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ABSTRACT 

This study aims to examine the impact of the signing of AFTA and ASEAN-China 

Framework Agreement on the bilateral aggregate trade and manufacturing trade between 

ASEAN member countries plus China and its selected 79 trading partners for the period 

between 1999 and 2015 by applying the gravity model in panel estimation. The validations 

of ASEAN Free Trade Area (AFTA) established based on the formation of a single market 

and production base. This study examines whether the implementation of AFTA is able to 

stimulate the intra- and extra-regional trade between the ASEAN member countries. 

Besides, this study analyses the impact of ASEAN–China Free Trade Area (ACFTA) on 

the bilateral aggregate trade and manufacturing trade between the ASEAN member 

countries. From the basic gravity variables, the study finds that the GDP, population, 

relative endowment, distance and common language are the main determining factors of 

the bilateral trade for ASEAN member countries and its trading partners. Moreover, the 

estimated results showed that AFTA and ACFTA have increased the bilateral aggregate 

trade volumes not only between intra-bloc member countries, but also between intra-bloc 

and extra-bloc countries. In the case of total manufacturing trade, the positive estimated 

results confirmed that reducing tariff barriers in AFTA and ACFTA help to stimulate the 

trade volumes not only between intra-bloc member countries, but also between intra-bloc 

and extra-bloc countries. 

 

Keywords: ASEAN Free Trade Area (AFTA), ASEAN–China Free Trade Area (ACFTA),

         gravity model, manufacturing trade. 
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Kesan daripada Kawasan Perdagangan Bebas ASEAN dan Pengenalan Kawasan 

Perdagangan Bebas ASEAN-China pada Perdagangan Intra ASEAN  

 

ABSTRAK 

Kajian ini bertujuan untuk mengkaji kesan-kesan daripada menandatangani perjanjian 

Perdagangan Bebas ASEAN dan Perjanjian Rangka Kerja ASEAN-China pada 

perdagangan dua hala agregat dan perdagangan perkilangan antara negara-negara 

anggota ASEAN serta China dan 79 rakan kongsi perdagangan yang terpilih bagi tempoh 

bermula daripada 1999 hingga 2015 dengan menggunakan model graviti dalam anggaran 

panel. Kajian ini memeriksa sama ada pelaksanaan AFTA dapat merangsang 

perdagangan intra- dan ekstra-ASEAN. Kajian ini juga menganalisa kesan-kesan 

pengenalan kawasan Perdagangan Bebas ASEAN-China (ACFTA) ke atas merangsang 

perdagangan dalam sektor pembuatan dua hala antara negara anggota ASEAN. Daripada 

pembolehubah asas graviti, kajian ini menunjukkan bahawa keluaran dalam negeri kasar, 

jumlah penduduk, endowmen relatif, jarak serta penggunaan bahasa yang sama 

merupakan faktor-faktor utama yang menentukan perdagangan dua hala bagi negara-

negara ASEAN serta China dan rakan-rakan perdagangan lain. Di samping itu, hasil 

kajian menunjukkan bahawa AFTA dan ACFTA telah meningkatkan perdagangan agregat 

bukan sahaja antara negara-negara anggota, tetapi juga negara-negara intra blok serta 

negara-negara blok ekstra. Dalam kes perdagangan jumlah pembuatan, hasil kajian 

menunjukkan bahawa pengurangan tarif dalam AFTA dan ACFTA telah membantu 

meningkatkan jumlah perdagangan bukan sahaja antara negara-negara anggota, tetapi 

juga negara-negara intra blok serta negara-negara extra blok.  
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Kata kunci: Kawasan Perdagangan Bebas ASEAN (AFTA), Kawasan Perdagangan Bebas 

                   ASEAN-China (ACFTA), model graviti, perdagangan pembuatan. 
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CHAPTER 1 

INTRODUCTION 

1.1 Introduction 

The trading issue of intra-ASEAN creates prospective and competition to its nations. 

Generally, ASEAN are dissimilar in terms of their economic, political, cultural, historical 

and religious backgrounds though they are situated within the same region. The adaptation 

in the level of earnings and backdrop are regarded as the discernible elements of the 

ASEAN Free Trade Area (AFTA). The difference in backdrop is revealed by the openness 

of each nation state in moving toward the time frame that stated under AFTA. Overall, the 

average import tariff system of its member countries could be considered as the reliable 

indicator for trade openness, in which the lesser amounts are showing the higher level of 

trade openness at the same time as the higher amounts implying lower level of trade 

openness. 

Logically, collaboration through economic integration would stimulate the trade potential 

and secure more deliberate resource exploitation in developing the intra-ASEAN trade in 

long run. Therefore, the issue on whether the ASEAN member countries have acquire 

gains that arise from the AFTA development will still remained as an open question. 

Therefore, it is crucial to explore the issue on whether AFTA uphold trade between its 

members. 

This thesis aims to examine the effects of AFTA on the trades between the ASEAN and its 

trade countries. In addition, it makes important observations on the impacts of agreement 

signing for ASEAN-China Free Trade Area (ACFTA) establishment on the trades between 

the ASEAN countries. 
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1.2 Background of ASEAN 

The Association of Southeast Asian Nations, or ASEAN, was formed on August 8, 1967 in 

Bangkok, Thailand, when the ASEAN Founding Fathers, namely Indonesia, Malaysia, 

Philippines, Singapore and Thailand signed the ASEAN Declaration (Bangkok 

Declaration). The bloc gradually developed and expanded as Brunei Darussalam joined on 

January 7, 1984, Vietnam on July 28, 1995, Lao PDR and Myanmar on July 23, 1997, and 

Cambodia on April 30, 1999, making up ten ASEAN member countries.  

Generally, the objectives of ASEAN formation, as embarked in the ASEAN Declaration, 

are:  

 To speed up the economic growth, social advancement as well as the cultural 

development within the region via joint endeavors in the spirit of equal opportunity 

and collaboration in strengthening the base for a prosperous and peaceful society of 

Southeast Asian Nations; 

 To uphold the regional peace and stability by abiding the deference for justice and 

the rule of law in the relationship between countries of the region and observance to 

the principles of the United Nations Charter;  

 To sustain the dynamic partnership and mutual support on the common interest in 

the fields of economic, social, cultural, technical, scientific and administrative;  

 To provide support by providing the training and research facilities for the 

educational, specialist, technical and administrative fields to each other;  

 To collaborate for the better exploitation of their agriculture and industries as well 

as their trade expansion, including the analysis of the problems of global 

commodity trade, the enhancement of their transportation and communications 

facilities and the boosting of the living standards of their communities;  
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 To support the Southeast Asian studies; and  

 To sustain the marked and complimentary collaboration with existing international 

and regional businesses with identical goals, and deal with all possibilities for 

closer collaboration between themselves (ASEAN University Network, 2017). 

 

1.3    Background of ASEAN Free Trade Area (AFTA) 

The formation of the AFTA was established during the 1992 ASEAN Summit in Singapore. 

The principal establishment goal of AFTA is to build up the competitive edge of ASEAN 

countries being the production centre in global market, by eliminating the non-tariffs and 

tariff barriers and forming a centre of attention for foreign direct investments to flow into 

the ASEAN countries (MITI, 2017). 

In addition, AFTA was formed as a response to other emerging regional groupings, such as 

the North American Free Trade Area (NAFTA) as well as the growth of the European 

Union (EU). It was also to influence the huge potentials and complementarities that exist in 

the region to reinforce and expand the intra-ASEAN industrial linkages including 

generating robust and competitive in small and medium business enterprises. 

The trade liberalization within the region, through the exclusion of both intra-regional 

tariffs and non-tariff barriers, had made the manufacturing sectors of ASEAN countries to 

be more competent and competitive in international market. Therefore, the consumers are 

able to obtain goods from the more efficient ASEAN manufacturers, and thus generating a 

robust intra-ASEAN trade. 

The main mechanism for attaining the objectives of AFTA is the Common Effective 

Preferential Tariff (CEPT) Scheme which was launched in 1992 to enhance the 

competitive advantage of the region as a production base for the world market. The 
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continuing reduction and exclusion of the intra-regional tariffs within ASEAN region is 

done based on the sensitivity level of the products to the particular domestic industry of 

ASEAN Member States (AMS). 

Unlike EU, AFTA will not apply the external tariff on products imported from outside 

countries. However, each of the ASEAN member nations might impose tariffs on the 

imported products from outside ASEAN accordingly to its countrywide schemes.  

In 2005, ASEAN-6 countries have included 98.5 percent of its products into the CEPT, of 

which 98.9 per cent of the products have duties ranging between 0 to 5 percent. At the 

same time, the CLMV countries have included 87.8 percent of their products, of which 

71.1 percent of their products have duties ranging from 0 to 5 percent. Overall, the tariff 

reductions are progressing on both the "fast" and "normal" tracks. The tariffs for the  

products under fast tracks at 20 percent and below will be reduced to 0 to 5% by 2000 at 

the same time as the tariffs above 20 percent were reduced to 0 to 5% by 2003. The tariffs 

for the  products under fast tracks at 20 percent and below will be reduced to 0 to 5% by 

2003 at the same time as the tariffs above 20 percent were reduced to 0 to 5% by 2008 

(ASEAN Secretariat, 2012). In 2016, approximately 81% of ASEAN's tariff lines are 

covered by either the fast or normal track. 

The CEPT scheme includes approximately 98 percent of all tariff lines in ASEAN by 2003; 

nevertheless, the only products that do not included were the products in the General 

Exceptions group as well as the sensitive agricultural products. In the longer term, the 

ASEAN countries have agreed to enact zero tariff rates on almost all the imports for the 

original members by 2010 and four newer ASEAN members 1  by 2015 (US-ASEAN 

Business Council, 2016). Generally, the AFTA implementation reinforced the obligation of 

                                                           
1Cambodia, Laos, Myanmar and Vietnam (CMLV) 
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ASEAN member countries to go on with the carrying out of the regional economic 

integration and liberalization. The trade liberalization implemented under a free trade area 

would make the production segments turn out to be more cost-competitive in view of the 

fact that it improves the drawback of economies of scale in production.  

Regional trade arrangements (RTAs) can form a larger domestic market, which provides 

lower prices, attract investment and make allowance for the production specialization and 

economies of scale. In the case of AFTA, the reduction of high tariffs will facilitate the 

trade in intermediate products as well as to sustain a global workforce grouping within the 

ASEAN manufacturing sectors.  

Overall, the AFTA implementation could enhance the intra-ASEAN trade at an average 

annual rate of 10.5 percent over its fifteen years of operation (Pangestu & Ing, 2016). 

 

1.4 Background of ASEAN– China Free Trade Area (ACFTA) 

During the fifth ASEAN- China Summit on November 6, 2001, China and ASEAN 

countries agreed the formation of an ASEAN- China Free Trade Area, to set up the FTA in 

ten years as well as to support exceptional and differential treatment and flexibility for 

developing ASEAN countries, namely Cambodia, Lao PDR, Myanmar, and Vietnam 

(CLMV). One year after declaring their intention to form a free trade area, all the eleven-

member countries signed a Framework Agreement on a Comprehensive Economic 

Cooperation during the seventh ASEAN- China Summit in November 2002.  

Beginning from January 1, 2010, ACFTA came into effect with the implementation of zero 

tariffs for around 93 percent of the traded commodities between China and ASEAN-6 

countries. Overall, the average tariff for the China’s commodities from ASEAN countries 

was reduced from 9.8 percent to approximately 0.1 percent at the same time as ASEAN 
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gave in return through the tariff reduction from 12.8 percent to 0.6 percent for the exported 

products from China (Liu, 2012). The percentage of zero tariffs for CLMV countries 

increased from approximately 10 percent in 2000 to 67.6 percent in 2012. The average 

CEPT rate for CLMV countries is 1.69 percent in 2012 at the same time as the ASEAN-6 

has been close to zero at 0.05 percent since 2010 (Intal et al., 2014). 

The ACFTA implementation facilitates the progression in the related trade pacts and 

agreements. Generally, the Second Agreement of Trade in Goods, an agreement under the 

ASEAN- China Framework Agreement on Comprehensive Economic Cooperation, was 

signed in an attempt to provide additional interests to ACFTA businesses from the 

preferential trade policies, in which it includes the rules of origin (ROO). 

Besides, ACFTA also develops the economic capability and competitiveness of ASEAN 

countries. The formation of regional trade arrangements reveals the intense competition in 

international market and it holds two primary outcomes, namely the trade creation and 

trade diversion for trade blocs. The trade creation and trade diversion under the 

implementation of ACFTA has been sustained by progressively concentrated regional 

manufacture network between the international businesses from China and ASEAN. 

Generally, ACFTA, the third leading regional free trade area of the world after EU and 

NAFTA, continues to hold considerable impacts on trade and growth for Southeast Asia 

and beyond (Tong & Chong, 2010). Sheng, Tang & Xu (2012) reveal that the bilateral 

trade between ASEAN and China increased above ten times throughout the fiscal years of 

1995 and 2008. The rapid growth in trade volumes occurred during 2001 when China 

turned out to be the WTO member. In 2008, China developed into ASEAN's third leading 

trading partner and ASEAN-China's fourth largest. Similarly, the increasing intra-regional 

trade has stimulated the growth of cross-border regional production linkages in Asia.  
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Commonly, the intra-industry trade constitutes a significant proportion of ASEAN- China 

trade flows, which showed by the trade dominance in resources, parts and components. 

However, ASEAN- China trade remains insignificant in the two regions' total trade though 

the trade between China and ASEAN has developed promptly. This is as a result of the 

characteristics of competitive in the trade structures and the difference in expanding a 

dynamic consumer market within the county (Rangasamy & Swanepoel, 2011). In addition, 

ACFTA presents various possibilities and challenges to each of the ASEAN members as a 

result of the differences in the growth intensities and resource endowment. Hence, export-

orientated ASEAN countries might have to abide the possibility of trade diversion and 

structural-related adjustments.  

Following the initial course of the adjustment, the ASEAN economies will subsequently 

build up the individual positions in the economic relationships with China. However; 

different ASEAN countries will face different options and challenges as a result of the 

substantial divergences between ASEAN member countries. Generally, Indonesia, 

Malaysia, the Philippines and Thailand, which are loaded with the natural resources, had 

exported the primary commodities to China throughout the early 1990s. 

Seeing that the world economy has been affected rigorously by the Global Financial Crisis, 

both China and ASEAN countries are confronting new challenges and problems. Trade 

between China and ASEAN has been significantly affected since late 2008. Seeing that 

China generally serves as the latter point in the production chain and intra-ASEAN trade 

develops a broader regional manufacture linkage, a significant reduction in China's export 

might be rapidly transformed into conditions where the import deteriorates, together with 

those from ASEAN countries. Despite the Global Financial Crisis, the bilateral trade flows 

between China and ASEAN, which sustained by the Zero Tariff scheme under ACFTA, 
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exhibited some rapid increasing movements throughout the period of 2010 and 2017. As 

shown by Ministry of Commerce of China, the bilateral trade volume between ASEAN 

member countries and China amounted to US$514.8 billion in 2017. The exports of China 

to ASEAN countries achieved US$279.1billion at the same time as its imports achieved 

US$235.7 billion in 2017. In 2017, China had registered a trade surplus of US$43.4 billion 

with ASEAN member countries. On the whole, the top trading partners of China within the 

ASEAN region were Malaysia, Thailand & Vietnam in which Vietnam was the principal 

export destination of China at the same time as China imported more goods from Malaysia  

 

 

 

 

 

 

 

 

 

 

 

 


