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INAUGURAL SESSION

Welcome Remarks

Mr. Inam-ul-Haque”

We are privileged that you, Mr. Prime Minister, have graced the Institute of
Strategic Studies with your presence today to inaugurate the International Conference on
China and the Emerging Asian Century. Your presence is indeed a proud moment for the
Institute.

Your acceptance of our invitation is a reflection of the importance that you Mr.
Prime Minister, your Government and indeed the people of Pakistan attach to making the
21* century "The Century of Asia" and the vital role that China and Pakistan are
determined to play in the realisation of this great and noble enterprise.

I would also like to welcome the galaxy of professors, scholars, experts, researchers
and practitioners of international relations who have joined us from Bangladesh, China,
France, Germany, India, Indonesia, Japan, Malaysia, Myanmar, Russia, Singapore, South
Korea and the United States to participate in the conference. We look forward with great
anticipation to their enriching contributions during the course of the Conference.

China is expected to play a pivotal role in the emergence of the 21* century as the
Asian Century. In its four working sessions the Conference will therefore focus on China's
role in and relationship with regional Organisations including the ASEAN, SCO, ASEM,
ECO and SAARC. It will take a look at the bilateral relations between China and the
member states of ASEAN as well as India, Pakistan, and other South Asian countries.
Ranging further a field the relations between China and the United States, Russia, Japan and
the European Union will be examined as will the position of China in international
organisations on international political, disarmament and economic issues.

We are thus expecting very intensive, intense and fruitful discussions over the two
days of the Conference. The outcome of the Conference will be presented to you Mr. Prime
Minister, in summary form, in due course.

Allow me to conclude, Mr. Prime Minister, by once again expressing our thanks to
you for being with us this morning.

" Chairman Institute of Strategic Studies, Islamabad, and Former Minister of State for Foreign
Affairs, Pakistan.
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Remarks

Dr. Andreas Rieck”

In his remarks, Dr. Andreas Rieck, stated that the Asian century was already in |

progress and the main question regarding this was how the rest of the world, Europe, USA
would respond to this development. He hoped that the inevitable tensions likely to arise by
the ascent of a new world power, China and by the relative decline of the current
superpower America, would not extend into another Cold War. He stated that owing to the
advanced stage of civilisation the world was living in now, principles of peaceful co-
existence and also mutual accommodation were fundamental. China, he surmised had gone
long way in accommodating its Asian neighbours. Owing to this he stated that the prospect
of another Cold War seemed unlikely. Carrying on with the argument he stated that there
was no major ideological rivalry between the two. He pointed to a quote by Henry Kissinger
in which he stated that China had controlled for about 2000 years the territory it controls
now and there were no indications that China would embark on a territorial expansionist
policy. He further went on to state, however, that China’s economic expansion would pose a
challenge to even close allies like Pakistan. He concluded his remarks on how China’s
peaceful rise could prove a good example to the rest of the world and influence international
relations in the time to come.

* Resident Representative, Hanns Seidel Foundation, Munich, Germany.
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Inaugural Address

Mr. Shaukat Aziz"

Excellencies,
Distinguished Guests,
Ladies and Gentlemen:

I consider it a special privilege to speak to such a learned gathering of scholars,
analysts and diplomats.

I appreciate the organisers of this international conference - the Hanns Seidel
Foundation and the Institute of Strategic Studies - for choosing a topic that has attracted
attention of scholars and policy makers all over the world. Much has been written on the
subject and it continues to be a subject of discussion in many think tanks - for different
reasons of course.

Ladies and Gentlemen:

We firmly believe that the 21* century belongs to Asia. The great transformation of
the Asia led by the spectacular economic changes in China, South East Asia and South Asia
augur well for the Asian continent and the world. There is also the healthy trend of
enhanced regional cooperation among countries for trade and economic development that
has led to unprecedented increase in regional trade and better living standards of people. To
quote Henry Kissinger, "The centre of gravity of world is moving to the Pacific, and almost
all major actors on the international stage are defining new roles for themselves". This shift
of the fulcrum from the West to the East has necessitated a transformation in concepts and
triggered the need to take a new look at the global scene.

There is often a tendency to think that East Asia is Asia and that South Asia, Central
Asia and West Asia do not count. For me the expansive view of Asia must be taken into
account when talking about the Asian miracle. As a region, Asia has shown dynamism and
promise. Some of us were slow to start but now happily Asia as a whole is on the move.

" Prime Minister of the Islamic Republic of Pakistan.
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Asia is a vast continent, with immense resources and the right demographic mix and
it is proud of its rich cultural heritage. It is the cradle of great civilisations, rich traditions
and values. It has a vast pool of skilled human capital, the capacity, desire and ability to
develop rapidly.

Asia's economic fundamentals are strong and resilient. The maturity with which the
Asian states have entered in regional and sub-regional groupings is creditable. ASEAN is a
major success story. The Asian Bond, Gold in international trade, inter or intra-regional free
trade arrangements, move towards an ASEAN Economic Community, Shanghai
Cooperation Organisation, Asian Cooperation Dialogue, Asia Pacific Economic
Cooperation, Economic Cooperation Organisation, South Asian Association for Regional
Cooperation, ASEAN+3, SCO Development Fund, BOAO Forum and ASEAN Regional
Forum are among the many initiatives that could change the economic and political
landscape of Asia.

Ladies and Gentlemen:

Asia no doubt is on the rise notwithstanding its Challenges. The impulses of
hegemony and power politics continue to manifest themselves in various sub-regions of
Asia. Long standing political issues, unresolved disputes, deprivation, injustices, and
poverty have given rise to the phenomenon of terrorism. Terrorism is a threat to modern
societies and an impediment in realisation of progress and prosperity.

The pervasive logic of conflict of civilisations has added a new dimension to global
uncertainties. If unchecked, it could polarize the world. Regression from "universal values”
and the noble vision of "common humanity" must be stemmed and reversed. Asia, with its
civilisational moorings and values can play a very important role in dispelling notions of an
impending clash of civilisations.

Globalisation, characterised by technological and information revolution and liberal
economics has spawned new challenges and opportunities. Its impact has varied from
country to country. What is evident is that economic disparities have widened, which could
cause instability.

Political and cultural variants of globalisation are also affecting our daily lives. This
has also sparked a greater desire for preservation of cultural and ethnic identities in the face
of homogeneity imposed by globalisation. Another response has been greater emphasis on
regional economic, commercial and security cooperation. These trends are particularly
robust in the Asia Pacific Region. Such processes can shape the future of our region.
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Ladies and Gentlemen,

China has been an anchor for the Asian miracle. Since the beginning of the 1990s,
the Chinese economy has boomed at an average growth rate of 10 percent while the Western
industrial states lagged behind at 1 to 3 percent. The rate at which the Chinese economy is
growing, it is said, it doubles every 6 to 7 years.

Napoleon once remarked "China is a sleeping giant. Let her lie and sleep, for when
she awakens she will astonish the world." The words were indeed prophetic. The giant is
now fully awake and holds the world in awe and wonder.

Unlike the rise of other powers in history, China's rise has been peaceful and its
political and economic strength augurs well for Asia and world. We should see China's rise
in the civilisational context. What China is today is a continuum of history, traditions,
values and learning that span over five thousand years. The glorious traditions and values
still colour the Chinese thinking. Pulitzer Prize winning author Daniel Boorstin said "Trying
to plan for the future without a sense of history is like trying to plant cut flowers to grow a
forest." China's sense of history has imbibed in it the values of peace, harmony and good
neighbourliness nurtured over centuries of collective wisdom.

China's peaceful rise and its present political and economic strength augurs well for
Asia and the world. In regional and global context, we see an important role for China. I
would like to elaborate on this view:

First, in Asia, China has a unique position as it neighbours all sub-regions of the
Asian continent. Integration of China's economy with those of the Asian sub-regions will
bring benefit and opportunity to the entire continent. I see certain inevitability about this
happening.

Second, China's economic strength has helped and continues to help in promoting
regional economic stability. This was evident when the financial crises hit the Southeast
Asia in 1997-98. China's economic strength and prudent policies helped stabilise the entire
region.

Third, China's economic rise places on it a unique responsibility towards promoting
a more equitable economic order. In pursuing trade and economic growth China is sensitive
to the interests of the developing countries. As a partner of G-77, China already lends its
strength to the cause of the developing countries around the world.
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Fourth, China's political strength is an assurance of stability in Asia. China has
eschewed domination and rejects hegemony and it is firmly committed to the five principles
of peaceful co-existence.

Fifth, China believes that globalised economy calls for globalised cooperation and
that only through international cooperation can we effectively address common security
problems.

Sixth, China stands for world peace through common development based on
equality, mutual benefit and gradual progress. It is not surprising that China has written off
debt owed by 38 developing countries amounting to over US $ 1.8 billion.

Seventh, China puts a premium on inter-civilisational harmony and co-existence. It
believes that only by respecting, tolerating and learning from one another and by
strengthening mutual communications, dialogue and cooperation can the civilisations in
today's world develop and prosper.

Ladies and Gentlemen:

I will now briefly touch upon how China perceives security in Asia and beyond in
the 21* century. To begin with commitment to the five principles of peaceful co-existence
shapes China's world view. In the evolving security paradigm the principles, which could
guide formulation of a security policy in the contemporary world would include: -

e Concept of comprehensive security, which is not only limited to traditionally
important political and military threats but also security issues that affect our daily
life including non-military threats;

e Concept of development security that can be addressed through balanced and
sustainable development;

e Concept of cooperative security, which addresses issues of trans-national nature
affecting the future of mankind; and

e Concept of common security where the zero-sum game is no longer an option i.e. no
one can achieve absolute security at the expense of other's security interests.

China's role in promoting peace, security and stability in Asia and beyond embraces
all these concepts underpinned by its adherence to the principles of peaceful co-existence
and primacy of multilateralism.
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I would like to quote the Chinese Foreign Minister, Mr. Li Zhaoxing, who in an
article published last month in China Daily wrote; "China's development cannot materialise
without the world. And a stable and a prosperous world also need China. So long as we hold
high the banner of peace, development and cooperation and hold on to the path of peaceful
development, we will surely make new contributions to world peace and development.”
This truly encapsulates China's world view in this century.

Ladies and Gentlemen,
Now, let me say something on how we see our role in the rising Asia.

Pakistan is simultaneously situated in three important zones. We are an integral part
of South, Central and West Asia. In many ways, Pakistan is a gate-way to Central Asia,
South Asia and the Middle East.

Our strategic significance impels us to promote peace and stability in our rather
volatile neighbourhood. We are of course affected by the turbulence in our adjoining zones.
Yet, we have followed a policy of restraint and have reached out our hand of friendship to
all our neighbours. We believe that progress and prosperity can only thrive in an
atmosphere of peace and stability. It is in this spirit that we seek to resolve all differences
and disputes with our neighbour.

Pakistan sees itself as a bridge to facilitate the natural economic complementarities
of Central, West and South Asia. South Asia can become another important pole for Asia.
As Chairman of SAARC, Pakistan has taken the lead to revitalise regional cooperation. We
can boast of some significant gains. South Asia is well on its way to establishing a Free
Trade Zone notably SAFTA. SAARC Social Charter adopted during the Islamabad Summit
can play an important role in improving the lives of people in South Asia and in eliminating
poverty.

To our East we have reached out to the ASEAN and Pacific States. Our Vision East
Asia provides the impulse for sustained and serious efforts to build mutually beneficial
partnership between Pakistan and this vibrant region. We are committed to the concept of a
greater Asian neighbourhood.

Ladies and Gentlemen:

Finally, let me say something about Pakistan-China relations.
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Relations between our two peoples, in fact go back to antiquity, when the fabled
Silk route served as a conduit for commerce as well as ideas and knowledge. Famous
Chinese scholars Xuan Zang and Fa Xien travelled the same route to the famous university
of its day located in Taxila. '

Today, the tide is in the reverse direction. This follows the great injunctions of our
Holy Prophet Muhammad (PBUH) some 1400 years ago that go to China to seek
knowledge, attesting the great brilliance of the Chinese people.

Pakistan and China enjoy all weather friendship based on complete trust and
confidence. Our friendship is rooted in the psyche and ethos of our peoples. From Khunjrab
to Gawadar, the symbols of Pakistan-China friendship dot the landscape. The mega projects
that we have undertaken with China's help are like anchors that hold the two countries
together in trusted friendship.

We take pride in the economic development and prosperity of China. Chinese
development model is unique and worthy of emulation for the developing countries. China's
great economic transformation and its peaceful rise is as much a source of satisfaction as it
is of strength for the people of Pakistan.

Ladies and Gentlemen:

In conclusion, let me say that to realise Asia's full economic potential, it is
imperative that fruits of progress and prosperity be shared with neighbours who may not
have achieved comparable level of development. We must impart growth dynamics to the
vast regions of Central, West and South Asia. These huge resource rich zones have large
markets that have not been integrated into the larger Asian development paradigm.

Integrating resources and markets by injecting entrepreneurial skills and talents and
requisite technological upgrades would create synergies that would make Asia peaceful,
stable and prosperous.

I trust that in these two days deliberations amongst the experts at this Conference,
several dimensions of China's emergence to regional power and its implication for Asian
and other states will come under discussion. We look forward to the findings of these
deliberations. I wish all success to the participants and organisers of this international
Conference.

Thank you.



SESSION 1: The Emerging Asian Century

Emergence of ASEAN

Dr. Mohammad Ariff Bin Abdul Kareem’
Mr. Lim Chze Cheen

1. Introduction

Regionalism in Southeast Asia has a long history that dated back to the early 1960s.
It is a well-known fact that the Association of South East Asian Nations (ASEAN),
preceded by the Association of Southeast Asia' (ASA), was formed for political and security
reasons, rather than on economic grounds. From its establishment in August 1967, it took
ASEAN nine years to lay the requisite political foundation for regional economic
cooperation. However, progress in terms of intra-regional trade and industrial cooperation,
after the 1976 Bali Summit, was sluggish until the launching of the ASEAN Free Trade
Area in 1992. In the 1990s, the region, in particular, the ASEAN-5 nations (founding
members) have been relatively successful in attracting foreign direct investment (FDI) and
other sources of global capital, reducing poverty (though still a concern), and expanding
trade.

Although the ASEAN economies are a heterogeneous grouping in terms of size,
history, culture, industrial development, and level of development, a common denominator
exists. They are steadfastly committed to the free market system and the global orientation
of their economies. In this context, ASEAN has never been an inward-looking regional
entity. This means that ASEAN practices positive discrimination, that is, acting in favour of
member countries but not against the rest of the world. While fostering regional integration,
ASEAN remains open to the rest of the world.

This paper is structured as follows. Section 2 provides an overview of the ASEAN
economy. The ASEAN approach to regional integration is discussed in Section 3. The China
factor is addressed in Section 4. Section 5 takes a look at the challenges ahead for regional

" Executive Director, Malaysian Institute of Economic Research, Kuala Lumpur.

! Efforts made before ASEAN were not very successful for several reasons: the Sabah dispute
between Malaysia and the Philippines, the confrontation between Indonesia and Malaysia, the
separation of Singapore from Malaysia, the escalating war in Vietnam, the Cultural Revolution in
china, etc.
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integration in ASEAN, while section 6 draws some lessons for developing countries
pursuing regional integration. Finally, Section 7 sums up the paper.

2. A Sketch of the ASEAN Economy

Against the backdrop of ideological conflict and war, the Association of Southeast
Asian Nations (ASEAN) was established on 8 August 1967 in Bangkok by the five original
member countries, namely, Indonesia, Malaysia, Philippines, Singapore, and Thailand.
Brunei Darussalam joined on 8 January 1984, followed by Vietnam on 28 July 1995, Laos
and Myanmar on 23 July 1997, and Cambodia on 30 April 1999.%

The ASEAN region has a population of about 0.5 billion, a total area of 4.5 million
square kilometres, and a rate of GDP growth at 5 percent (as at 2003). The per capita GDP
seems to fall into three categories, with Singapore and Brunei in the highest income group.
The new members from the Indo-china are in the lowest income group while the remaining
countries constitute the middle-income group (see Table 1).

Table 1
ASEAN Key Macroeconomic Indicators, 2003

Rate of GDP per Inflation
Country ahe capita e . PPP Index
Growth (US $) (average period,
(%) %)

Brunei 3.2 12,971 -16.1 1.2
Cambodia 5 310 0.3 3:3
Indonesia 4.1 973 6.6 3.5
Lao PDR 59 362 15.5 5
Malaysia 53 4,198 1.1 2.3
Myanmar 5.1 179 36.6 7.6
Philippines 4.7 973 3.l 44
Singapore 1.1 20,987 0.5 1.1
Thailand 6.8 2,291 1.8 3.2
Vietnam 7.2 481 3.1 9.1
ASEAN S 1,266 4.8 3.2

. Geographical proximity, among other reasons, plays a key role in admitting subsequent members
into ASEAN.

10
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Money (M2)
Current Interest Rates | Exchange Rates
Growth
Account Fiscal Balance | (3-month (average period,
Country (Year-on- ) ) )
Balance (% of GDP) | Time Deposit, | National currency,
year, End of
(% of GDP) ) % per annum) per US §)
Period, %)
Brunei 52.5 -11.2 11.1 1 1.7
{ Cambodia -4.7 12.4 -4 4.82 4,001
Indonesia 3.7 8.1 -1.9 7.14 8,564
Lao PDR -0.3 20.1 -4.15 12 10,569
Malaysia 1219 9.7 -5.3 3 3.8
Myanmar -0.04 1.4 -4.34 9.5 5.9
Philippines 4.4 4.5 -4.6 5.34 54.2
Singapore 30.8 8.1 -1.6 0.42 1.7
Thailand 5.6 4.9 0.4 1 41.4
Vietnam -5.2 249 2.2 6.80 15,517
ASEAN n.a. n.a. n.a. n.a. n.a.
Source: ASEAN Secretariat, ASCU Database
Table 2
Total Trade/GDP, 1996-2003
Country 1996 1997 1998 1999 2000 2001 2002 2003
Brunei 0.947 | 0917 0.829 | 0.904 1.147 1.142 1.215 1.201
Indonesia 0415 | 0.460 0.842 0.581 0.702 0.641 0.546 | 0491
Malaysia 1.490 1.499 1.745 1.840 1.942 1.791 1.783 1.777
Philippines 0.633 | 0.744 0.900 0.834 0.946 0.878 0.669 | 0.897
Singapore 2.748 | 2.671 2.516 2718 2.923 2.759 2.887 | 3.135
Thailand 0.689 | 0.757 0.829 0.850 1.060 1.070 1.020 1.065

Source: Computed from ASEAN Secretariat data

11
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Table 3
ASEAN Trade (US million)
Intra Total Extra Total Share of Intra-
ASEAN ASEAN Trade ASEAN ASEAN Trade in
Trade Total Trade
1994 58571.5 188193.3 246764.8 23.7
1995 70178.9 226517.8 296696.7 23,1
1996 80937.7 242387.6 3233253 25.0
Exports 1997 85351.8 257318.3 342670.1 24.9
1998 69312.9 2473379 316650.8 21.9
1999 74698.9 266368.1 341067.0 21.9
2000 92406.5 315172.8 407579.3 22.7
2001 81302.1 285340.2 366642.3 22.2
2002 85077.4 294408.5 379485.9 22.4
2003 96557.5 327254.1 423811.6 22.8
1994 46911.9 220329.7 267241.6 17.6
1995 53602.1 264952.7 318554.8 16.8
1996 64211.2 286395 350606.2 18.3
Imports 1997 64621.2 291305.5 355926.7 18.2
1998 51604.9 207852 259456.9 19.9
1999 56781.4 222678.5 279459.9 20.3
2000 71546.5 270686.2 342232.7 20.9
2001 64423 248392.2 3128152 20.6
2002 70534.8 253795.0 324329.8 21.7
2003 72160 282410.4 354570.4 204
1994 105483.4 408523.0 514006.4 20.5
1995 123781.0 491470.5 615251.5 20.1
1996 145148.9 528782.6 673931.5 21.5
Total 1997 149973 548623.8 698596.8 21.5
Trade 1998 120917.8 455189.9 576107.7 21.0
1999 131480.3 489046.6 620526.9 21.2
2000 163953.0 585859.0 749812.0 21.9
2001 145725.1 5337324 679457.5 21.4
2002 155612.2 548203.5 703815.7 22.1
2003 168717.5 609664.5 778382.0 21.7
Note: Trade figures for ASEAN cover only Brunei, Indonesia, Malaysia, Philippines,

Singapore and Thailand
Source: ASEAN Secretariat

12
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The ASEAN-6 economies are generally open economies, which are outward-
oriented and trade dependent. This is evident as shown by the high total trade/GDP figures
(Table 2). ASEAN’s trade registered modest increment over the 1995-2000 period, growing
at the rate of 4.0 percent per annum, compared to 17.3 percent and 15.5 percent over the
1985-90 and 1990-95 periods, respectively. This could be largely due to the East Asian
crisis. Even if we take only the 1994-1997 period, trade grew only at 11.8 percent per
annum. Apart from the crisis, the declining trade growth could imply that growth in trade is
approaching a plateau after years of rapid expansion.

Intra-ASEAN trade forms approximately one-fifth of the total trade with the value
of 168.7 billion in 2003 (Table 3). The relative share of intra-ASEAN trade to total trade
increases marginally from 20.3 percent in 1994 to 21.7 percent in 2003. In this context,
intra-regional trade is far less significant than extra-regional trade for ASEAN, even with
the ongoing implementation of AFTA. This reinforces the point that ASEAN is an outward
looking regional entity. Singapore and Malaysia accounts for the bulk of intra-ASEAN
trade, that is, contributing almost two third of the total intra-ASEAN trade (61.8 percent in
2003). The intra-ASEAN trade figures may be overstated since a large proportion of it
involves entrepot trade through Singapore with final destinations outside the ASEAN
region. However, in another sense, the presumably substantial illegal or informal trade may
understate the intra-ASEAN trade statistics.

Table 4
Global Trade of ASEAN Countries in 2001

Japan USA EU ROK PRC Taiwan Hong Rest of Total

Country (US$ (US$ (US$ (US$ (US$ (US$ Kong the global
bil) bil) bil) bil) bil) bil) (US$ world trade
bil) (US$ bil) | (USS bil)

Singapore 254 377 30 8.5 12.5 11.2 13.6 98.7 237.6
Malaysia 25.90 29.6 215 59 7.6 7.4 5.9 58 161.8
Thailand 24.20 19.8 17.8 34 7.1 52 3.8 459 127.2
Indonesia 16.90 10.7 11.6 6.3 4.1 33 1.6 32.8 87.3
Philippines 11.50 143 - - - 3 - - 29.5
Vietnam 4.30 1.3 - 2.1 2.7 25 0.8 - 13.7
Cambodia - - - - - - B - -
Lao PDR - - 0.1 - 0.1 - - 0.7 0.9
Total 108.2 1134 | 81.00 | 26.20 | 34.10 33.30 25.70 236.10 658.00
% Of 15.10 16.0 113 3.7 4.8 4.7 3.6 329 100
Global
Trade

Source: ASEAN Secretariat
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trading partners of ASEAN. They accounted for 59.2 percent of the total global trade of
ASEAN with the United States being the largest trading partner of ASEAN, contributing
16.0 percent of total ASEAN trade in 2001 (Table 4).

Table 5

ASEAN Net FDI on a Balance of Payment Basis (US million)

Total Extra Total Share of Intra-
Intra ASEAN ASEAN FDI ASEAN FDI ASEAN FDI in Total

FDI

1995 4,654.4 23,425.5 28,079.9 16.6

1996 4,271.8 25,643.1 29,914.9 14.3

1997 5,235.7 28,694.7 33,930.4 15.4

1998 2,730.8 19,432.8 22,163.6 12.3

1999 1,789.3 25,461.2 27,250.5 6.6

2000 1,194.9 22,210.0 23,404.9 3:1

2001 2,391.7 16,959.1 19,350.8 12.4

2002 3,556.9 9911.1 13,468.0 26.4

2003 2,068.9 17,2771 19,346.0 10.7

Source: ASEAN Secretariat: ASEAN FDI Database

We now turn to foreign direct investment (FDI), which is known to be the one of
the principal locomotives for development in ASEAN. It is clear from Table 5 that extra-

ASEAN FDI is far more significant than intra-ASEAN investment flows, which is very
similar to the trade pattern. This observation underscores the point that trade and investment
flows are intimately inter-linked. It is no coincidence that ASEAN countries’ major trading
partners are also the major sources of foreign investment, which suggests that there might be

some synergy between trade and investment in ASEAN. The 1997/98 East Asian financial

crisis has much to do with the diminished inflow of FDI into the ASEAN region, and sharp
reductions in the share of intra-ASEAN FDI movements. A moment of reflection may also
shed some light on the declining trend, that is, an erosion of competitiveness in ASEAN,
particularly the ASEAN-5.

14
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Intra-ASEAN investment flows originate mostly from Singapore, Indonesia,
Malaysia and Thailand, contributing a large 98.9 percent of the total ASEAN sources in
2003. The bulk of the flows were absorbed by Singapore, Thailand and Vietnam, which
amounted to US$1.19 billion. Between 1980 and 2003, the stock of FDI in the ASEAN

region rose more than ten-fold from US $23.9 billion to US $344.8 billion as indicated in
Table 6.

Table 6
Inward Foreign Direct Investment Stock in ASEAN
(US$ billion)

1980 1990 2000 2001 2002 2003
ASEAN 23.9 91.8 293.3 302.6 325.7 344.8
Brunei - - 39 4.4 5.4 7.4
Cambodia - - 1.6 16t 1.8 1.9
Indonesia 10.3 38.9 60.6 57.7 57.8 512
Laos PDR - - 0.6 0.6 0.6 0.6
Malaysia 5.2 10.3 52.8 53.3 56.5 59.0
Myanmar - 0.3 3.9 4.1 43 44
Philippines 1.3 3:3 12.8 10.4 11.2 11.5
Singapore 6.2 30.5 112.6 121.2 136.0 147.3
Thailand 1.0 8.2 30.1 333 35.1 36.9
Vietnam - 0.3 14.6 15.9 17.1 18.6
South, East and 211.0 337.1 1,195.7 1,226.7 1,259.1 1,352.4
South East Asia
Asia 218.3 378.0 1,283.1 1,320.7 1,358.0 1,461.5
Developing Countries 302.0 548.0 1,939.9 2,072.0 2,093.6 2,280.2
ASEAN’s share of South, 11.4% 27.2% 24.5% 24.7% 25.9% 25.5%
East and South East Asia
FDI Stock
ASEAN'’s share of Asia 11.0% 24.3% 22.9% 22.9% 24.0% 23.6%
FDI Stock
ASEAN’s share of 7.9% 16.8% 15.1% 14.6% 15.6% 15.1%
Developing Countries FDI
Stock

Source: ASEAN FDI Database
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Table 7
Intra-ASEAN Investment Flows, 2003 (US$ million)
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Brunei - - - - - - - 9.1 - - 9.1
Cambodia - - - - - - - - 5.0 - 5.0
Indonesia 4.2 - 1.0 - 2.7 2.4 - 2139 4.0 - 228.2
Lao PDR - - - - - - - 0.8 - - 0.8
Malaysia 16.8 - 84.7 0.1 - 8.2 8.0 2079 | 18.0 55.0 398.7
Myanmar - - - - - - - Tl - - 7.1
Philippines 0.1 - - - 0.9 - - (9.8) 6.0 - (2.8)
Singapore 15.7 - 300.7 - 162.5 8.4 | 164. - 637. 21.3 1,310.

4 0 0
Thailand - - (2.6) 2.4 85.0 9.6 2.7 (12.9) - 24.1 108.3
Vietnam - - - 0.4 - - - 4.5 - - 49
Total 36.8 0 383.8 2.9 251.1 | 28.6 | 175. | 420.6 | 670. 100.4 | 2,068.
1 0 9

Source: ASEAN Secretariat, ASEAN FDI Database

3. The ASEAN Approach to Regional Integration

At a time of rapid technological change and increasing interdependence among
nations, regional initiatives have begun to emerge or evolve in various corners of the world.
Regional integration can cover an array of issues. These regional groupings often contain a
blend of both economic and political elements, and share common interests. Such common
interests can take the form of a common border, a common river basin, a common threat, a

common industrial development, etc.

In ASEAN, the earliest economic cooperation was aimed at improving intra-
ASEAN trade, which was estimated to be around 12 to 15 percent between 1967 and the
early 1970s. However, ASEAN has taken a cautious approach towards intra-regional trade.
The Preferential Trading Arrangement (PTA) scheme', adopted at the Bali Summit, was

! Member countries are required to grant margins of preference to each other on their MFN tariffs. An
Enhanced PTA Program was adopted at the Third ASEAN Summit in Manila to further increase

intra-ASEAN trade in 1987.
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first based on a cumbersome item-by-item approach, where tariff preferences were to be
negotiated on a multilateral or bilateral basis. The ASEAN Secretariat (see Box 1) was also
established at this Summit. Preferences granted under the PTA were minimal. There were
12,783 items on the PTA list a decade after its launch. Out of these eligible items only 337
or 2.6 percent items were actually granted tariff preferences. Furthermore, only 19 percent
of the total value of imports of these items enjoyed the preferential tariff (Panagariya, 1997).
ASEAN industrial cooperation through ASEAN Investment Projects (AIPs-1980), ASEAN
Industrial Complementation (AIC-1981), ASEAN Industrial Joint Ventures (AIJV-1983),
and later, Brand-to-Brand Complementation scheme (1988) have also failed to live up to the
great expectations raised when the schemes were announced. The main drawback was the
fact that all these initiatives were ad hoc or piecemeal attempts at forging closer regional
economic cooperation (Ariff, 2000).

In view of this, the adoption of the Framework Agreement on Enhancing ASEAN
Economic Cooperation in 1992 launched the Common Effective Preferential Tariff (CEPT)
scheme as the main mechanism for ASEAN Free Trade Area (AFTA), which precipitated
the economic integration of member countries. The process of establishing the ASEAN Free
Trade Area is on track and is being accelerated. It is important to emphasise that the East
Asian financial crisis did not derail the AFTA process. Instead, the crisis actually expedited
the process, bringing forward the AFTA deadline from 2008 (Fourth ASEAN summit, 1992)
to 2002 (Sixth ASEAN Summit, 1998).

After ten years, the AFTA has been virtually realised, as regional tariffs on 99.60
percent of products in the CEPT Inclusion List (IL) of ASEAN 6 — Brunei Darussalam,
Indonesia, Malaysia, the Philippines, Singapore and Thailand — are now within the 0-5
percent range. With the completion of the transfer of products from the Sensitive Lists to the
IL by 2003, only 247 tariff lines or 0.50 percent of all products traded in the region would
remain out of the CEPT Scheme. The average CEPT rate for ASEAN 6 has gone down
from 12.76 percent in 1993 to 2.39 percent in 2003. Moreover, as a clear testimony to
members’ commitment, the ASEAN Economic Ministers accepted zero tariff as the ultimate
target of AFTA with 2010 and 2015 as deadlines for the original signatories and new
members, respectively.
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Box 1: The Functions of ASEAN Secretariat

The ASEAN Secretariat was established on the 24 February 1976 by the Foreign Ministers of
ASEAN. The basic mandate of the ASEAN Secretariat is “to provide for greater efficiency in the
coordination of ASEAN organs and for more effective implementation of ASEAN projects and
activities”. The more detailed functions of the ASEAN Secretariat were embodied in the functions
and powers of the Secretary-General. The secretary-general of ASEAN is appointed on merit and
accorded ministerial status. The secretary-general is mandated to initiate, advise, coordinate and
implement ASEAN activities.

An annual budget for the Secretariat is submitted to the ASEAN Ministerial Meeting for approval.
This includes capital outlay and recurrent expenditure (salaries and allowances of all secretariat
personnel, utility charges, traveling expenses and other maintenance and administrative expenses).
The host country (Indonesia) grants the Secretariat, the Secretary-General and the staff, privileges
and immunities for the performance of their duties and functions.

The ASEAN Standing Committee agreed that the ASEAN Secretariat should function as a
coordinating Secretariat to help facilitate effective decision-making within and amongst ASEAN
bodies. The Secretariat would place a greater emphasis on substantive matters, while its tasks on
servicing various meetings would be precisely defined. The ASEAN Secretariat is divided into four
focus areas: Functional Cooperation, Political and Security Cooperation, Economic Cooperation, and
External Relations (although there is recommendation to combine the Divisions of Economic
Cooperation and Functional Cooperation into a bigger Bureau called Economic and Functional
Cooperation Bureau). There is another section given as Other Areas, which consist of issues like
crime, drugs, immigration, etc.

There have also been communications with the Organisation for Economic Cooperation and
Development (OECD), South Asia Association for Regional Cooperation (SAARC), Gulf
Cooperation Council, the Rio Group, South Pacific Forum, Asian Development Bank (ADB), the
Andean Community and the Hans Seidel Foundation as well as collaboration with the UN specialised
agencies in their respective fields, such as WHO (health matters), UNAIDS (HIV/AIDS), UNDCP
(drug control), UNICEEF (children's matters), UNIFEM (women's matters).

These bilateral and multilateral relations are strengthened by consultative meetings when and where
possible, where various regional and international issues are discussed and plan of collaboration
clarified or developed, and thus assisting the consensus-building process. Also, complementing the
ASEAN Secretariat, each government maintains its own National Secretariat in its Foreign Ministry,
and these vary in size and function. The National Secretariats are responsible to their own
governments,
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Table 8
ASEAN CEPT Products List for the Year 2001

Country Inclusion Temporary General Sensitive

List Exclusion Exclusion List Total

List List

Brunei 6,276 - 202 14 6,492
Darussalam
Indonesia 7,190 21 68 4 7,283
Malaysia 10,021 218 53 83 10,375
Philippines 5,610 6 16 60 5,692
Singapore 5,859 - - - 5,859
Thailand 9,104 - - i 9,111
ASEAN-6 Total 44,060 245 339 168 44,812
Percentage 98.3 0.5 0.8 0.4 100.0
Cambodia 3,115 3,523 134 50 6,822
Laos 1,665 1,724 74 88 3,551
Myanmar 2,983 2,420 48 21 5,472
Vietnam 4,233 758 196 51 5,238
ASEAN-4 Total 11,996 8,425 452 210 21,083
Percentage 56.9 40.0 2.1 1.0 100.0
ASEAN-10 56,056 8,670 791 378 65,895
Total
Percentage 85.0 13.2 1.2 0.6 100.0

Source: MITI Report 2000 (quoted from ASEAN Secretariat)

There is substantial progress being made in the implementation of AFTA. 93.3
percent of the products (tariff lines) of the original six member countries are already in the
CEPT scheme (Inclusion List - IL), of which 92.7 percent are at 0-5 percent duties. The new
members, on the other hand, have included 56.9 percent of their products into the CEPT
scheme, of which 55.5 percent have duties at 0-5 percent.

The six original members had phased in all the manufactured and processed
agricultural products into the scheme. Some progress has also taken place with respect to
Unprocessed Agricultural Products (UAPs). 1,358 UAP tariff lines out of 1,955 were phased
into the IL in 1996, while another 402 tariff lines were given Temporary Exclusion List
(TEL) to be phased into the CEPT scheme in seven equal instalments between 1997 and
2003. Although unprocessed agricultural products in the Sensitive List will be treated
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differently, member countries have agreed that there is a deadline by which they have to be
phased into the CEPT Scheme.

Recognising that trade and investment are inter-linked, it is only natural for ASEAN
to promote greater intra-regional investment. In the absence of freer investment flows in the
region, the road to freer trade may not be as smooth as it would be. In the area of ASEAN
investment cooperation, the establishment of the ASEAN Investment Area (AIA) in 1998
seeks to increase investment flows from the ASEAN and non-ASEAN sources by making
the region a competitive, open and liberal investment. It is hoped that the AIA will increase
the confidence of investors in investing in the ASEAN region. Seeking cooperation through
awareness, promotion, facilitation and subsequently liberalisation underlines the efforts
undertaken by member countries for the full realisation of AIA. The AIA provides the
following incentives to ASEAN investors’, namely, greater investment access to industries
and economic sectors, national treatment, lower transaction costs, greater information on the
investment climate and investment opportunities, and more liberal and competitive
investment regime.

Trade ministers of ASEAN have agreed to bring forward the AIA deadlines for
providing national status in member countries. Under the amendment, the deadline for the
elimination of exceptions of investment in manufacturing, agriculture, forestry, fisheries,
and mining sectors was set at 2010 and 2015 for the original six members of ASEAN and
for the four newer members respectively’. The pact was amended in order to redirect the
billions of dollars of FDI now heading to China, which once flowed into ASEAN countries
(except for Vietnam). The slowdown in the global economy has also prompted such actions.

Apart from expediting AFTA and accelerating AIA, it is important to hasten the
work on harmonising and streamlining trade and investment facilitation measures. Under the
AFTA Plus scheme, the scope of AFTA has expanded to cover ‘non-border’ areas including
competition laws, intellectual property rights, and agreements on non-tariff barriers,

2 Under AIA, a national or any juridical person of a member state who invests in any ASEAN country
is regarded as an ASEAN investor. Since Article 1 refers to a juridical person constituted in a
member country, it is not limited to locally owned entities, which implies that non-ASEAN investors
who have formed a company in a member country may be entitled to the “ASEAN investor” status,
provided it also meets the conditions for “effective ASEAN equity” on a cumulative basis. “Effective
ASEAN equity”, in this context, means the ultimate holding by nationals or juridical persons of
ASEAN Member States in an investment.

3 Previously, all industries, with some exceptions as specified in the Temporary Exclusion List and
Sensitive List, will be open to ASEAN investors by 2010 and to all investors by 2020.
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information technology, and the rapidly expanding service trade. The focus is on the
facilitation of trade, particularly in customs matters and the elimination of technical barriers
to trade*. In addition, ASEAN is also currently working on developing product-specific
mutual recognition arrangements (MRAs) in conformity assessment, so that product-related
standards and regulations do not become technical barriers to trade. Several sectors have
been identified for MRAs including the cosmetics, pharmaceutical, electrical and
telecommunication products sectors. Concrete, practical and business friendly measures
would lower the cost of doing business across the region.

Beside trade in goods, ASEAN is also bringing down barriers to trade in services
under the Framework Agreement on Services Facilitation (AFAS), which includes sectors
like business services, financial services, construction, air transport, maritime transport,
telecommunication and tourism. Building of Trans-ASEAN energy networks, which consist
of the ASEAN Power Grid and the Trans-ASEAN Gas Pipeline Projects, are also being
developed. The development of Trans-ASEAN transportation network consisting of major
inter-state highway and railway networks, principal ports and sea lanes for maritime traffic,
inland waterway transport, and major civil aviation links, is one such area of cooperation.
ASEAN is also promoting the interoperability and interconnectivity of the national
telecommunications equipment and services as well as establishing the ASEAN Information
Infrastructure (AII). Besides, in the area of tourism, the Visit ASEAN Campaign is launched
to build a stronger brand of ASEAN as a single tourism destination in the new millennium.’

Over the years, we have seen that regional economic integration in ASEAN is being
accelerated, deepened and broadened. The need to go beyond AFTA is essential. The
formulation of ASEAN Vision 2020 reflects such importance by charting a new direction
through partnership in dynamic development to forge closer economic integration within

* ASEAN is taking action to simplify and harmonise customs procedures and, in particular,
harmonise tariff nomenclature and accelerate the implementation of the WTO Valuation. ASEAN
has targeted 2002 for the adoption of an ASEAN Harmonised Tariff Nomenclature and has brought
forward the adoption of the WTO Valuation Agreement (WVA) to 2000.

5 The World Travel and Tourism Organisation (WTTC) ranked ASEAN as fifth among the world’s
top tourist destinations, behind only France, Spain, the United States and Italy, with Malaysia,
Thailand, Singapore and Indonesia individually figuring among the top thirty destinations. Figure 2
indicates the rising visitor arrivals in ASEAN. In 1996, tourism accounted for 4.4 percent of
ASEAN’s total gross domestic product, as compared to its 2.4 percent share in 1985. According to
WTTC statistics in 1997, 26.1 million workers in ASEAN are occupied in travel-related jobs, which
translate into 9.2 percent of the total work force.

21



International Conference

ASEAN with accent on sustainable and equitable growth, and national and regional
resilience. The 2020 Vision underlines the importance of regional macroeconomic and
financial stability, competitive small and medium enterprises, development of science and
technology, food security, improved infrastructure and communications, human resource
development etc. of which some are highlighted earlier. To implement the Vision, the Hanoi
Plan of Action that contained a set of specific measures and activities is adopted in
December 1998. The Vision appears to be ambitious but if implemented successfully, could
translate into better quality of life in the years ahead for the people of ASEAN.

AFTA should not be seen as a vehicle that propels intra-ASEAN trade but rather as
a catalyst that would render ASEAN internationally more competitive. In other words,
AFTA can be seen as a ‘training ground’ for ASEAN member countries where they can
learn to compete among themselves before competing freely in the international market
place, especially in the context of kaleidoscope comparative advantage (Bhagwati, 1997)
where slight shifts in costs lead to shifting comparative advantage. In responding to the
kaleidoscope comparative advantage, regionalism may be a means to provide partial shelter
to countries before full global competition. Nevertheless, AFTA would not evolve into
another EU overnight, if ever. Full economic integration requires careful consideration. For
all this to work well, there must be strong agreement about the advantages to be gained from
such cooperation among all member countries.

The emergence of regionalised networks of production has increased the
competitiveness of ASEAN nations. This is caused by the varying patterns of comparative
advantage as indicated in the movement in relative factor prices, changing geo-political
context and technological developments. Recognising this, there has been a surge in growth
triangles in the ASEAN region.

There are generally three main sub-regional growth areas in ASEAN, namely the
Brunei-Indonesia-Malaysia-Philippine East ASEAN Growth Area (BIMP-EAGA),
Indonesia-Malaysia-Singapore Growth Triangle (IMS-GT), Indonesia-Malaysia-Thailand
Growth Triangle (IMT-GT), and the inter-state areas along the West-East Corridor (WEC)
of the Mekong Basin in Vietnam, Laos, Cambodia and North-Eastern Thailand within the
ASEAN Mekong Basin Development Cooperation scheme. Other growth areas that involve
Southeast Asian nations include the Economic Cooperation in the Greater Mekong Sub-
region (GMS) and the Sub-continental Economic Cooperation (SEC) (see Figure 3). The
trade intensity indices in Table 11 reveal wide divergence in the level of bilateral trade
among the members. It also suggests strong sub-regional clusters, for example, Lao PDR-
Vietnam-Thailand.
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Figure 3
Southeast Asian Growth Triangles/Sub-Regional Growth Areas
Country BIMP- IMS- IMT-GT WEC SEC GMS
EAGA GT
Bangladesh s
Brunei °
Myanmar ° °
Cambodia ° o
China o
India ®
Indonesia - ° °
Laos e o
Malaysia ° ° °
Philippines
Singapore o
Sri Lanka o
Thailand ° . . °
Vietnam ° .

Trade liberalisation efforts have led to the proliferation of a range of economic
cooperative arrangements, including sub-regional growth areas such as the Greater Mekong
River Development Authority. The designation of sub-regional growth areas has been used
as a tool to increase intra-regional trade and investment, and encourage broad-based
development in Southeast Asia, drawing on the underlying complementarity and
comparative advantage among the sub-regions.

To tap their potentials, say in raising general living standards, increasing economic
efficiencies, creating orderly industrialisation and proper land-use planning, an enabling
environment needs to be provided by the public sector together with private sector
involvement. Such an ambience consists of the removal of trade and investment barriers and
the provision of adequate infrastructure, both physical and social.

4. The China Factor

The rise of China as a major player in the region and the global arena has had
serious implications for the ASEAN countries. To be sure, China presents both opportunities
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and challenges for ASEAN. A robust and vibrant Chinese economy is certainly good news,
as it means huge market opportunities for ASEAN products and services. China can also
become an increasingly important source of FDI for some ASEAN countries, in addition to
being a major trading partner.

The emergence of China as the manufacturing factory of the world, however, mean
increased competition for the export-oriented ASEAN economies, which depend on the
extra-regional market for roughly 75 percent of their exports. Already China has made
serious inroads into ASEAN’s markets for manufactured exports, since the devaluation of
the Yuan in 1994. The loss of market share also meant diversion of FDI to China away from
ASEAN. The diversion of FDI from ASEAN was one of the causes of the 1997-98 financial
crisis, as it had forced several ASEAN countries to rely on short-term capital inflows for
financing balance-of-payments deficits. It is no secret that many factories have moved out of
Malaysia into China. It is readily obvious that it will not be easy for ASEAN to compete
with China, if ASEAN countries were to continue to operate the way they had in the past.
Some ASEAN countries, like Singapore and Malaysia, are better equipped to ward off the
China threat by moving away from low-value added labour-intensive activities to higher
value-added skill-intensive and technology intensive ones. Some others are more vulnerable.

It is believed that a closer ASEAN economic integration and the emergence of a
single ASEAN market will help lure back FDI into the region and render ASEAN products
more competitive internationally. It is not an exaggeration to say that it is the China factor
that has expedited the AFTA process. A fully integrated ASEAN can be a counterweight to
China in the international market place. However, it is important for ASEAN to avoid a
collision course with China. ASEAN can ride on the coattails of China by making its own
economy complementary to that of China.

S. The Challenges Ahead

It is inevitable that over the years, ASEAN face various challenges - the challenge
of enlargement, the challenge of scope, the challenge of globalisation, and the challenge of
integration, where these challenges are often inter-related.

The toughest challenge of all challenges is a change of mindset. This entails a re-
examination of the ASEAN way and a shift in bringing economics to the front seat. The
formula based on informality and ambiguity that helped ASEAN take root in the early days
cannot reinvigorate or galvanise the regional entity in the new millennium. Instead, ASEAN
must opt for a rules-based system (Ariff, 2000).
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The inclusion of four new members® into ASEAN means not only an enlarged
ASEAN but also a more complex and divergent ASEAN. As mentioned earlier, ASEAN
nations are diverse not only in size, culture, history, religion, race, values and tradition, but
also in development level and national priorities. The new members are used to heavy state
participation and are new to market economies, let alone the multilateral trading system.
Sufficient flexibility is necessary at the initial stage of participation, as those demonstrated
in ASEAN, say in the AFTA CEPT schemes. It is true that, on some occasions, such
disparity has made it difficult for members to arrive at a consensus. Enlargement which led
to greater disparity among member countries is like a double-edged knife that needs to be
handled with care.”

Table 9
Trade Intensity Indices among ASEAN Countries (1999)

5 g g I~ _g k- g 9
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Brunei 0.18 0.01 4.34 0.00 6.68 0.35 8.24 8.75 0.11
Myanmar 0.18 0.30 7.19 0.00 6.37 0.45 11 0.00 0.00
Cambodia 0.01 0.30 2.27 1.23 1.17 0.18 9.33 14.44 84.22
Indonesia 434 7.19 227 0.28 2.61 1.55 5.58 2.85 4.62
Lao PDR 0.00 000 1.23 0.28 0.11 0.02 237 50.92 21.33
Malaysia 6.68 6.37 1.17 2.61 0.11 11.18 3.47 2.09
Philippines 0.35 045 0.18 155 0.02 2:82 2.82 3.67 2.59 1.89
Singapore 824 771 933 5.58 2.37 11.18 3.67 4.90 4.61
Thailand 875 0.00 14.44 2.85 50.92 3.47 2.59 4.90 4.17
Vietnam 0.11 0.00 84.22 4.62 21.33 2.09 1.89 4.61 4.17

Source: Goto and Kawai (2001) using IMF Direction of Trade Statistics.

¢ Skeptics have doubts about Vietnam’s economic openness, Cambodia’s political instability, and
Myanmar’s legitimacy.

’ Furthermore, there are perceived risks for the developed ones from less developed ones in the form
of social dumping and environmental externalities. The least developed nations, on the other hand,
fear negotiations that are tilted towards the developed nations. Also, an FTA among countries with
high disparate tariffs leads to substantial redistribution of income from high tariff to low tariff
countries. As a result, mobilising support for an FTA among them is an uphill task (Panagariya,
1997).
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Table 10
Approved Manufacturing Investment Projects with Foreign Interest in
Selected Southeast Asian Growth Triangles/Sub-Regional Growth Areas
1990-2001 (US$ million)

’

Growth IMT-GT IMS-GT BIMP-EAGA
Triangles

1990 3207.9 1,984.0 797.6
1991 2231.5 3,923.0 368.0
1992 2640.5 3,928.5 3,531.4
1993 978.1 2,516.1 2,226.9
1994 2550.9 11,823.4 2,218.1
1995 3583.8 4,936.2 3,840.0
1996 4231.2 6,627.0 4,059.1
1997 8014.1 11,210.6 1,046.5
1998 1048.2 4,480.6 2,398.5
1999 1871.9 7,316.6 140.4
2000 3626.1 5400.0 22014
2001 1683.6 5,246.90 1487.4
1990-2001 35667.8 69392.9 243153

Source: ASEAN Secretariat

The challenge here is to make use of ASEAN’s diversity and strengthen its
solidarity even more, so that they do not become centrifugal forces for ASEAN. One of the
strategies is to market ASEAN as whole, or something like making an ASEAN one-stop
centre for investment. A well coordinated regional economy that consist of clusters of inter-
related manufacturing sectors (relatively labour intensive industries are shifted to the lesser
developed countries, while the more developed nations move into higher technology
industries), would reflect the region’s varied comparative advantage. This would minimise
the leakage of investment outside the region. In this light, the AIA has become even more
critical as a vehicle to raise the region's attractiveness to investors.

Now that the scope of cooperation has expanded, new challenges emerge.
Broadening of scope may lead to a diversion in interest from the current outstanding issues
while deepening of scope may result in a lack in commitment. The question of whether
ASEAN would eventually embark on a regional integration ala EU (or from de facto to de
Jure) is yet to be known but one thing for sure, ASEAN has already moved onto a higher
plane of regional cooperation®. It is also important to note that countries in general agree on
broader issues but when it comes to specific matters, consensus is difficult to achieve.

¥ Although the establishment and subsequent acceleration of AFTA has been relatively fruitful, their
willingness to go beyond trade policy measures is still limited.
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The challenge of globalisation often echoes in the background of every regional
initiative. Globalisation processes have translated into greater interdependence in the market
economies. Concerns emerging about the globalisation process include loss of national
sovereignty, marginalisation of developing countries, increasing inequality both within and
between countries, and erosion of national culture. It is true that the opportunities extended
by globalisation are not distributed evenly and they do not come without risks. There will be
winners and losers. The issue here is to avoid the regional initiatives being sidetracked or
even worse backtracked. There will be tendencies for countries which are more prepared to
go for bilateral trade and non-trade agreements outside of ASEAN. To be fair, these nations
are out to maximise the potential benefits of globalisation.

Despite these challenges, the fruits to be plucked from regional integration are
certainly worthwhile. It is important to note that countries striving for the benefits of
integration would face various costs in the process, and such costs are often of short-term
and concentrated nature, while the benefits are generally longer term and more dispersed.
The adoption of ASEAN Vision 2020 called for ASEAN Partnership in Dynamic
Development, in some ways, assists in adjusting for the myopia that countries may have.

ASEAN is painfully aware of the fact that it is still too small a grouping. It is less
than one-half of China in terms of population and market size. It needs to strengthen its
extra-regional linkages. It is clearly in ASEAN’s interest to integrate itself with its major
trading partners. Efforts are underway to forge regional trade arrangements (RTAs) between
ASEAN and other countries such as Japan, China, Australia and New Zealand, and India.
While such arrangements, in which ASEAN acts as a single entity, would not only confer
economic benefits for ASEAN countries but also strengthen regional solidarity among
ASEAN members. A disturbing trend, however, is the proliferation of bilateral free trade
agreements (BFTAs) between individual ASEAN countries with non-ASEAN countries.
The Singapore-Japan FTA was the first in this series of BFTAs. Malaysia and Thailand have
joined the bandwagon. Several BFTAs are now in the works. This trend does not augur well
for ASEAN solidarity.

Malaysia, which was initially critical of the Singapore-Japan FTA on the ground
that this will undermine the ASEAN solidarity, has subsequently resorted to similar
agreements. For the opportunity cost of not doing so is high when others are already at it. It
is in this sense that BFTAs are highly contagious. A valid argument for BFTAs is that it is
easier and faster for an individual ASEAN country to have bilateral agreements than it is for
all 10 ASEAN countries. Besides, given the heterogeneity within the ASEAN grouping, a
joint approach will mean that the resulting agreement will have to settle for the lowest
common denominator. This would be unacceptable to advanced countries like Singapore.
To put it differently, BFTAs can go much deeper than RTAs. It is in this sense that RTAs
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are poor substitutes for BFTAs. One way to minimise the adverse implications of BFTAs
for ASEAN’s solidarity would be to pursue both BFTAs and RTAs simultaneously in a
parallel fashion.

Be all that as it may, there are real concerns of what is termed the “spaghetti-bowl
effect”, with numerous BFTAs with different rules of origin, making things difficult and
complex for manufacturers and customs officials. Not only do the rules of origin vary from
agreement to agreement but also from product to product within a given agreement as is the
case with the Singapore-US FTA. There are also other concerns relating to the capacity or
capability of individual ASEAN countries to engage in several negotiations simultaneously.
The danger is that BFTAs would lead to more paper work and increased transaction cost.
There is certainly a need to subject BFTAs to some discipline, with proper guidelines and a
common format.

6. Lessons from ASEAN

With growing interdependence among countries in a region, what a country does
with its economy will affect its neighbours one way or another. Thus, it is important for a
country’s policies to have a regional outlook. The first lesson is to recognise that each
regional grouping is different from any other. ASEAN, for example, has developed in its
own trajectory, responding to its own requirements and correspondingly, its own
circumstances. In other words, economic integration in ASEAN will be gradual in nature
and cater to individual country’s own capacity, so are the others. Furthermore, by gradually
introducing free trade or trade liberalisation at a regional level, trading blocs could be
considered the initial steps towards global liberalisation of trade. Such liberalisation may
initially be easier when a small number of countries are involved (de Melo, Panagariya and
Rodrik, 1993). Thus, regional commitments can be negotiated much faster than global pacts.

Trade liberalisation in Asia has been unilateral in characteristic. Much of ASEAN’s
reduction in trade and non-trade barriers has been implemented by countries in the region as
part of their national development strategies. This brings on the second lesson, that is, the
importance of mainstreaming liberalisation, that is, regional arrangements, coupled with
consistent national development and international strategies, are required for its success.
How and why external resources will be drawn into the region depends on some criteria that
need to be addressed. These are: macroeconomic stabilisation programmemes within the
individual nations, political stability in the region, the adoption of the CEPT along with the
liberalisation according to the WTO programmeme, etc.

In addition, regional initiatives often pioneer new liberalisation ideas that can be
subsequently be generalised in the multilateral system. Regional initiatives creates
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incentives for other regions and individual countries to follow suit and thus to speed up the
global process. Even Article 24 of the GATT and the WTO explicitly allow regional
agreements and thus acknowledges their compatibility with the multilateral trading system.

A third lesson is that there should be sufficient openness towards third countries. A
case in point is the bilateral regional trading arrangements between ASEAN and other
groupings such as EU, CER, SAARC, MERCOSUR, as well as countries such as the US
can be viewed as a building block towards ASEAN’s open regionalism. A balance needs to
be struck between regional preferences and openness, such that there will not be significant
trade diversion. Also, increased intra-regional trade and investment are necessary but not
sufficient to bring about greater regional integration. Inward-looking regional arrangements
often risk the chance of being by-passed or marginalised by the rest of the world.
Furthermore, the fourth lesson in promoting regional integration is that it should not only be
an official affair. The private sector and the general public should participate in the process
fully.

7. Conclusion

In conclusion, ASEAN has come to realise that they have more to gain from
working in concert rather than in competition. The world that ASEAN will face in the new
millennium seems far more challenging. There is a need for ASEAN not only to get the
right direction ahead but also to visualise and chart its future trajectory. The success of a
regional arrangement requires not only the will of a nation but also the region, and thus
cannot be implemented in a vacuum.
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China in the ASEAN Region

Mr. Ruan Zongze"

I. Overview

East Asia is by far the most dynamic economy in the world. Regional economic
integration has become a trend amid the tide of globalisation.

Recent years have seen rapid growth of friendly relations and cooperation between
China and the ASEAN (the Association of South-East Asian Nations) countries. China is
in the midst of an enormous transition, so does the entire region of East Asia, and the
relationship between China and the East Asian order is in the midst of significant
transition as a result of that. The strategic cooperation geared towards peace and prosperity
in China and ASEAN nations is in the interests of both sides and is expected to sharpen
the competitive edge of the whole region.

The countries in the region are more and more sharing the same destiny. The
current regional cooperation in Asia is characterised with the following features: Regional
cooperation, though starting a bit later, is developing rapidly with broad prospects.
Economic globalisation is an inexorable trend of the development of history. Regional
cooperation is an important component part and the main external manifestation of
economic globalisation. It is also the inevitable result brought about by the countries in
conformity to the trend of the times and reasonable option adopted by adjoining countries
to mitigate the impact of globalisation.

Since the 1990s, regional and sub-regional cooperation of various forms has been
emerging and there has appeared a good momentum of its development participated by both
governments and peoples in a broad realm of various fields and at multi-levels. The ASEAN
plus Three (China, Japan and ROK) and the Shanghai Cooperation Organisation, the two
pillar institutional mechanisms, have been developing in depth. The integration of the
ASEAN and the development of the Mekong Basin are advancing. The pan-Asia

" Vice President and Senior Fellow of China Institute of International Studies, Beijing. The views
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cooperation represented by the Asian Cooperation Dialogue is showing its potential. In just
a short few years, more than 40 free trade agreements within the region have been signed or
are being negotiated. In addition, the second-track mechanisms such as the Bo'ao Asia
Forum, the Asia-Pacific Security Cooperation Council, the Asia-Pacific Round Table
Conference, and the East Asian Think Tank Network are playing increasingly active roles.
The East Asian Summit to be held later this year will mark a historical watershed of East
Asian regional integration.

China-ASEAN economic and trade ties have hit the fast lane since the landmark
Framework Agreement on China-ASEAN Comprehensive Economic Cooperation was
signed in November 2002, with a proposed free trade area involving 1.7 billion people,
products worth almost 2,000 billion US dollars and trade totalling 1,200 billion US dollars.
China's trade with its Southeastern neighbours has prospered since 1990, enjoying a 20
percent annual average rise. 2003's volume was US $78.2 billion and ASEAN has become
China's fifth largest trading partner for 11 consecutive years. By June, ASEAN members
have chalked up a cumulative investment totalling US $34 billion. And China's investment
in ASEAN has been on the rise in recent years, adding up to US $1.037 billion. Trade
between China and ASEAN continued to surge in 2004, jumping 35.3 percent to a high of
US $106 billion, and hit US $60 billion in the first half of this year. Such dynamics have
fuelled belief in trade prospects between China and ASEAN, respectively each other's sixth
and fourth largest trade partners.

How does China interact with ASEAN? What will be the future orientation of
China's relations with ASEAN? This paper intends to focus on the relations between China
and ASEAN during the transition of East Asia order in particular.

II. Advanced to a New Level

Though regional cooperation in Asia got off to a late start, its development is
gaining strong momentum. The year 1997 marks a breakthrough in China's relations with
ASEAN. Under the guidance of the Joint Statement issued by Chinese President Jiang
Zemin and ASEAN leaders in 1997, the two sides have constantly built up their political
trust, expanded their cooperation into wider areas and gradually put in place and
substantiated the mechanisms of cooperation, ushering in a new situation of parallel and
mutually reinforcing development of cooperation projects at various levels and in different
fields.

Since East Asia financial crisis in the late 1990, China and ASEAN, in face of the

profound changes in the regional and international situation, have both realised the
necessity of intensified cooperation. The two sides strongly feel the need to team up
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consolidate their achievements, deepen our cooperation and push forward the relations into
a new stage of all-round development. China's robust economic growth and its entry into
the WTO make it a huge potential market for ASEAN products. As the tariff cuts come
into force, trade between China and ASEAN countries is likely to increase.

ASEAN itself was established on August 8, 1967, when five countries-Indonesia,
Malaysia, the Philippines, Singapore, and Thailand met in Bangkok and signed the ASEAN
Declaration, also known as the Bangkok Declaration. Brunei Darussalam became the sixth
member of the ASEAN when it joined on January 7, 1984, barely a week after the country
became independent on January 1. Vietnam became the seventh member in July 28, 1995,
and Laos and Myanmar joined two years later in July 23, 1997. Cambodia later joined on
April 30, 1999, following the stabilisation of its government. Thus was completed the
ASEAN-10 — the organisation of all countries in Southeast Asia.

During the 2003 meeting, China signed a trade deal with ASEAN, which further
strengthened the trade ties between ASEAN and China. This unequivocally testifies to their
resolve to boost common development and prosperity through enhanced economic and trade
exchanges. The Sino-ASEAN drive to achieve trade liberalisation marks the historic
inception of the China-ASEAN FTA. It is a breakthrough in East Asia's regional economic
co-operation as well as a milestone in Sinc-ASEAN relations, the FTA plan will allow all
members to enjoy more favourable trade and investment conditions than the WTO can offer.
Liberalised trade means more opportunities to realise economies of scale and improve
efficiency. Both sides are taking a tangible step towards creating the world's most populous
FTA. They are scheduled to lower tariffs on more than 7,000 industrial goods, spearheading
the full implementation of the Agreement on Trade in Goods inked in November 2004.

Demonstrating cooperation between China and ASEAN, which has been developed
from a mere framework to include more substantial content, the move is expected to create
an ideal condition for both parties to benefit from economic integration. Progress in
exploratory negotiations over details of the China-ASEAN FTA has been relatively swift. It
will certainly help China-ASEAN withstand the fierce competition on a global basis.

In 2004, China and ASEAN carried out an Early Harvest programme that
eliminated or reduced most of the import tariffs on vegetables and fruits. China has
eliminated tariffs on selected agricultural products from Thailand, Malaysia and the
Philippines-the first batch of ASEAN countries to join the four-year Early Harvest
programme started in 2003. Instead of an over-ambitious deal to free up all trade, the
approach of tackling easy-to-implement plans first, as adopted under the Early Harvest
programme, is more realistic and thus efficient in demonstrating the benefits of free trade.
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China-ASEAN's "early harvest" mode has been widely accepted in the international
community and is followed by quite a number of countries. It indicates that if the two
cooperative partners agree with a certain kind of tariff reducing product among many other
products, tariff-reducing agreement on the product could be implemented first. China has
already signed a zero-tariff agreement on fruits with Thailand and the agreement is
implemented this year. The one-way goodwill deal from China, unprecedented in forging an
FTA among developing countries, had given ASEAN a head start before China began
cutting tariffs to the rest of the world under its WTO commitment this year.

The Early Harvest programme has improved business confidence. As the first step
towards allowing China and ASEAN to enjoy the early benefits of the trade agreement, the
programme has encouraged fast growth in bilateral agricultural trade and laid solid
foundations for the umbrella FTA. The Sino-ASEAN tariff cuts on more than 7,000
industrial commodities, the core of the FTA, will be carried out using the same principles.
The China-ASEAN relationship has reached unprecedented heights in history.

ITI. Expanding in all Fields

China-ASEAN cooperation is expanding in all fields. There are five priority areas

for cooperation: politics, economy, social affairs, security, and regional and international
issues.

Enhancing mutual political trust will provide an important basis and guarantee for
the comprehensive development of China-ASEAN relations. In the political field, the two
sides maintain frequent high level dialogues and exchange of visits at all levels. The two
sides signed a Joint Declaration of the Heads of State/Government of the Member States of
ASEAN and the People's Republic of China on Strategic Partnership for Peace and
Prosperity. The Declaration would serve as a blueprint for fostering the partnership between
the ASEAN states and China for peace and prosperity. It signing marked the beginning of a
new stage in our relations. This has deepened mutual understanding and friendship. The full
dialogue and cooperation mechanism between China and ASEAN is functioning smoothly.
At present, there are five parallel frameworks for dialogue between China and ASEAN:
China-ASEAN political consultation at senior official level, China-ASEAN Joint
Committee on Economic and Trade Cooperation, China-ASEAN Joint Committee on
Scientific and Technological Cooperation, China-ASEAN Joint Committee on Cooperation
and ASEAN Beijing Committee.

Economic and scientific cooperation has become an important and dynamic
dimension of China-ASEAN relations. Furthermore, China and ASEAN have enhanced
coordination in regional and international affairs. Both sides enjoy good cooperation in
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regional and international organisations such as the ASEAN Regional Forum, APEC, Euro-
Asian meeting and the United Nations, which have contributed significantly to upholding
the rights and interests of developing countries, increasing mutual understanding and trust
and promoting peace and stability in the region

In 2001, ASEAN's trade with the world's other major economic powers slumped
owing to the impact of the "September 11" terror attack on the United States and the ensuing
global economic slowdown. But ASEAN and China still registered as much as 41.615
billion US dollars in trade volume in 2001, a rise of 5.3 percent from the previous year.
ASEAN is now the fifth largest trade partner for China, following Japan, the United States,
the European Union and the Republic of Korea (ROK). At the same time, China has become
ASEAN's sixth major trade partner.

The two sides agreed to launch the cooperation in the comprehensive development
of the Mekong River basin to push forward the process of ASEAN integration. The
development of the Mekong Sub region is not only a key cooperation area between China
and ASEAN, but also an important element in the ASEAN integration process. The Chinese
side will do as much as it can to increase input in the development of the Mekong River
basin and support the implementation of the Declaration and relevant development
programmes, according to the press statement of the Chairperson of the ASEAN + China
summit, Bali, Indonesia, October 8, 2003.

In the area of social cooperation, we agreed to continue our efforts in avoiding the
SARS and other communicable diseases; to further activate exchanges in science and
technology, education, HRD and culture as well as personnel exchanges; to improve the
mechanisms for cooperation in these areas; and to give due importance to and strengthen
youth exchanges and cooperation.

China and ASEAN are seeking "common security" in their ties. The common
security that China and ASEAN are after is a new concept and a modality of security that is
a clean break from Cold War models of security. The two sides have concluded
consultations and sign the Declaration on the Conduct of Parties in the South China Sea.
This important advancement of China-ASEAN relationship marks a higher level of political
trust between the two sides and will contribute to regional peace and stability. The Chinese
side appreciates and supports the purposes and principles of the Treaty of Amity and
Cooperation in Southeast Asia that ASEAN has followed for long and remains positive on
joining the TAC. China is the first to join the treaty among all the major countries outside
Southeast Asia. This demonstrates that the political relations between China and ASEAN
will be greatly upgraded. China would like to make concerted efforts with all ASEAN
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countries to promote an early accession by all five Nuclear Weapon States to the protocol to
the Treaty on Southeast Asia Nuclear Weapons Free Zone.

VI. Managing the Challenges

Given the economic, social and cultural differences between the two sides,
difficulties in transforming the plan from ideas to reality must not be overlooked. China and
ASEAN have also made substantial progress in dealing with their differences. The
two sides signed the Declaration on the Conduct of Parties in the South China Sea,
and agreed to cooperate in the South China Sea and jointly safeguard regional
stability. As an all-round dialogue partner of ASEAN, China has established
ministerial-level meeting mechanisms with ASEAN in many fields, including foreign
affairs, transportation and economy. China, which is committed to "treat neighbours in a
friendly way and as partners," is ready to work with all ASEAN nations to contribute to
regional and world peace, stability and development

While the traditional security issues such as border conflicts, ethnic disputes, and
religious grievances still persist, issues of non-traditional security threats or new security
threats, however, are cropping up in the form of terrorism, proliferation of weapon of mass
destruction, environmental degradation, drug trafficking and money laundering etc.
Furthermore, financial crises, massive scale-natural ealamities, if not handled properly,
could prove a growing challenge to security of states and the international community. The
Indian Ocean tsunami in 2004 and its aftermath, is a timely reminder of what we might
expect in the future if we failed to grasp the gravity of new threats such as massive natural
disaster. More than 1.1 million customers in Texas, Louisiana, and Mississippi are without
electricity as a result of Hurricane Rita and Hurricane Katrina, the Department of Energy
said on September 25, 2005.

This new strategic map is likely to define the challenges and the diversity of threats
of the 21st century.

The new security threats are closely associated with globalisation and
regionalisation's interconnectedness, and interdependence. Threats to world security have
come in multiple forms and assumed global dimension, which has increased the common
interests of countries on the issue of security. Indeed the new security threats take the
advantage of global network of communication, the free flow of capital and personals and
increasingly interdependence among states. The new security threats are usually detrimental
to all states indiscriminately. To put it in another way, every one is vulnerable to the new
security dangers. Furthermore, the non-state actors are playing an increasingly important
part, so to make the non-traditional security threats more pronounced. In certain regions,
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disputes caused by ethnic, religious, territorial, resources or other issues crop up from time
to time, leading even to armed conflicts and local wars. Terrorism, transnational crimes,
environmental degradation, drug trafficking and other terrorism, in particular, is posing a
menace and challenges to both global and regional security. Furthermore, local wars and
violent conflicts crop up time and again and hot spots keep emerging, though in the
foreseeable future, there does not exist a danger of breakout of a large-scale war in East
Asia and the world at large.

Under such a new circumstance, the traditional solutions to the problems of security
threats do not appear attractive. One way to ensure that such non-traditional threats can be
managed might be form a worldwide coalition. The reason is deadly simple: the task is
probably too big for a single country, no matter how powerful it might be. To preserve
peace and promote development represents the common aspiration of all peoples.
Undoubtedly, to better respond to the wide spectrum of challenges confronting the world
today, we need greater efforts to formulate a new security paradigm and develop a
systematic approach to dealing with the new security threats.

To combat them effectively, it demands full cooperation of international
community.

In order to manage East Asia's security and political risks, following factors are
crucial.

Both sides agreed to expedite the implementation of the Joint Statement on
Cooperation in the Field of Non-Traditional Security Issues; to hold an ASEAN-China
security-related dialogue to enhance mutual understanding and promote peace and stability
in the Region; and to follow-up the Declaration on the Conduct of Parties in the South China
Sea. ASEAN leaders expressed hope that this would lead to the eventual establishment of a
code of conduct in the South China Sea. We also agreed to cooperate on major regional and
international issues in order to sustain regional peace and stability, while upholding the
authority and central role of the UN.

In the meantime, China must properly handle its relations with the United States,
whose important interests and influence in East Asia formed historically are an objective
reality. Though not located in East Asia, the United States has been deeply involved in East
Asian affairs, and become a certain kind of extension of East Asia. In a coming period of
time, China and the United States will share common interests and responsibilities in
maintaining stability of the East Asian regional order, which necessitate the two sides to
have more cooperation and coordination in fighting against "Taiwan independence", respect
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each other's interests and constantly seek for and expand new points of convergence of
interests.

.China and ASEAN leaders agreed to support a numbers of areas of cooperation as
follows:

e Counter terrorism and other form of trans-national crimes;
Economic integration of East Asia, and sub-regional initiatives such as GMS;

e Efforts on containing and avoiding of SARS, HIV/AIDS and other communicable
diseases.

V. Summary

China-ASEAN relations enjoy good prospects. Vigorous development of East Asian
regional economic cooperation will provide conditions for an evolutionary process, and
manage the uncertainty and risks. China has pursued economic diplomacy to strengthen
good-neighbourly relations with the Southeast Asian nations, which enables China and
ASEAN to maintain close cooperation on regional and international issues, and helps
promote free and fair global trade. China's development will surely provide more public
goods for its neighbours. Its market potential has become of them. For example, China has
recorded trade deficits with the ASEAN countries in the past few years.

China's peaceful transition indicates that it is in a long process of peaceful
development. China's emergence as a major power and future Asia international order are
interdependent. Asia's development definitely needs more of China's involvement and
contribution. The interdependence between the two sides will become even stronger, which
will exert decisive impact on the interests, identities and rules of conduct of both sides, and
have a direct bearing on the future Asian order. With its further development, China is
bound to more closely associate its own interests with those of Asia development, which
will create more opportunities for cooperation. Along with the process of globalisation,
China's economic interests with more and more global features will bring along the
extension of China's political and strategic sphere worldwide, and more cooperation and
competition between China and other forces in the world. The interdependence between
China and ASEAN will create more favourable conditions for Asia's peaceful transition and
will definitely exert important impact on the future Asian order.

It is China's interest to be supportive to the ASEAN's leading role in the future East
Asia integration. Indeed, ASEAN have always been the initiator and leader of East Asia
integration. It turns out to be one of the most striking features of this region's cooperation.
The next phases of the FTA will concern trading of services and investment. To facilitate
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the FTA process, the two sides will intensify their co-operation in such fields as finance,
services, investment, agriculture and the information industry. China should work more
closely with ASEAN and ensure that the integration will not undermine its leadership in any

sense. After all, regional integration is expected to enhance mutual trust and help member
states play a greater role in world affairs.
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Evolution of SCO and its Future Prospects

Mr. Chen Xiangyang®

Part I: Review of the Development of SCO

Introduction to the SCO

Shanghai Cooperation Organisation is a permanent intergovernmental international
organisation proclaimed in Shanghai on June 15, 2001 by six countries — People’s Republic
of China, Russian Federation, Republic of Kazakhstan, Republic of Kyrgyzstan, Republic of
Tajikistan and Republic of Uzbekistan. It was established on the basis of the “Shanghai
five” mechanism.

The main purposes of Shanghai Cooperation Organisation are: strengthening mutual
trust and good-neighbour relations among member states; promoting their effective
cooperation in political affairs, economy and trade, scientific-technical, cultural, and
educational spheres as well as in energy, transportation, tourism, and environment
protection fields; joint safeguarding and presenting regional peace, security and stability;
striving towards creation of democratic, just, reasonable new international political and
economic order.

In the international inside the organisation SCO proceeding from “Shanghai spirit”
adheres to the principles of mutual trust and benefit, equality, mutual consultations, respect
for the multifaceted cultures and aspiration to joint development, and with regard to external
relations SCO is not a closed block and is not directed against any states and regions.

The Council of Heads of member-states is a supreme body responsible for decision-
making. It holds regular sessions once a year and makes decisions and issues instructions on
all the important matters of the organisation. The Council of Heads of Governments of SCO
member-states holds a regular meeting once a year to discuss strategy of multilateral
cooperation and priority directions within the SCO framework; to decide on actual matters

' Deputy Director, Center for Strategic Studies, China Institute of Contemporary International
Relations, Beijing.
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of principle regarding economic and other cooperation, as well as to approve next year
budget of the organisation. Besides meetings of Councils of Heads of States and Heads of
Governments there exists also the mechanism of annual meetings of Ministers of Foreign
Affairs, Ministers of economy, transport, culture, defence, security, General public
prosecutors, as well as Heads of border and authorities of Ministry of extreme measures.
The Council of National Coordinators of SCO member-states serves as the coordination
mechanism within the SCO framework. Shanghai Cooperation Organisation has two
permanent bodies - Secretariat in Beijing and Regional Anti-Terrorist Structure (RATS) in
Tashkent. The Executive Secretary and the Director of the executive committee are
appointed by the Council of Heads of States for a period of three years.

The total area occupied by SCO member-states is more than 30 million square
kilometres, or about three fifth the territory of Eurasia, with a population of 1.455 billion
people, or about a quarter of total population of the World.

Development of SCO

The SCO prototype - the “Shanghai five” mechanism, initially developed on the
basis of strengthening trust and disarmament in border regions of China with Russia,
Kazakhstan, Kyrgyzstan and Tajikistan. After the end of cold war, changes in international
and regional situation has undergone were very big; peace and development have become
trend of the epoch. After that the question of strengthening good-neighbour relations of
mutual trust, friendship and cooperation among five neighbouring countries - China,
Kazakhstan, Russia, Tajikistan and Kyrgyzstan has come on the agenda. In 1996 and 1997,
heads of five states, at their meetings in Shanghai and Moscow signed “Agreement on
deepening military trust in border regions” and” Agreement on reduction of military forces
in border regions”, which became an important historical stage and resulted in launching the
mechanism called “Shanghai Five”. Thereafter such a form of annual meetings has become
established practice and is being held alternately in each of five countries. The contents of
meetings was also gradually extending from discussing matters of strengthening mutual
trust in border regions to developing comprehensive mutually beneficial cooperation in
spheres of politics, security, diplomacy, as well as trade-economic, cultural-humanitarian
and other areas. Besides Heads of states meetings, mechanisms of regular meetings of
Ministers of Foreign Affairs, Ministers of defence, law enforcement bodies, ministers of
economy, culture, transport, extreme situations, border services, Public Prosecutor and
National Coordinators have also been established.

With joint efforts of parties concerned big results have been achieved in practical
activities of “Shanghai five”. It successfully moved forward the process of solving issues
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left history concerning boundary matters in relations of China with four member-states,
facilitated peace and tranquillity in border regions; strongly fights and constrains “three
evils” - terrorism, separatism and extremism, safeguarded security and stability of states of
the region; actively promoted trade and economic relations among member-states, carried
out useful search in unfolding regional economic cooperation; continuously strengthens
coordination among member-states on international arena, became an important regional
force in promoting of peace and development throughout the world.

In the history of modern international relations, creation and development of
“Shanghai five” represents diplomatic practice of creative value. It initiated new global
vision with regards to security, containing principles of mutual trust, disarmament,
cooperation and security, enriched new type of interstate relations started by Russia and
China, with partnership, not union as a basic; provided model of regional cooperation with
such distinctive features as joint initiative, priority on security, mutually beneficial
interaction of big and small states. This new world vision has raised human society above
cold war ideology and made an invaluable contribution to creation of a new model of
international relations.

With entering the 21st century, economic globalisation has received further
development, science and technology is being developed at high tempo. In order to
effectively seize the historic chance for peace and development, obtain lowering of different
risks and challenges, all countries of the world are spending up their steps towards regional
cooperation. At the same time, activity of terrorist, separatist and extremist forces in Central
Asian region accrues day by day, seriously threatening security and stability of states, which
influences in regional peace and development. China, Russia and Central Asian states carry
an important mission of providing regional security and stability, protection of peace
throughout the World. They also face a difficult task of developing self-economy,
realisation of national revival.

According to the above-mentioned, celebrating the fifth anniversary of “Shanghai
five” on June 15, 2001, at a meeting in Shanghai, “cradle” of the mechanism, Heads of
“Shanghai five” member-states and President of the Republic of Uzbekistan unanimously
decided to lift the mechanism of “Shanghai five” to a higher level, in order to make it strong
base and important support for developing under new conditions cooperation among six
states. So, Heads of six states signed the Declaration on Establishment of Shanghai
Cooperation Organisation, declared a birth of the new organisation of regional cooperation -
SCO. During the meeting “the Shanghai convention on fight against terrorism, separatism
and extremism” has also been signed. It happened three months prior to the tragedy of
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September 11, 2001. Thus, SCO has become the pioneer organisation, which has precisely
proposed fighting against terrorism on the international level.

On September 14, 2001, the first meeting of Heads of governments of SCO
member-states took place in Kazakhstan. The Heads of governments of six states signed
“Memorandum among Governments of SCO member-states on the basic goals and
directions of regional economic cooperation and launch of process on creating favourable
conditions in the field of trade and investments”, and also declared official establishment of
regular meetings of heads of governments mechanism within SCO frameworks.

On July 7, 2002, the second meeting of heads of SCO member-states took place in
Saint Petersburg. Heads of six states adopted “The Charter of Shanghai Cooperation
Organisation”, precisely fixing there goals, principles and basic directions of SCO
cooperation. Adoption of the Charter has laid strong international legal foundation under the
new organisation. Furthermore, during the summit “The agreement among SCO member-
states on Regional Anti-Terrorist Structure” was signed and “The Declaration of Heads of
SCO member-states” was proclaimed.

On May 29, 2003, the third meeting of heads of SCO member-states took place in
Moscow. The main achievement of this meeting was passing of number of regulations and
decisions regulating functioning of organisations internal mechanism. During this meeting
assignment of Zhang Deguan the citizen of Peoples Republic of China, for a post of SCO
Executive Secretary has been approved.

On September 23, 2003, the meeting of heads of governments of SCO member-
states took place in Beijing. During the meeting” The Programme of multilateral trade and
economic cooperation of SCO member-states” was signed and the first budget of the
organisation for 2004 was approved. The programme precisely determined basic goals and
objectives of economic cooperation within SCO framework, priority directions and concrete
practical steps of cooperation with special emphasis on long-term planning, it also pointed
out to a course of SCO economic cooperation, free movement of goods, capitals, services
and technologies for a period of two decades.

On January 15, 2004, the gala ceremony of inauguration of Shanghai Cooperation
Organisation Secretariat took place in Beijing. Leaders of the host country, Ministers of
Foreign Affairs, National Coordinators of six SCO member-states, representatives of some
international organisations and diplomatic missions accredited in China were invited to the
ceremony and witnessed this historic moment. Establishment of the Secretariat has
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symbolised the end of the formation phase of Shanghai Cooperation Organisation and
beginning of a completely new phase of its development.

On July 5, 2005, the fifth summit of SCO took place in Astana. Following the
admission of Mongolia to the SCO as observer state, Pakistan, Iran and India were accepted
as new observers.

The international influence of SCO is increasing. In December of 2004, the SCO
was given observer status at the UN General Assembly, which signaled a good start in
establishing its cooperation with the UN. The SCO has already established close contacts
and become engaged in active cooperation with the UNESCAP, UNDP and other UN-led
agencies, as well as signed memoranda of understanding with the ASEAN and CIS. More
especially, at the first time, on September 16, 2005, the secretary-general of SCO Zhang
Deguang made a speech at the 60" High-level plenary meeting of the United Nations
General Assembly.

Part II: The Function and Structure of SCO

The Goals and Tasks of SCO

According to the charter of SCO, it includes the follows: to strengthen mutual trust,
friendship and good neighborliness between the member States; to consolidate
multidisciplinary cooperation in the maintenance and strengthening of peace, security and
stability in the region and promotion of a new democratic, fair and rational political and
economic international order; to jointly counteract terrorism, separatism and extremism in
all their manifestations, to fight against illicit narcotics and arms trafficking and other types
of criminal activity of a transnational character, and also illegal migration; to encourage the
efficient regional cooperation in such spheres as politics, trade and economy, defence, law
enforcement, environment protection, culture, science and technology, education, energy.
transport, credit and finance, and also other spheres of common interest; to facilitate
comprehensive and balanced economic growth, social and cultural development in the
region through joint action on the basis of equal partnership for the purpose of a steady
increase of living standards and improvement of living conditions of the peoples of the
member States; to coordinate approaches to integration into the global economy; to promote
human rights and fundamental freedoms in accordance with the international obligations of
the member States and their national legislation; to maintain and develop relations with
other States and international organisations; to cooperate in the prevention of international
conflicts and in their peaceful settlement; to jointly search for solutions to the problems that
would arise in the 21st century.
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The Principles of SCO

It includes the follows: mutual respect of sovereignty, independence, territorial
integrity of States and inviolability of State borders, non-aggression, non-interference in
internal affairs, non-use of force or threat of its use in international relations, seeking no
unilateral military superiority in adjacent areas; equality of all member States, search of
common positions on the basis of mutual understanding and respect for opinions of each of
them; gradual implementation of joint activities in the spheres of mutual interest; peaceful
settlement of disputes between the member States; SCO being not directed against other
States and international organisations; prevention of any illegitimate acts directed against
the SCO interests; implementation of obligations arising out of the present Charter and other
documents adopted within the framework of SCO, in good faith.

The Areas of SCO

It includes the following: maintenance of peace and enhancing security and
confidence in the region; search of common positions on foreign policy issues of mutual
interest, including issues arising within international organisations and international fora;
development and implementation of measures aimed at jointly counteracting terrorism,
separatism and extremism, illicit narcotics and arms trafficking and other types of criminal
activity of a transnational character, and also illegal migration; coordination of efforts in the
field of disarmament and arms control; support for, and promotion of regional economic
cooperation in various forms, fostering favorable environment for trade and investments
with a view to gradually achieving free flow of goods, capitals, services and technologies;
effective use of available transportation and communication infrastructure, improvement of
transit capabilities of member States and development of energy systems; sound
environmental management, including water resources management in the region, and
implementation of particular joint environmental programmes and projects; mutual
assistance in preventing natural and man-made disasters and elimination of their
implications; exchange of legal information in the interests of development of cooperation
within SCO; development of interaction in such spheres as science and technology,
education, health care, culture, sports and tourism. The SCO member States may expand the
spheres of cooperation by mutual agreement.

The Three Main Bodies of SCO

It includes the follows: the Council of Heads of State; the Council of Heads of
Government (Prime Ministers); the Council of Ministers of Foreign Affairs; Meetings of
Heads of Ministries and/or Agencies; the Council of National Coordinators; the Regional
Counter-terrorist Structure. And the main institutions of SCO are the following three:
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One, the Secretariat. As a standing administrative organisation under SCO, the
Secretariat is responsible for the provision of organisation, technical and information
assistances to activities supported within the framework of SCO, including (1) studying and
collecting suggestions and materials from member states concerning meeting agendas of
SCO; based on the above, making recommendations and suggestions to State Coordinators
Council concerning the initial agendas, dates and venues of meeting to be held by SCO; (2)
organizing representatives of member states to hold negotiations on draft documents to be
reviewed and approved on SCO meetings; (3) providing SCO meeting with organisations
and technical assistance in cooperation with the government of the host country; (4)
participating in the drafting and implementation of drafts of SCO resolutions; (5) preparing
and issuing newsletters of SCO, setting up and maintaining SCO’s websites; (6) preparing
draft work plans of SCO and submitting them to the State Coordinators Council for
approval; (7) providing protocol assistance and arrangement for SCO activities and the
General Secretary’s activities; (8) preparing suggestions on activity funding of SCO and the
Secretariat; delivering budgeting and settlement reports; conducting routine supervision
over payment of membership fee, execution of SCO’s budget and the Secretariat’s
expenditures; (9) conducting working liaison and communication with other international
organisations and states concerning issues relating o SCO’s activities; (10) sponsoring
academic seminars; Funding of the Secretariat The funds of the Secretariat shall be allocated
from SCO’s budget. The budget shall be paid annually by member states according to their
respective share percentages. The funds shall be used for activities of standing institutions
under SCO.

Two. the Council of National Coordinators. The Council of National Coordinators
shall be a SCO body that coordinates and directs day-to-day activities of the Organisation. It
shall make the necessary preparation for the meetings of the Council of Heads of State, the
Council of Heads of Government (Prime Ministers) and the Council of Ministers of Foreign
Affairs. National coordinators shall be appointed by each member State in accordance with
its internal rules and procedures. The Council shall hold its meetings at least three times a
year. A meeting of the Council shall be chaired by the national coordinator of the member
State on whose territory the regular meeting of the Council of Heads of State takes place,
from the date of the last ordinary meeting of the Council of Heads of State to the date of the
next ordinary meeting of the Council of Heads of State. The Chairman of the Council of
National Coordinators may on the instruction of the Chairman of the Council of Ministers of
Foreign Affairs represent the Organisation in its external contacts, in accordance with the
Rules of Procedure of the Council of National Coordinators.
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Three, the Regional Anti-Terrorist Structure.Regional Anti-Terrorist Structure
(RATS) is permanent body of Shanghai Cooperation Organisation, located in Tashkent,
capital of Uzbekistan. Its main objectives and functions are: (1)Maintaining working
contacts with main administrative body of SCO member-states and strengthening
coordination with international organisations on matters of struggle against terrorism,
separatism and extremism;(2)Participation in preparing drafts of international legal
documents on matters of struggle against terrorism, separatism and extremism, taking
measures to establish together with the UN Security Council and its antiterrorist committee,
international and regional organisations, the mechanism of effective regulation of global
challenges and threats;(3) Gathering and analysing information, provided by member-states,
on matters of struggle against terrorism, separatism and extremism, creating data bank of
antiterrorist structure, presenting considerations on building up cooperation by the
Organisation in struggle against “three evils”;(4)Preparing and holding scientific-research
conferences, exchanging experience on matters of struggle against terrorism, separatism and
extremism. Head of Regional Anti-Terrorist Structure is elected for the period of three years
by the Council of Heads of SCO member-states from among citizens of member-states
recommended by the Council. Expenses of Regional Anti-Terrorist Structure are covered by
budget funds of the Organisation. Each SCO member-state assigns a permanent
representative to the Regional Anti-Terrorist Structure.

The Decisions-making Procedure of SCO

The SCO bodies shall take decisions by agreement without vote and their decisions
shall be considered adopted if no member State has raised objections during the vote
(consensus), except for the decisions on suspension of membership or expulsion from the
Organisation that shall be taken by “consensus minus one vote of the member State
concerned”. Any member State may expose its opinion on particular aspects and/or concrete
issues of the decisions taken which shall not be an obstacle to taking the decision as a
whole. This opinion shall be placed on record. Should one or several member States be not
interested in implementing particular cooperation projects of interest to other member
States, non-participation of the above said member States in these projects shall not prevent
the implementation of such cooperation projects by the member States concerned and, at the
same time, shall not prevent the said member States from joining such projects at a later
stage.
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Part III: The Present Situation of the Central Asia and the Prospect of SCO

The Challenges Before Central Asia

There are both opportunities and challenges before the Central Asia. On the
opportunities, the economic rise of China and India is providing great market demand and
investment opportunities for the Central Asian countries, the peaceful development of China
and the strategic partnership between Russia and China are also helpful to maintain the
regional stability and security. The recent summit in Astana outlined strategic plans, aimed
at further development of the SCO, and following the admission of Mongolia to the SCO as
observer state, Pakistan, Iran and India were accepted as new observers. But now I will
emphasise the challenges before the Central Asia area, I think there are three challenges.

One, the so-called “Colour Revolution” and the “Democracy Promotion” promoted
by the outsiders is threatening the political stability of the Central Asian member states of
SCO and the regional security. Since the end of the Cold War, especially after “9.11”, The
western great powers headed by USA. have been penetrating through the Central Asia area,
with the “Democracy Promotion” and “Colour Revolution”, to realize the goal of regime
change, and to bring this area into American influence scope. The main tool of American
“Democracy Promotion” strategy is its non-government organisations, such as the National
Endowment for Democracy, the International Republican Institute, the National Democratic
Institute for International Affairs, the Freedom House, the Open Society Institute, and etc. In
his speech at the International Republican Institute on May 18" this year, American
president Bush praised the role of American NGOs in the “Democracy Promotion™ and
“Colour Revolution”, and promised to substantively increase fiscal appropriation to
American NGOs, he said, “In the last 18 months, we have witnessed revolutions of Rose.
Orange, Purple, Tulip and Cedar -- and these are just the beginnings. Across the Caucasus
and Central Asia, hope is stirring at the prospect of change -- and change will come. Since
taking office my administration has provided more than $4.6 billion for programmes to
support democratic change around the world -- and we have requested over $1.3 billion for
these efforts in our 2006 budget. Our 2006 budget also requests $80 million for the National
Endowment for Democracy -- more than double NED's budget when I took office.” In fact.
the “Democracy Promotion” pressed by the outsiders is not only severely disturbing the
anti-terrorism struggle, but also severely intervening the Central Asian countries’ interal
affairs, it is endangering the sovereignty and security of relevant countries, and will lead to
political and social turbulence. That’s why American “Democracy Promotion” strategy
encountered the Central Asian countries’ vigilance and rejection.

Two, the contemporary situation of anti-terrorism in the Central Asia is still
complicated and austere, the SCO’s struggle of fight the “three evils”( terrorism, separatism
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and extremism) still shoulders heavy responsibilities. Especially the terrorists can utilise the
“Democracy Promotion” for their self-existence and development. Now, the terrorists
groups are regrouping in the Central Asia area, the remains of the Al Qaeda continued
making terrorist attack in Afghanistan, other terrorists groups are preparing make use of the
time of elections and power shift in the Central Asian countries. For example, the bloody
conflict at Andijon Uzbekistan on May 13" this year is related with local and international
terrorists groups. The terrorists groups are inspired by the success of “colour revolution” in
Kyrgyzstan, they want to disguise themself as “revolutionist” with the slogan of
“democracy” and “human rights”, they will seize the opportunity to make “revolution” and
expand their influence.

Three, the western great powers’ expansion in the Central Asia for their geostrategic
interests is threatening regional stability and the development of SCO. The Central Asian
area is core of the Eurasian continent, it has not only very important geostrategic value , but
also abundant energy and resource reserves, so it is a very important goal of the western
great powers, especially to American global strategy. Since the “9 117, USA has realised the
goal of military existence in the Central Asia with the excuse of anti-terrorism war in
Afghanistan. The USA. military want to garrison in this area permanently despite the
Afghanistan war is over. The American real goal is to obtain the military access right to this
area and to obtain the natural resource, at the same time to contain Russia and China which
are all the important members of SCO.

The Prospect of SCO

There are three emphases to the future development of SCO. One is the security co-
operation among the member-states, both traditional and non-traditional security issues,
including continuous fighting on the “three evils” - terrorism, separatism and extremism. To
safeguard security and stability of the region, SCO should begin dialogue and
communication with NATO, on the issue of anti-terrorism and the future of western military
bases in this region, dialogue between menberstates of SCO and USA. is also included.

Two is the multilateral trade and economic cooperation of SCO member-states, the
ultimate goal is to establish free-trade zone in SCO in twenty years, this process should be
divided into several different stages, and the contemporary focuses are energy and
infrastructure co-operation.

Three is to maintain the balance between enlargement and deepening of SCO, it
includes the relations between the newly joined observer member-states and the old
member-states, the integration and coordination among different institutions of SCO, and
etc.
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At last, with the solidarity and co-operation among its member-states, SCO will
play a very important role in maintaining political stability and promotion economic
development of the Central Asia. And along with the other Asian regional organisations,
SCO will also play a very important role in the integration process of Asia. Among which,
China will continue to play his constructive and responsible role.
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SESSION I: The Emerging Asian Century

The Evolution of ASEM and Regional Security

Mr. Jaeho Hwang"

L. Introduction

In order to expand and develop Asia-Europe Meeting (ASEM) concerning
cooperation in the security field is crucial as European and Asian continental relations are
increasingly interrelated in many political, economical, social, and cultural aspects and so
forth. However, as more difficulties are likely to appear in traditional security within the
Asian region and its gap with Europe in history, culture and politics, this paper is going to
emphasize the importance of the collaborative work to be done in non traditional security.

This paper is divided into four parts excluding the introduction and conclusion. Part
I will offer theoretical explanations on the nature and role of a state in cooperation with
others, while Part IT will introduce the outline of the development process of ASEM. In Part
III, causes of the difficulties for ASEM to grow as a regional security organisation will be
issued. Part IV will elaborate that as Europe can also cooperate in security issues with this
region, it will seek for the non traditional security sectors for cooperation rather than the
traditional ones.

II. The Concern for Cooperation Between States: Theoretical Setting

In order to understand the current status of ASEM and regional security, this section
presents a broader theory to help understand the nature and role of a state in cooperation
with others. Differences about the bases of cooperation stem from the question as to whether
States are concerned primarily about relative or absolute gains. The basic point can be found
in the following passage from Waltz:

When faced with the possibility of cooperating for mutual gain, states that feel
insecure must ask how the gain will be divided. They are compelled to ask not ‘Will both of
us gain?” but “Who will gain more?’ (Waltz, 1979: 105)

" Research Fellow, Centre Jor Security Strategy, Korea Institute for Defence Analysis (KIDA), Seoul.
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This important factor of perceived gains is interpreted differently according to the
theoretical problem; with neoliberals stressing absolute and neorealists relative gains. From
the neoliberal camp, Snidal does not accept that the issue of relative gains is always an
inhibiting factor to cooperation. States are always able to make up for any relative
disadvantage by other means (APSR, 1993: 730-1). From the neorealist camp, Gilpin
suggests that some partners in international cooperation have gained far more than others.
The significance of relative gains may be greater than that of absolute gains (Gilpin, 1992:
52).

Beyond their debates, this paper contends that cooperation between states is not
easy. Together with economic, historical, and cultural differences, there are two additional
sources of a state’s concerns about cooperation: uncertainties about other partners’
intentions and fears regarding to relative gains. States are naturally concerned about one
another’s future intentions and how cooperation might influence the future balance of power
and capabilities (Grieco, 1993: 128). This is especially the case in security rather than
economic matters, since economic rivalry does not present a direct threat to national
sovereignty. ‘

However, international cooperation is possible, although it is hard to achieve.
Bearing this in mind, the central motivation of states will clarify the range of possibility of
cooperation. Cooperation is unlikely in cases where countries are seeking to minimize
partner countries’ relative gains, or where future outcomes are too uncertain. In such a case,
they will prefer to act unilaterally or may be inactive. However, cooperative action may be
won even in such a case, if long-term strategic considerations are taken into account.
Reluctant cooperation can arise when states fear that being left behind will weaken them.
even though their rivals may gain as a result.

Therefore, concerning the expansion and development of ASEM, focus on
individual benefits gained by the member state should be reduced and more incentives
should be presented to persuade active participation. Furthermore, avoidance on the
emphasis on relative gains-related issues is necessary.

I11. General Overview of the ASEM

The Asia-Europe Meeting, known as ASEM, was first formed in the mid-1990s as a
comprehensive dialogue tool between Asia and Europe. The ASEM is an informal meeting
established to exchange ideas on topics regarding cooperation and current affairs. The main
purpose for ASEM formation is due to the increasing request for mutual cooperation
between Asia and Europe. The European Union (EU) had engaged itself to the EC-ASEAN
agreement in the 1980's, guiding the Southeast Asian countries for development, sustaining
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