% WA
EXRR

, o)

‘ one vision

one identity
one community






ASEAN
Integration Report
2015

The ASEAN Secretariat
Jakarta




ASEAN Integration Report 2015

The Association of Southeast Asian Nations (ASEAN) was established on 8 August 1967.

The Member States of the Association are Brunei Darussalam, Cambodia, Indonesia, Lao PDR,
Malaysia, Myanmar, Philippines, Singapore, Thailand and Viet Nam.

The ASEAN Secretariat is based in Jakarta, Indonesia.

For inquiries, contact:

The ASEAN Secretariat

ASEAN Integration Monitoring Office (AIMO) and Public Outreach and Civil Society Division (POCS)
70A Jalan Sisingamangaraja

Jakarta 12110

Indonesia

Phone: (62 21) 724-3372, 726-2991

Fax: (62 21) 739-8234, 724-3504

E-mail: public@asean.org

General information on ASEAN appears online at the ASEAN Website: www.asean.org
Catalogue-in-Publication Data

ASEAN Integration Report 2015
Jakarta: ASEAN Secretariat, November 2015

337.159
1. ASEAN - Economic Integration — Monitoring
2. Macroeconomic - Trade — Investment

ISBN 978-602-0980-56-0

The text of this publication may be freely quoted or reprinted, provided proper
acknowledgement is given and a copy containing the reprinted material is sent to the Public
Outreach and Civil Society Division of the ASEAN Secretariat, Jakarta.

ASEAN: A Community of Opportunities

Copyright Association of Southeast Asian Nations (ASEAN) 2015.
All rights reserved.

DISCLAIMER: The views expressed in the ASEAN Integration Report 2015 (AIR 2015) reflect
the professional assessment of staff members of the ASEAN Integration Monitoring Office,
ASEAN Secretariat. They do not necessarily represent the official views of ASEAN Secretariat
or ASEAN Member States. While every effort has been made to ensure the accuracy of all data
and information, ASEAN Secretariat accepts no responsibility for errors in sources or in their
reporting. The data cut-off for AIR 2075 was 30 September 2015. Data for 2014 sourced from
ASEANSstats are preliminary.



ASEAN Integration Report 2015

Contents

Abbreviations and Acronyms v
List of Figures, Tables and Boxes Xi
Foreword XV
Executive Summary Xvii
Chapter 1 - ASEAN’s Macroeconomic Landscape in 2014 1
Chapter 2 - ASEAN Economic Community 7
Pillar 1: A Single Market and Production Base 7

A. Free Flow of Goods 7
Elimination of Tariff Barriers 7

Rules of Origin 11

Trade Facilitation 13

B. Free Flow of Services 25
Services Performance in ASEAN 31

Free Flow of Skilled Labour 33

C. Free Flow of Investment 34
ASEAN'’s Regional Investment Policy Framework 35
Investment Liberalisation in ASEAN 37
Investment Performance in ASEAN 41

D. Freer Flow of Capital 48
Financial Services Liberalisation 48

Capital Account Liberalisation 50

Capital Market Development 51
Payment and Settlement System 52

ASEAN Infrastructure Fund 53

ASEAN Finance Co-operation 54
Financial Integration Performance in ASEAN 54
Recommendations 59



ASEAN Integration Report 2015

Pillar 2: Competitive Economic Region
Infrastructure Development

Energy Co-operation

Competition Policy

Consumer Protection

Intellectual Property

Recommendations

Pillar 3: Equitable Economic Development
Initiative for ASEAN Integration

Recommendations

SME Development

Recommendations

Pillar 4: Integration to the Global Economy

ASEAN External Economic Relations

Coherent Approach towards External Economic Relations
Enhanced Participation in Global Supply Networks
Competing in a World of GVCs

Recommendations

Annex 2.A - Investment-Related Provisions Composite Index

Coding of Investment Provisions

Chapter 3 - Sectoral Approach to Regional

I. Introduction
Overview of the Priority Integration Sectors
Common Measures in the PIS Roadmaps

Il. Natural Resource-Based Priority Integration Sectors
Key Lessons from the Four NRB-PIS

lll. Cosmetics Priority Integration Sub-Sector
Implementation of Harmonisation and Integration Measures
Institutional Arrangements
Challenges
Opportunities
Trade Performance

Key Lessons from the Cosmetics Priority Sub-sector

59
60
70
73
75
76
78
79
80
84
86
91
91
91
94
104
107
108

109

111
111
112
114
115
126
127
128
130
131
132
132
133



ASEAN Integration Report 2015

IV. Pharmaceutical Priority Integration Sub-Sector
Implementation of Harmonisation and Integration Measures
Institutional Arrangements
Challenges
Opportunities
Trade Performance
Key Lessons from the Pharmaceutical Priority Sub-sector

V. Electrical Equipment and Electronics Priority Integration Sector
Implementation of Harmonisation and Integration Measures
Institutional Arrangements
Key Findings
Challenges
Opportunities — Narrowing the Gap
Trade Performance
Key Lessons from the Electrical Equipment and Electronics PIS

VI. Recommendations on the PIS

Annex 3.A - Data and Methodology

Chapter 4 - The Way Forward
References

134
134
135
136
137
138
139
139
141
142
143
143
143
144
145
146
149
151
157



ASEAN Integration Report 2015



ASEAN Integration Report 2015

Abbreviations and Acronyms

AANZFTA
ABIF
ACA

ACC
ACCSQ
ACD
ACFCR(s)
ACFTA
ACFTA-JC
ACIA
ACM(s)
ACMF
ACMI
ACSB
ACTD
ACTI
ACTIG
ACTLC
ACTR(s)
ACTS
ADB

ADP

AEC
AECSP
AEF
AEGC
AEM
AEM-MOFCOM
AFAFGIT
AFAFIST
AFAMT
AFAS
AFEED
AFIC
AFIF
AFMM
AFP(s)
AFTA
AHCRS
AHEEERR

ASEAN-Australia-New Zealand Free Trade Area

ASEAN Bank Integration Framework

ASEAN Cosmetics Association

ASEAN Cosmetics Committee

ASEAN Consultative Committee for Standards and Quality
ASEAN Cosmetics Directive

ASEAN Common Food Control Requirement(s)
ASEAN-China Free Trade Area

ASEAN-China Free Trade Area Joint Committee

ASEAN Comprehensive Investment Agreement

ASEAN Cosmetic Test Method(s)

ASEAN Capital Markets Forum

ASEAN Capital Market Infrastructure

ASEAN Cosmetics Scientific Body

ASEAN Common Technical Dossier

ASEAN Connectivity through Trade and Investment
ASEAN-China Trade in Goods Agreement

ASEAN Cosmetics Testing Laboratory Committee

ASEAN Common Technical Requirement(s)

ASEAN Customs Transit System

Asian Development Bank

antidumping

ASEAN Economic Community

AANZFTA Economic Cooperation Support Programme
Asia Electronics Forum

ASEAN Experts Group on Competition

ASEAN Economic Ministers

ASEAN Economic Ministers and China’s Minister of Commerce
ASEAN Framework Agreement on the Facilitation of Goods in Transit
ASEAN Framework Agreement on the Facilitation of the Inter-State Transport
ASEAN Framework Agreement on Multimodal Transport
ASEAN Framework Agreement on Services

ASEAN Framework for Equitable Economic Development
ASEAN Furniture Industries Council

ASEAN Financial Integration Framework

ASEAN Finance Ministers Meeting

ASEAN FTA Partner(s)

ASEAN Free Trade Area

ASEAN Harmonised Cosmetic Regulatory Scheme
Agreement on ASEAN Harmonised EEE and ASEAN Harmonised Electrical and Electronic
Equipment Regulatory Regime



ASEAN Integration Report 2015

AHKFTA ASEAN-Hong Kong Free Trade Area

AHN ASEAN Highway Network

AHTN ASEAN Harmonised Tariff Nomenclature

AlA ASEAN Investment Agreement

AIF ASEAN Infrastructure Fund

AIFTA ASEAN-India Free Trade Area

AlIF ASEAN Insurance Integration Framework

AIMO ASEAN Integration Monitoring Office

AIR ASEAN Integration Report

AJCEP ASEAN-Japan Comprehensive Economic Partnership Agreement
AKFTA ASEAN-Korea Free Trade Area

AMEM ASEAN Ministers of Energy Meeting

aMP ASEAN Market Place

AMS ASEAN Member States

ANZ Australia and New Zealand

APAEC ASEAN Plan of Action for Energy Cooperation

APG ASEAN Power Grid

APSC ASEAN Political — Security Community

ARISE ASEAN Regional Integration Support from the EU
ASAM ASEAN Single Aviation Market

ASCC ASEAN Socio-cultural Community

ASCOPE ASEAN Council on Petroleum

ASEAN Association of Southeast Asian Nations

ASEAN-BAC ASEAN Business Advisory Council

ASEAN-6 Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore, Thailand
ASEC ASEAN Secretariat

ASPEC ASEAN Patent Examination Cooperation

ASSIST ASEAN Solutions for Investments, Services and Trade
ASTP ASEAN Strategic Transport Plan

ASW ASEAN Single Window

ATAP ASEAN Transport Action Plan

ATF-JCC ASEAN Trade Facilitation Joint Consultative Committee
ATFWP ASEAN Trade Facilitation Work Programme

ATIGA ASEAN Trade in Goods Agreement

ATISA ASEAN Trade in Services Agreement

ATR ASEAN Trade Repository

ATSN Air Transport Sectoral Negotiations

AWGIPC ASEAN Working Group on Intellectual Property Cooperation
BA bioavailability

BAP Brunei Action Plan

BDS business development services

BE bioequivalence

CAL capital account liberalisation

CCA Coordinating Committee on ATIGA

CCC Coordinating Committee on Customs

ca Coordinating Committee on Investment

CCs Coordinating Committee and Services

CEP Comprehensive Economic Partnership

CEPA(s) comprehensive economic partnership agreement(s)
CEPT Common Effective Preferential Tariff Scheme

cls Collective Investment Schemes

Vi I



ASEAN Integration Report 2015

CITES Convention on International Trade in Endangered Species
CLMV Cambodia, Lao People’s Democratic Republic, Myanmar, Viet Nam
CMD Capital Market Development

Cco Certificate of Origin

COMPASS Capacity Building Project for Monitoring Integration Progress and Statistics
CTC Change in Tariff Classification

cv countervailing

DP(s) Dialogue Partner(s)

DRFI Disaster Risk Financing and Insurance

EE energy efficiency

EEE electrical equipment and electronics

EIU Economist Intelligence Unit

ERIA Economic Research Institute for ASEAN and East Asia
EU European Union

FDI foreign direct investment

FLEGT Forest Law Enforcement and Governance

FOB free on board

FSL financial services liberalisation

FTA free trade area

FTA(s) free trade agreement(s)

FTSE Financial Times and Stock Exchange

GAADI Gap Adjusted ASEAN Development Index

GAP Good Agricultural Practice

GATS General Agreement on Trade in Services

GATT General Agreement on Tariffs and Trade

GDP gross domestic product

GEL General Exceptions List

GHP Good Hygienic Practice

GIR gross international reserves

GMP Good Manufacturing Practice

GMS Greater Mekong Subregion

GVC(s) global value chain(s)

GVP Good Pharmacovigilance Practices

HACCP Hazard Analysis Critical Control Point

HDI Human Development Index

HRD Human Resource Development

HS Harmonised System

HSL Highly Sensitive List

1Al Initiative for ASEAN Integration

ICT information and communication technology
IEA International Energy Agency

IGA Investment Guarantee Agreement

A International Investment Agreement

IL Inclusion List

IMF International Monetary Fund

IMF CPS IMF Coordinated Portfolio Investment Survey
IMTS International Merchandise Trade Statistics
10SCO International Organization of Securities Commissions
IP intellectual property

IPR intellectual property rights

ISDS Investor-State Dispute Settlement Mechanisms

I vii



ASEAN Integration Report 2015

ISO
I-TIP
IWG
JSC
Lao PDR
LDC(s)
LNG
LPI
M&A
MAT
MFN
MNE(s)
MNP
MPAC
MRA(s)
NAFTA
NDG
NRB
NSW(s)
NT
NTB(s)
NTM(s)
OCP
OECD
OIE
PACt
PFPWG
PIF

PIS
PLC(s)
PMS
PPWG
PSR
QAB
QR
R&D
RCEP
RE
RIA-FIN
RIATS
ROK
ROO
RoRo
RPC
RVC
SAAPCP
SC-RO0O
SEOM
SG
SKRL
SL

viii I

International Organization for Standardization
Integrated-Trade Intelligence Portal
Implementation Working Group

Joint Sectoral Committee

Lao People’s Democratic Republic

Least Developed Countries

liquefied natural gas

Logistic Performance Index

mergers and acquisitions

Maritime, Aviation, and Transit

Most Favoured Nation

multinational enterprise(s)

Movement of Natural Persons

Master Plan on ASEAN Connectivity

Mutual Recognition Arrangement(s)

North American Free Trade Agreement
Narrowing the Development Gap
Natural-Resource Based

National Single Window(s)

National Treatment

non-Tariff barrier(s)

non-Tariff measure(s)

Operational Certification Procedures
Organisation for Economic Co-operation and Development
World Organisation for Animal Health
Pan-ASEAN Timber Certification Initiative
Prepared Foodstuff Products Working Group
Product Information Files

Priority Integration Sector

publicly listed companies

post market surveillance

Pharmaceutical Product Working Group
Product Specific Rules

Qualified ASEAN Banks

quantitative restrictions

research and development

Regional Comprehensive Economic Partnership
renewable energy

Roadmap for Monetary and Financial Integration of ASEAN
Roadmap for Integration of Air Travel Sector
Republic of Korea

rules of origin

roll-on/roll-off

RCEP Participating Countries

Regional Value Content

Strategic ASEAN Action Plan on Consumer Protection
Sub-Committee on Rules of Origin

ASEAN Senior Economic Officials’ Meeting
Safeguards

Singapore-Kunming Rail Link

Sensitive List



SME(s)
SMEWG
SOM-AMAF
SOP

SPS

SSG
STOM
STRACAP
TAGP
TBT

TIN

TNC

TRS

TTR

UN
UNCTAD
UNECE
UNSD

VA
WC-CAL
WC-CMD
WC-FSL
WC-PSS
WGIC
WHO
WO

WTO

ASEAN Integration Report 2015

Small and Medium Enterprise(s)

SME Working Group

Senior Officials Meeting of the ASEAN Ministers on Agriculture and Forestry
standard operating procedures

sanitary and phytosanitary measures

special safeguard

Senior Transport Officials Meeting

standards, technical regulations and conformity assessment procedures
Trans-ASEAN Gas Pipeline

technical barriers to trade

Tax Identification Number

Trade Negotiating Committee

Tariff Reduction Schedule

Transit Transport Routes

United Nations

United Nations Conference on Trade and Development
United Nations Economic Commission for Europe
United Nations Statistics Department

value-added

Working Committee on Capital Account Liberalisation
Working Committee on Capital Market Development
Working Committee on Financial Services Liberalisation
Working Committee on Payment and Settlement System
Working Group on Industrial Cooperation

World Health Organization

wholly obtained

World Trade Organization



ASEAN Integration Report 2015



ASEAN Integration Report 2015

List of Figures, Tables and Boxes

Figures

1.1 Output Growth (%) 1
1.2 ASEAN: Economic Sector’s Average Share in Real GDP (%) 3
1.3 ASEAN Services Sector: FDI and Output Share (%) 3
1.4 ASEAN’s Total Trade (% of nominal GDP) 4
1.5 ASEAN's External Account Balance (% of nominal GDP) 4
1.6 ASEAN'’s Gross International Reserves (GIR) less Gold (US$ billion) 5
2.1 ASEAN'’s CEPT/ATIGA Rates and Applied MFN Rates 9
2.2 Share of Tariff Lines at 0% in ATIGA Tariff Schedule 10
23 ASEAN'’s Total Trade 22
2.4 ASEAN's Total Trade Growth (%) 22
2.5 FDI (% of nominal GDP, period annual average) 35
2.6 FDI Restrictions and FDI Inflows, 2013 39
2.7 ASEAN Total FDI Inflows Growth vis-a-vis the Rest of the World 43
2.8 ASEAN Total FDI Inflows Shares, by Source (%) 44
2.9 ASEAN-6: Intra-ASEAN FDI Inflows 45
2.10 Cross-border M&A Sales in ASEAN 46
2.11 Indonesia: Number of Commercial Banks 55
2.12 Philippines: Number of Commercial Banks 55
2.13 Singapore: Number of Commercial Banks 56
2.14 Thailand: Number of Commercial Banks 56
2.15 Market Structure of Insurance Sector in ASEAN (Share, %) 57
2.16 ASEAN-5: Composition of Intra-regional Portfolio Investment Assets (%) 58
2.17 Stock Market Trading: Index of Net Foreign Purchase Value (2007=100) 58
2.18 Port Infrastructure Quality 65
2.19 Annual Air Seat Capacity: Intra-ASEAN Arrivals 66
2.20 Timeliness of Shipments 68
2.21 Overall Logistic Performance Index 69
2.22 ASEAN’s Merchandise Trade with Dialogue Partners, Share in ASEAN’s Total Trade (%) 93
2.23 ASEAN's Total FDI Inflows by Dialogue Partners, Share in ASEAN’s Total FDI Inflows (%) 94
3.1 ASEAN'’s Trade in Agro-based Products 120
32 ASEAN'’s Trade in Fisheries Products 122
33 ASEAN’s Trade in Rubber-based Products 124
34 ASEAN'’s Trade in Wood-based Products 126
35 ASEAN'’s Trade in Cosmetics 133
36 ASEAN'’s Trade in Pharmaceuticals 138
3.7 ASEAN'’s Trade in Electrical Equipment and Electronics 145



ASEAN Integration Report 2015

Tables

1.1 Annual GDP Growth (%)

2.1 Notified Non-Tariff Measures

2.2 Trade Openness (Total Trade, % of Nominal GDP)

2.3 ASEAN Member States’ Trade Shares (%)

2.4 Doing Business: Selected Indicators

2.5 ASEAN Member States’ Ranking (World Bank’s Trading Across Borders)

2.6 ASEAN's Services Sector vis-a-vis Other Sectors

2.7 AFAS Targets

2.8 Scheduled Subsectors in AFAS Packages of Commitments

2.9 ASEAN's Services Sector: Selected Indicators

2.10 FDI Regulatory Restrictiveness Index in 2013

2.1 ASEAN'’s Regional Investment Agreements: Investment-Related Provisions Matrix
2.12 ASEAN: Total FDI Inflows (USS million)

2.13 ASEAN: Total FDI Inflows, by Source (US$ million)

2.14 Intra-ASEAN FDI Inflows Shares (%)

2.15 Intra-ASEAN FDI Inflows Shares, by Sector (%)

2.16 ASEAN-5: Intra-regional Portfolio Investment Assets (US$ million)

217 Overview of ASEAN Highway Network by Class in 2006, 2008, 2010 and 2012
2.18 Competence and Quality of Logistical Services

2.19 Key Energy Indicators in ASEAN

2.20 Effectiveness of Anti-Monopoly Policy

2.21 IAl Work Plan Il Composition: Number of Action Lines

2.22 ASEAN’s Strategic Action Plan and Initiatives for SME Development

2.23 ASEAN SME Policy Index

2.24 ASEAN FTAs/CEPAs: Capsule Summary

2.25 Trade and Investment Relations between ASEAN and China (2007 and 2014)
2.26 Trade and Investment Relations between ASEAN and Korea (2007 and 2014)
2.27 Trade and Investment Relations between ASEAN and Japan (2007 and 2014)
2.28 Trade and Investment Relations between ASEAN and India (2007 and 2014)
2.29 Trade and Investment Relations between ASEAN and Australia and New Zealand (2007 and 2014)
2.30 Trade and Investment Relations between ASEAN and Hong Kong, China (2007 and 2014)
2.31 Key GVC Indicators (2009) for Select AMS and ASEAN FTA Partners

3.1 Common Issues under the PIS Roadmaps

3.2 ASEAN Legal Instruments directly Relevant to the PIS

33 Sector-Specific Issues under the NRB PIS Roadmaps

34 Summarised Product Coverage of the NRB Roadmaps (2002 AHTN 8-digit level)
35 Summary of NRB PIS Roadmap Products Coverage and Negative Lists (2014)
3.6 Export Performance of Agro-based Products 2004-2014 (US$ million)

3.7 Export Performance of Fisheries Products 2004-2014 (USS million)

3.8 Export Performance of Rubber-based Products 2004-2014 (US$ million)

3.9 Export Performance of Wood-based Products 2004-2014 (US$ million)

3.10 Cosmetics Sector-Specific Issues under the PIS Roadmaps

3.11 Export Performance of the Cosmetics Sector 2004-2014 (US$ million)

3.12 Pharmaceutical Sector-Specific Issues under the PIS Roadmap

3.13 Export Performance of the Pharmaceutical Sector 2004-2014 (US$ million)
3.14 EEE Sector-Specific Issues under the PIS Roadmap

3.15 Export Performance of the EEE Sector 2004-2014 (US$ million)

Xii I

16
21
23
24
25
26
29
30
32
38
41
42
43
44
46
57
63
70
70
74
81
86
88
95
95
97
98
99

100

102

106

13

114

116

116

17

120

121

123

125

127

133

134

138

140

144



ASEAN Integration Report 2015

Boxes

2.1 Rules of Origin 11
2.2 Elimination of Non-Tariff Barriers 15
23 The ASEAN Framework Agreement on Services 27
24 Liberalisation of Commitments under AFAS 28
2.5 Concluded MRAs 33
2.6 Improvements under ACIA 36
2.7 In Support of The Free Flow of Investment 37
2.8 Analysing Investment Provisions - New Methodologies 40
2.9 Looking Ahead 47
2.10 Progress in ASEAN Finance Co-operation Initiatives 54
2.11 Measuring the ASEAN Development Gap 85

I Xiii



ASEAN Integration Report 2015



ASEAN Integration Report 2015

Foreword

With the launch of the ASEAN Community at the end of this year, it is imperative for

ASEAN to have a broad and consolidated assessment of its economic integration efforts.
The ASEAN Integration Report (AIR) 2015 provides a comprehensive analysis of the
progress and impacts of the measures undertaken by ASEAN towards the establishment

of the ASEAN Economic Community (AEC). Building on the progressive efforts to monitor
the implementation of the AEC Blueprint through the use of the AEC Scorecard and
complemented by regional integration statistical indicators as well as findings from existing
studies, AIR 2015 presents a quantitative and qualitative assessment of ASEAN economic
integration efforts including both the achievements and challenges.

AIR 2015 shows that ASEAN economic integration measures have contributed fundamentally
to the regional economic architecture, ensuring the continuing strong performance of our
national and regional economies. Through the enhancement of regulatory frameworks,
coupled with broad support and closer policy and programme cooperation among Member
States to implement key regional commitments, the AEC presents greater trade, business
and investment opportunities, fostering regional competitiveness in various economic
sectors in its course of regional and global economic integration.

Looking forward to the implementation of AEC agenda in the next ten years, the ASEAN
Integration Report, which will be published periodically, would form part of an enhanced
monitoring framework to contribute to more informed policy and decision making process,
imbuing the next phase of ASEAN economic integration with equitable development and
sustainable growth that benefits all ASEAN peoples and ensures their better future.

Le Luong Minh
Secretary-General of ASEAN
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Executive Summary

1. The ASEAN Integration Report (AIR) 2015 provides a comprehensive assessment of
progress and achievements, and evaluates the impact of ASEAN economic integration,
since the adoption of the ASEAN Economic Community (AEC) Blueprint in 2007.
The Report covers key measures across the four pillars of the AEC 2015 namely (i)
the Single Market and Production Base; (ii) the Competitive Economic Region; (iii)
Equitable Economic Development; and (iv) ASEAN’s Integration into the Global
Economy. To allow for a more focused impact evaluation, the Report also contains a
thematic chapter on the Priority Integration Sector (PIS) to evaluate the quantitative
and qualitative progress made through, and the achievements of, this sectoral
approach to economic integration.

2.  The overall structure of ASEAN economies has changed since the adoption of the
AEC Blueprint in 2007 with the growing importance of the services sector. The
share of the services sector in the economy steadily increased to reach 50.2% in 2014
while both the industry and the agriculture sector’s share declined and stood at 38.0%
and 11.0% respectively. Growth in the region has been driven by an increasing share
of foreign direct investment (FDI) inflows to the services sector, as well as a solid
performance in the trade sector, contributing to the region’s output expansion.

3. Notwithstanding a more subdued growth trend in recent years, globally and in
some ASEAN Member States (AMS), the growth outlook in the region remains
relatively robust and better than the global average. The global growth outlook is
projected at 3.3% in 2015, slightly lower than last year’s growth at 3.4%. While ASEAN’s
economic performance remained resilient in 2014 at 4.6%, the region is projected
to sustain its growth momentum in 2015 before accelerating to 4.9% in 2016." The
relatively slower regional output growth in 2014 largely reflected lower growth by
most of the larger economies in ASEAN (Indonesia, the Philippines, Singapore and
Thailand) while Malaysia, Myanmar and Viet Nam recorded higher growth rates in
2014 compared to 2013.

' The global and regional growth projections are from the International Monetary Fund'’s World Economic Outlook October 2015 and the Asian Development
Bank’s Asian Development Outlook Update September 2015, respectively.

I XVii
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Regional economic integration will continue to contribute to economic resilience
and growth performance. Looking to 2015 and beyond, the macroeconomic
landscape of ASEAN will continue to transform to weather challenging global
economic conditions. Continued efforts to implement economic integration initiatives
embodied in the AEC will have a significant, positive influence on trade and FDI,
promoting overall economic growth in the region as well as stimulating structural
transformation across ASEAN economies.

In pursuit of the objective of free flow of goods under the first pillar of the AEC,
significant progress has been made in the opening up of markets through tariff
elimination. A key element for establishing a single market and production base,

the first pillar of the AEC, is the free flow of goods. Since the agreement to establish
the ASEAN Free Trade Area (AFTA) was signed in 1992, AMS have shown continuous
commitment to opening their markets through gradual tariff liberalisation, with the
objective of a free flow of goods. Significant progress has been made since the entry
into force of the Agreement on the Common Effective Preferential Tariff Scheme
(CEPT) in 1993, followed by the adoption of the Protocol to Amend the Agreement on
CEPT-AFTA for the Elimination of Import Duties in 2003 as well as the entry into force
of the ASEAN Trade in Goods Agreement (ATIGA) in 2010. Progress in tariff elimination
is demonstrated by the average ATIGA rate for all AMS standing at only 0.54% in 2014,
compared with the Most Favoured Nation (MFN) average of 6.90%. In the case of
Brunei Darussalam, Indonesia, Malaysia, the Philippines, Thailand and Singapore (the
ASEAN-6), the average ATIGA rate is now negligible, while for Cambodia, Lao PDR,
Myanmar and Viet Nam (the CLMV), this continues to be on a declining trend until
elimination in 2018. The shares of ATIGA tariff lines at ATIGA 0% stand at 99.2% for
the ASEAN-6 and 72.6% for the CLMV in 2014, and the latter is expected to increase to
90.8% in 2015.

Beyond tariff elimination, efforts to follow through on other non-tariff initiatives
have been redoubled. The signing of ATIGA in 2009, and its entry into force in 2010,
signified the region’s holistic approach to address barriers to trade in goods beyond
tariff liberalisation. The objective of a free flow of goods in ASEAN is also being
pursued through other complementary initiatives and measures, such as reforming
the ATIGA Rules of Origin, implementing trade facilitation work programmes,
developing the ASEAN Trade Repository, addressing the issues of non-tariff measures,
developing the ASEAN Single Window, the signing of the ASEAN Agreement on
Customs in 2012 and harmonisation of standards, as well as pursuing mutual
recognition arrangements (MRAs).

While the share of intra-regional trade in ASEAN’s total trade has been relatively
steady at around a quarter of the total, collectively the ASEAN market remains the
region’s largest among the individual trading partners. In 2014, intra-regional trade
was 58.9% higher than in 2007, marginally above the growth in extra-regional trade of
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51.7%. In terms of share of total trade, intra-ASEAN trade remained constant at 24.1%
in 2014, but still higher compared to the share of China, ASEAN'’s largest external trade
partner. This indicates that ASEAN’s pursuit of regional integration is more far reaching
and embraces the broader context of integration to the global economy.

The growing trend for servicification calls for renewed focus and strategy to
cultivate the potential of services market integration in the region. Complementing
the objective of free flow of goods is the equally important goal of free flow of
services. The services trade in the region started at a comparatively lower base to
merchandise trade in goods, but it has been on an increasing trend with persistently
narrowing deficits with the rest of the world. The services sector now accounts

for the largest share of the region’s economy and equally is the biggest recipient

of FDI inflows. Services market integration is currently pursued under the ASEAN
Framework Agreement on Services (AFAS), signed in 1995 or three years after its
trade in goods counterpart. To date, nine packages of commitments under AFAS have
been concluded. AMS commitments in terms of numbers of committed subsectors
and depth of commitments have progressively and significantly improved, as seen

in the evolution of the AFAS packages of commitments. Efforts are also underway to
enhance the current agreement through the ASEAN Trade in Services Agreement. It

is recognised that the benefits from the removal of formal restrictions can be better
realised when accompanied by efforts to address other forms of restrictions as well as
a greater focus on regulatory co-operation.

Regional competitiveness and productivity is further boosted by skills mobility
through MRAs of select sectors. The AFAS provides a mandate for MRAs to facilitate
the free flow of skilled labour in ASEAN while taking into account relevant domestic
regulations and market demand conditions. In total, eight MRAs have been concluded,
namely on engineering services, nursing services, architectural services, framework
for surveying qualifications, medical practitioners, dental practitioners, accounting
services and tourism professionals. The ASEAN MRAs adopt different approaches,
reflecting the varying nature of the provision of these services and the realities of
regulatory regimes across the AMS. To date, some 1,252 engineers are recorded within
the ASEAN Chartered Professional Engineers Register, together with 284 architects on
the ASEAN Architect Register.

ASEAN continues to improve on its investment regimes to become a single
investment destination. Under the banner of ‘free flow of investment’, the AEC
Blueprint spelled out specific actions to achieve the objective of fostering a free and
open investment regime in the region. Indeed, ASEAN is one of the key destinations
for FDI, as shown by the steady increase in total FDI inflows into the region,

which reached US$136.2 billion in 2014. Intra-ASEAN FDI constituted a significant

I XiX
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component of the region’s total FDI inflows, standing at 17.9% in 2014 compared
with just 11.3% when the AEC Blueprint was first adopted. The ASEAN Comprehensive
Investment Agreement, signed in 2012, has further transformed the investment
environment in the region by making it more liberal, facilitative, transparent and
competitive, anchored on the four pillars of investment liberalisation, protection,
promotion and facilitation.

Financial integration ensures the availability, accessibility and affordability

of capital to implement various economic integration initiatives, and enable
stakeholders to seize opportunities presented by the AEC while strengthening

the economic resilience through greater reliance on the region’s own financial
resources. ASEAN acknowledges the crucial role that financial integration plays
towards realising the AEC, as well as the significant benefits that it will yield to the
AMS economies. The Roadmap for Monetary and Financial Integration of ASEAN,
endorsed in 2003, lays the foundation towards integration of financial markets in the
areas of (i) capital market development; (ii) liberalisation of financial services; and

(iii) capital account liberalisation. The adoption of an ASEAN Financial Integration
Framework further strengthens this, leading to the realisation of several important
milestones. The Qualified ASEAN Banks, the ASEAN Trading Link, the ASEAN Corporate
Governance Scorecard, the ASEAN Collective Investment Schemes Framework and the
ASEAN Infrastructure Fund are among several initiatives and measures that have been
advanced to facilitate and support the financial integration agenda in the region.

To allow ASEAN to compete meaningfully in the global arena, the creation of a
single market and production base requires competitive regulatory frameworks
and the necessary infrastructure in place. There have been considerable
achievements under the second pillar of the AEC, particularly in the creation of

a competitive, connected economic region. Highlights for land transport include
the construction of ‘missing links’and upgraded roads under the ASEAN Highway
Network. As for maritime co-operation, the adoption of the Roadmap towards an
Integrated and Competitive Maritime Transport in ASEAN sets a framework for
progressive development of integrated ASEAN ports and shipping sectors. On
aviation, the implementation of the ASEAN open skies policy as part of the ASEAN
Single Aviation Market aims at providing competitive space for expansion and
opportunities for regional air travel.

Further efforts are required to bring the regulatory frameworks on transport
facilitation to their full implementation. To further enhance an integrated, efficient
and competitive transport system, initiatives on transport facilitation have been
established to simplify and harmonise international transport procedures, reducing
time and costs of logistics involved in transporting cargo and passengers. There are
three specific initiatives under transport facilitation, namely: (i) the ASEAN Framework
Agreement on the ASEAN Facilitation of Goods in Transit (AFAFGIT); (ii) the ASEAN



14.

15.

16.

ASEAN Integration Report 2015

Framework Agreement on the Facilitation of the Inter-State Transport (AFAFIST); and
(iii) the ASEAN Framework Agreement on Multimodal Transport (AFAMT). Among

the major highlights under AFAFGIT, the ASEAN Customs Transit System (ACTS) pilot
project in Malaysia, Singapore and Thailand which will commence in 2016 and will
facilitate customs and transport procedures between countries to reduce delays in
transiting and/or delivery of goods across borders. As of mid-2015, four protocols
under the AFAFGIT have been signed but have not been ratified by all AMS, while
Protocol 2 remains to be signed. The AFAFIST has been ratified by, and is in force
among, Cambodia, Lao PDR, the Philippines, Thailand and Viet Nam and aims to
increase the efficiency of inter-state transport. Finally, the AFAMT has been ratified and
is in force in Cambodia, Myanmar, the Philippines, Thailand and Viet Nam. The AFAMT
aims to facilitate the development and operationalisation of efficient multimodal
transport services.

Energy co-operation has an important role in supporting regional economic
growth and security. Guided by the ASEAN Plan of Action for Energy Co-operation,
six out of 16 power interconnection projects for the ASEAN Power Grid have been
implemented, with an additional six scheduled for completion in 2017, aiming for a
regional renewable energy target of 15% in total installed capacity by 2015, as well as
promoting development of R&D for renewable and alternative energy initiatives.

Considerable progress has been made in the areas of competition policy, consumer
protection and intellectual property rights, while business-enabling regulatory
frameworks in the region are being strengthened. To date, eight AMS have putin
place competition law, and all but one AMS also have consumer protection law in
place. Achievements under consumer protection include the establishment of an
ASEAN Consumer Portal as well as the development of a strategic ASEAN Action

Plan on Consumer Protection to develop a higher common level of consumer
empowerment and protection. In this regard, a greater level of consumer confidence
is being achieved within the AEC and in cross-border commercial transactions. As

to the area of intellectual property rights, a major highlight is the establishment of
the ASEAN TMView, an online platform that provides users with a practical tool to
obtain data on trademarks. Currently, there are comprehensive competition laws and
competition authorities in place in Indonesia, Malaysia, Singapore and Thailand, while
other AMS are in the process of drafting and implementing competition-related laws.

Pursuit of equitable economic development, the third pillar of the AEC, is
undertaken through the Initiative for ASEAN Integration (lAl) for newer AMS,
while focusing also on small and medium enterprises (SMEs) development. Varying
levels of development and capacity among and within the AMS need to be taken

into consideration in ASEAN’s economic integration agenda. In this respect, the IAl
was launched in 2001 to narrow this divide through a framework of regional co-
operation. The Hanoi Declaration on Narrowing the Development Gap for Closer
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ASEAN Integration followed this approach. In 2011, the ASEAN Framework for
Equitable Economic Development was endorsed by AMS to provide guiding principles
for inclusive and sustainable growth for all sectoral and ministerial bodies under the
AEC. These initiatives, along with 285 projects and activities amounting to US$20.3
million implemented under the second IAl Work Plan, have contributed to assisting
the CLMV in building general capacity to participate in the integration processin a
more significant manner. More, however, needs to be done, particularly in reviewing
and clearly defining the goals and objectives to be achieved in narrowing the
development gap in the region.

17. The contribution of SMEs to economic growth, employment and development in
the region plays an important part in achieving equitable economic development
and regional economic integration. SME development in ASEAN is a key strategy,
focusing on supporting SME access to finance, markets and global opportunities,
human resources development, information and advisory services, technology and
innovation. These objectives have given birth to the successful implementation of
a number of initiatives which include the ASEAN Benchmark for SME Credit Rating
Methodology, the SME Service Centre, the ASEAN SME Policy Index and the ASEAN
Common Curriculum for Entrepreneurship. Moving forward, apart from information
dissemination and promotion activities, efforts will be targetted at further improving
SME capacity to participate effectively and proactively in regional and global value
chains.

18. Inline with the fourth pillar of the AEC of integration into the global economy
and leveraging on its comparative advantage and dynamic potentials, ASEAN
has forged economic linkages with external partners through free trade and
comprehensive economic partnership agreements (FTAs and CEPAs). To date
ASEAN as a region is a signatory to five FTAs/CEPAs with China, the Republic of Korea,
Japan, India, Australia and New Zealand, respectively. These agreements have made
a positive contribution to trade and investment relations between ASEAN and its
trading partners. In addition to these FTAs/CEPAs, ASEAN together with its six FTA
Partners are currently negotiating the Regional Comprehensive Economic Partnership
(RCEP), which with its broader scope and deeper commitments, will bring significant
improvements over existing ASEAN+1 FTAs. RCEP provides a platform for ASEAN
to assert its centrality and cultivate its leadership role in the emerging regional
architecture.

19. ASEAN has embarked upon focused efforts to deepen and accelerate integration
in the identified Priority Integration Sectors (PIS) with mixed results. The sectoral
initiatives were pursued as early as 2004 through the signing of the "ASEAN Framework
Agreements for the Integration of Priority Sectors’and an accompanying roadmap
for each identified sector. The objective of the PIS initiative is to enable progressive,
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expeditious and systematic integration of these sectors in ASEAN. Eleven original
PIS were identified in 2004, namely: electronics, e-ASEAN, healthcare, wood-based
products, automotive, rubber-based products, textiles and apparels, agro-based
products, fisheries, air travel and tourism. Logistics services was added as the

12™ PIS in 2006. While notable achievements and progress have been made in
initiatives relating to the four natural-resource based (NRB) PIS - being agro-based
products, fisheries, rubber-based and wood based products — there is no significant
additional impact observed on intra-regional trade from the PIS initiative. More
generally, considerable progress has been achieved in the areas of development

of harmonisation of product standards and technical regulations in relation to
safety, health and the environment, development of common testing facilities and
recognition of testing and certification. However, in terms of trade performance, while
three of the four NRB sectors have witnessed significant nominal and percentage
growth in the value of exports between 2004 and 2014, growth in the share of intra-
regional trade for these NRB sectors has been relatively muted.

Focusing on recent initiatives undertaken in the priority integration sectors and
subsectors of cosmetics, pharmaceuticals and electrical equipment and electronics
(EEE), significant progress has been recorded in regulatory co-operation and
standards harmonisation and positive trade performance. Highlights in the areas

of standard harmonisation include the development of MRAs on Bioequivalence
study and Good Manufacturing Practice in the pharmaceutical sector. Similarly, in the
cosmetics sector, the introduction of the ASEAN Harmonised Cosmetic Regulatory
Scheme and the Post Market Surveillance Notification System assure safety and quality
information. In EEE, steady progress has been made in the area of standards and
conformity assessment under the Agreement on ASEAN Harmonised EEE and ASEAN
Harmonised EEE Regulatory Regime.

The strategy towards sectoral integration needs to be revisited and strengthened
through clearer criteria, stronger institutional support and an effective review
process. The case studies in Chapter 3, though reflecting varied experiences, appear to
highlight a common theme requiring clearer criteria in sector or subsector selection,
measured formulation of initiatives taking into consideration the global value chain
paradigm, effective institutional support and a participatory consultative mechanism,
with an inbuilt review process to ensure relevance. Robust sectoral integration should
be facilitated by a focused approach, adapted to sectoral specificities (i.e. effective
design and processes and strong institutions, as has been manifested in the cosmetics
and EEE sectors). A focused approach to strategic issues engenders tangible outcomes,
as has been addressed in food security.
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22. While significant progress has been achieved across the broad areas of the
AEC 2015, full implementation of key measures and realisation of benefits for
stakeholders may carry through under the Post-2015 Agenda and would need
support and commitment, including at the national level. The Report highlights
the ongoing and dynamic regional economic integration processes taking place
in ASEAN. The AEC 2015 is not the end-goal but, rather, marks a new phase in
ASEAN economic integration. ASEAN economic community building will continue
progressively under the post-2015 agenda. Success of regional economic integration
requires broad support, including from the AMS on a continuous basis, in terms of
resource commitments, domestic reform and in the adjustment process for effective
implementation of regional commitments.
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Chapter 1

ASEAN’s Macroeconomic Landscape
in 2014

1.1

Figure 1.1

1.2

Global output increased by 3.4% in 2014, supported by higher growth in advanced
economies at 1.8% compared to 1.4% in the previous year. Emerging economies,
however, showed weaker growth at 4.7% in 2014 compared to 5.0% in 2013.
Focusing on the region, ASEAN’s economic performance remained resilient in

2014, although this was more subdued at 4.6% compared to the 5.2% growth in
2013 (Figure 1.1).
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Sources: ASEANstats GDP data (September 2015) and IMF World Economic Outlook (October 2015) database.

While ASEAN’s economic performance remained resilient in 2014, growth
deceleration has been generally apparent over recent years. The slowdown in
regional output growth in 2014 largely reflected the lower growth rates recorded
by most of the larger ASEAN Member States (AMS), i.e. Indonesia, the Philippines,
Singapore and Thailand. While Malaysia, Myanmar and Viet Nam registered higher
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growth rates in 2014 relative to 2013, tepid economic performances were evident
for the other economies, particularly for Singapore and Thailand, which showed far
lower growth rates in 2014 compared to the year before (Table 1.1).

Annual GDP Growth (%)

Brunei Darussalam (BRN) -24 -23
Cambodia (CAM) 10.2 6.7 0.1 6.0 7.1 7.3 7.4 7.0
Indonesia (IDN) 6.3 6.0 4.6 6.2 6.5 6.3 5.7 5.1
Lao PDR (LAO) 6.0 7.8 7.5 8.1 8.0 7.9 8.0 7.6
Malaysia (MYS) 6.3 4.8 -1.5 7.4 52 5.6 4.7 6.0
Myanmar (MMR) 12.0 10.3 10.5 9.6 5.6 7.3 8.4 8.7
Philippines (PHL) 6.6 4.2 1.1 7.6 3.7 6.7 7.1 6.1
Singapore (SGP) 9.1 1.8 -0.6 15.2 6.2 3.4 4.4 29
Thailand (THA) 5.0 25 -23 7.8 0.1 6.5 29 0.7
Viet Nam (VNM) 7.1 5.7 54 6.4 6.2 5.2 54 6.0
ASEAN 6.6 4.8 2.2 7.6 4.9 6.0 5.2 4.6

Source: ASEANstats GDP data (September 2015).

On several fronts, ASEAN’s agenda of deeper economic integration — as embodied
in the ASEAN Economic Community (AEC) Blueprint adopted in 2007 - has
contributed to the transformation of the region’s macroeconomic landscape. The
agenda has assisted in sustaining economic dynamism in the region, and in the
process has brought about changes across the AMS. Far from being accidental, the
structural transformation of ASEAN economies arose particularly from deliberate
implementation of policy measures to diversify narrowly-based economies, seeking
new growth drivers preferably anchored to high value-added activities. The single
market and production base fostered by the community building efforts of ASEAN
provides a platform for output expansion while carving out business opportunities
in new, cross-border markets.

Since the adoption of the AEC Blueprint in 2007, the overall structure of economies
in ASEAN has changed, as shown by the evolution of the respective shares of
economic activities supporting overall output growth (Figure 1.2). The services
sector share steadily increased to about 50.2% in 2014 while the agriculture sector
share declined to 11.0%. The share representing the industry sector, including
mining and quarrying, manufacturing, utilities and construction, broadly remained
unchanged at 38.0%.
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ASEAN Economic Sector’s Average Share in Real GDP (%)
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GDP data disaggregated by sector are available for all AMS from 2008. Annual sectoral
shares sum up to 100% after adding the share of residual balancing items

(i.e. import duties, taxes and statistical discrepancies) not included in the
three sectors, which is less than 1%.

Source: ASEANstats GDP data (September 2015).

1.5  With its steadily increasing share, the services sector has become a key driver of
regional output growth. Further, the sector has benefitted from FDI. The uptrend of
the services sector share as a recipient of FDI inflows is broadly in step with the rising
services sector share in the region’s total output (Figure 1.3). Literature about the
effects of FDI on economic growth asserts that foreign investment is a key driving
force for growth. For instance, the spillover effects of technology and knowledge
transfer engender increases in productivity, which in turn bolsters economic growth.
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Note:

The coverage of the services sector in GDP follows the classication under the System of
National Accounts (http://unstats.un.org/unsd/nationalaccount/sna.asp). The coverage of
the services sector in FDI follows the classification adopted by UNCTAD World Investment Report.

Source: ASEANSstats GDP data (September 2015) and FDI data (May 2015).
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1.6 The robust performance of the merchandise trade sector has also been a resilient
driver for the region’s output expansion. The ratio of ASEAN'’s total trade to nominal
output remains considerable, albeit lower over recent years after the 2008 global
financial crisis, reaching 98.3% in 2014 (Figure 1.4).
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Source: ASEANstats GDP data (September 2015) and Trade data (June 2015).
1.7

The strong showing of the trade sector, abetted by ASEAN’s policy agenda of
deepening economic relations within the region and with the global economy, has
served ASEAN well thro