woven fabric 66 Umbrellas, walking-sticks, whips
67 Prepared feathers, artificial flowers

Sources: Compiled from WTO (1995a); WTO (2000a); WTO (2002a).
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(d) EU’s average MFN tariffs for industrial products (HS 68-97)

Tariff (%)
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HS section

HS Descriptions
68  Stone, plaster, cement
69  Ceramic products 84  Machinery, mechanical parts
70  Glass, glassware 85  Electrical equipment, sound recorders
71 Natural/cult.pearls, prec.stones, metals, coins 86  Railway, tramway locomotives
72 lron and steel 87  Vehicles, other than railway
73  Artic.of iron or steel 88  Aircraft, spacecraft, parts
74  Copper, articles thereof 89  Ships, boats, floating structures
75  Nickel, articles thereof 90  Optical, photo, cinemas, checking, precision
76 Aluminium, articles thereof 91  Clocks, watches, parts
78  Lead, articles thereof 92  Musical instruments, parts
79  Zinc, articles thereof 93  Arms, ammunition, parts
80  Tin, articles thereof 94  Furniture, bedding, mattress, cushions
81 Other base metals, cerments 95 Toys, games, sports requisites, parts
82  Tools, implements, cutlery of base metals 96  Misc. manufactured articles
83 Misc. articles of base metal 97  Works of art, collectors' pieces, antiques

Sources: Compiled from WTO (1995a); WTO (2000a); WTO (2002a).
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Table A7. Simple average tariffs of the EU imports under MFN and the GSP, 1999 (%).

MFN
HS Description applied | GSP
rate
01-05 | Meat, fish, dairy, eggs 22,0 21,4
06-14 | Vegetable, fruit, nut, coffee, tea, cereals 12,0 11,0
15 Fats and oils 8,2 6,1
16-24 | Prepared foodstuffs (01-15), beverages, tobacco 15,9 13,0
25-27 | Mineral products (salt, ores, mineral fuels, oils) 0,6 0,0
28-38 | Chemicals, pharmaceuticals, fertilizers, pigments, soap, 4.6 1,3
glues, photographic chemicals
39-40 | Plastics and rubber; articles thereof 4.5 1,3
41-43 | Hides, leather, furskin, manufactures thereof 2,8 1,1
44-46 | Wood, cork, straw, articles thereof 2,9 0,9
47-49 | Pulp, paper, paperboard, books, newspapers 1,9 0,3
50-63 | Silk, wool, cotton, man-made fibres, carpets, apparel 8,1 6,9
and clothing accessories
64-67 | Footwear, headgear, umbrellas 4,9 21
68-70 | Stone, cement, ceramics, glass products 3,6 1,6
71 Pearls, precious stones/metals, coins 0,7 0,1
72-83 | Iron, steel, copper, nickel, aluminium, lead, zinc, tin; 2,7 1,2
articles thereof; tools of base metals
84-85 | Machinery and electrical equipment, appliances, sound 2,4 0,7
recorders
86-89 | Railway locomotives, vehicles, aircraft, ships 2,9 1,0
90-92 | Optical, precision, clocks, musical instruments 2,9 0,8
93 Arms and ammunition, parts thereof 2,5 2,5
94-96 | Furniture, cushions, toys, games, sports, misc. 3,0 0,8
97 Works of art, antiques 0,0 0,0
Total 6,9 4,9

Source: Author’s calculations from WTO (2000a, 173-178), Tables AIII.1 and AIIL2.

Table A8. New anti-dumping investigations initiated by the EU towards imports from

ASEAN countries in 1996-2002 (number of cases).

1996 1997 1998 1999 2000 2001 2002 Total
Indonesia 1 1 - 4 - 3 2 11
Malaysia 1 2 - 4 1 1 1 10
Philippines - - - 1 - - - 1
Singapore - 1 - 1 - - - 2
Thailand - 3 - 7 1 1 - 12
Vietnam - 1 - - - - 1 2
Total ASEAN 2 8 - 17 2 5 4 38
All countries 25 45 29 86 31 33 23 272

Sources: Compiled from EU (2001); EU (2003).
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Table Al1l. Comparison of import tariffs of Finland and the EC in 1988 by sector; simple
average in MFN tariffs (%).

Tariff study category Fin EC

Raw hides, skins, leather, furskins 6,8 3,1
Rubber 11,3 3,1
Wood and cork 1,5 4,4
Pulp, paper, and paperboard 3,7 74
Textiles and clothing 21,7 10,1
Mineral products and fertilizers 54 n.a.
Precious stones, precious metals 2,3 2,6
Ores and metals 3,9 51
Coal (petroleum) and natural gas 0,2 2,2
Chemicals 2,8 7,3
Non-electric machinery 3,9 41
Electrical machines and apparatus 7,7 5,8
Transport equipment 4,2 7,0
Prof.scient,contr.instrum., photogr.appar., clocks,watches 3,8 54
Footwear and travel goods 14,1 10,4
Photographic, cinematographic supplies 0,7 6,0
Furniture 5,8 54
Musical instrum.,sound recording/reproduction appar. 3,8 57
Toys 59 6,7
Works of art, collectors’ pieces 0 0
Firearms,ammunition,tanks,other fighting vehicles 4,0 5,0
Office and stationery supplies 3,8 5,7
Manufactured articles n.e.s. 6,7 6,4
Foodstuffs 16,2 14,5
Grains 8,3 n.a
Animals and products thereof 8,9 n.a
Qil seeds, fats and oils, their products 9.4 6,9
Cut flowers, plants, vegetable materials 8,1 8,4
Beverages and spirits 24,6 21,5
Dairy products 1,6 n.a
Fish, shellfish, and products 4,8 12,2
Tobacco 0 26,4
Petroleum n.a 3,1
Industry average 7,3 n.a
Agriculture average 11,2 n.a

Note: n.a. = not available.
Sources: Compiled from GATT (1992) and GATT (1993a).



Figure A7. Commodity structure of Finland’s trade with ASEAN-5 in 2000.

(a) Commodity structure of Finland’s exports to ASEAN-5
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Source: National Board of Customs, Finland.

(b) Commodity structure of Finland’s imports from ASEAN-5
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Table A12. Some policy initiatives suggested for EU-ASEAN relations.

Common initiatives:

ensure continuation of meetings

facilitate FDI

encourage mutual understanding through cultural and scientific interaction, and art
strategic alliances

coordination of financial and trade policies

revision of Cooperation Agreement

trade liberalization

EU policy initiatives:

guide ASEAN in administering of regional trade accociation ie. AFTA, and CEPT
partnering with ASEAN in trade (as with the Mediterranean)

reducing an ‘ignorance gap’

more flexibility in ‘social clauses’ and economic cooperation

move from development cooperation to economic cooperation

reconsider antidumping policy, Common Agricultural Policy and GSP

offer experience in small enterprise adjustment

ASEAN policy initiatives:

liberalize FDI, especially in maritime transport and support services, and the financial
sector

reform AFTA

encourage ASEAN firms to invest in European transition economies

develop relations with EU’s Associated Islamic Mediterranean nations

promote trade with European countries to diversify export market and reduce dependency
on a few markets (US, Japan)

Source: Yeung et al (1999).
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