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Enl argement to include Fornmerly Centrally Pl anned Econom es:
ASEAN and t he EU Conpar ed.

During the 1990s both the Association of Southeast Asian Nations
(ASEAN) and the European Union (EU) have been preparing for
enlargenent to include fornmerly centrally planned econom es.
Thi s paper anal yses the econom ¢ consequences from a conparative
perspective, and concludes with an assessnment of the inplications
of enl argenent for ASEAN-EU econom c rel ati ons.

In both cases the new nmenbers are significantly poorer than
the pre-existing nenbers, with a nore rural econony, run-down
infrastructure and often with less well established institutional
and political reginmes. Integration questions are generally nore
pressing for the EU with its nore tightly knit economc and
political structure, and the budgetary inplications of
enl argenent are substantial. The inconme gap is not so large in
Sout heast Asia, and ASEAN is a nuch | ooser organization than the
EU. Integration considerations are, however, not absent from
ASEAN whose tradition of consensus could be threatened by
enlargenment to include nenbers wth differing political
histories, institutions and aspirations - a point underlined by
the last mnute failure of Canbodia to be admtted after the July
1997 coup.?

The main parts of the paper will focus on two differences
between the EU and ASEAN cases. First, East Asian economes in
transition fromcentral planning have been nore dynam c than East
Eur opean transition economes and did not suffer the najor incone
| osses experienced by eastern European countries during the first
half of the 1990s. The second section discusses differences
bet ween Asi an and European nodel s of transition, and anal yses the
i mplications for ASEAN

The second difference to be analysed is the contrast
between the eastern European countries joining their main narket
and the Indochina countries joining a group of conpeting
pr oducers. Although the eastern FEuropean economes are
industrialized they are potentially conplenentary to the existing
EU countries, with the opportunity for them to specialize in
agricultural products, textiles and some standardized industrial
goods if they becone fully integrated into the EU  In contrast,
the Indochina countries and Manmar are actual or potential
conpetitors of the original ASEAN nenbers, supplying food, raw
materials and [|abour-intensive manufactures to markets outside
Sout heast Asi a.

The speed and nature of enlargenent of the two regional
organi zations wll be determined by how the above issues are
settled. The final section of the paper draws sone concl usions,

1 ASEAN was founded in 1967 by Indonesia, Malaysia, the
Phi | i ppi nes, Singapore and Thailand. Brunei joined in 1984, but
with a population of only a third of a mllion and high per
capita incone its accession required little adjustnment. Vietnam
joined in July 1995 and Laos and Myanmar in July 1997, when
Canbodi a was al so scheduled to becone a nenber but its accesion
was postponed. SEA-10 refers to all of the above countries, and
is wdely believed to represent ASEAN s geographical limts as a
sout heast Asian organization. Ponfret (1996) reviews ASEAN s
evol ution and prospects.



and relates the outcones to prospects for the future devel opnent
of ASEAN-EU econonmic relations. A key issue is the uncertainty
about where exactly conparative advantage |lies in econom es which
were characterized by gross resource msallocation until
recently. The shift to world prices inplied by full nenbership
of the EU or ASEAN could lead to trade surges as demand for
previously repressed inports boons or previously unidentified
areas of conparative advantage are expl oited.

1. Enlarging ASEAN and the EU

The evolution of the EU and of ASEAN up to the end of the 1980s
is well-known. The EU had devel oped a nuch deeper econonic
integration with a custons union and a high degree of factor
nmobi lity, plus comon policies towards areas such as agricul ture.
ASEAN neanwhile was a nmuch |ooser organization, whose
initiatives towards establishing internal free trade or comon
policies had hardly progressed, but which had been a force for
the regional stability underpinning its menbers' rapid grow h.

The EU had expanded from six to nine nenbers in the 1970s and
then to twelve in the 1980s (and to fifteen in 1995), reaching

close to its  natural l[imt of FEuropean market-oriented
econom es.? ASEAN had expanded from five to six menbers, but it
too represented the natural limt of narket-oriented economes in

sout heast Asia in the 1980s.

The unexpectedly sudden collapse of Communi smin Europe and
transition from central planning to market-based econom es
ushered in a new set of applicants for EU nmenbership in the
1990s. The Central and East European econom es saw the EU as an
attractive partner for political as well as economc reasons,
reaffirmng their historic role as Europeans and providing a seal
of approval for the adoption of denocratic political systens. A
simlar change happened in southeast Asia, as Vietnam Canbodi a,
Laos and Myanmar shifted fromearlier antagoni smtowards ASEAN to
a desire for nenmbership. As in Europe, political considerations
played a role as Vietnam no longer saw the ASEAN countries as
menbers of a foreign-led anti-Communist alliance, but rather as
natural allies against a resurgent China, and as |ong-isolated
regi nes in Canbodi a and Myanmar sought i nternational
respectability. Al though the political dinensions are inportant,
this paper will focus on the econom c consequences of enlarging
the EU and ASEAN to include economes in transition from central
pl anni ng.

What is difficult to ignore in any conparison is the future
limts of the EU or just how many of the transition econom es
will join, and when. In the remainder of the paper it wll be
assumed that the Ilikely pool of potential nenbers contains
Pol and, Hungary and the Czech and Sl ovak Republics, as well as
Bul garia, Romania and Sl ovenia, and the three Baltic republics
(Estonia, Latvia and Lithuania) so that quantitative comnparisons
are between the current EU15 and a putative EU25; this assunption
makes no prediction about what wll happen but the argunent is
little affected by whether the smaller economes, in particular

2 Norway, Switzerland, Iceland, Milta and Cyprus remained

outside, although they were Ilinked to the EU by varying
arrangemnent s.



the last four listed are in or out. The before and after
conparison is nore straightforward for ASEAN, since of the SEA-10
only Canbodia is not yet an ASEAN nenber and its accession woul d
not have a nmj or econom c inpact.

Langharmer (1997b, 4) illustrates some sinmlarities and
di fferences. EU enl argenent from 15 to 25 increases popul ation
and | and area by 28% and 34% while expanding ASEAN from 6 to 10
i ncreases population by 37% and land area by 47% ie. about a
third larger inpact. For current dollar G\P, the conparison is
4% versus 6% the new nenbers are nmuch poorer than existing
nmenbers, although the gap is snaller for ASEAN than for the EU.
Anot her interesting conparison is the percentage increase in the
agricultural |abour force, which would be 55% for the EU and 50%
for ASEAN, in both cases the newconers are nore agrarian than the
exi sting menbers, but the percentage increase is nore pronounced
for the EU. That is especially inportant given that agricultural
and regional policies account for four-fifths of the EU s budget,
so that the eastern expansion is likely to require substantial EU
policy reforns.?

In sum the enlargenment of the EU is nore problematic than
ASEAN enl ar genent . The EU s deeper integration, especially the
cost of bringing poor rural countries inside the comon
agricultural policy, is the najor reason for slower progress.
Also, the larger economc distance from Brussels to eastern
Europe than from ASEAN to Indochina (Fischer et al., 1997;
Langhamrer, 1997a) nmay add to the EU s caution.

2. Transition in Asia and i n Europe

The contrasts between Asian and European transition economes are
often perceived to be strong, although there is | ess agreenent as
to which differences are significant. Al of the centrally
pl anned econom es were strongly influenced by the Soviet nodel,
even though significant differences had energed in China and
Yugoslavia by the tinme Mao and Tito died. Maj or refornms were
introduced earlier in China than in any of the Central and
Eastern European countries (other than Yugoslavia). But the nost
striking difference between Asian and European transition
econormes is in post-reform perfornmance. Wiereas all the
European transition econonmies suffered a substantial drop in
output and alnost all of them experienced severe hyperinflation,
both China and Vietnam enjoyed accelerated output growth after
i ntroducing reforns and Chi na avoi ded hi gh inflation.

How to explain these differences? The initial response of
China specialists was to claim a superior transition strategy
based on gradual change rather than the Big Bang adopted in
Eastern European countries such as Poland (Chen, Jefferson and
Singh, 1992). Although this <claim had some superficial
plausibility, it did not stand up to w der conparative analyis.

% Tangerman (1997) reports EU Commission |ower-bound
estimates that expenditure under an unchanged CAP would rise by
12 billion ecu (a 28% increase) if the ten eastern European
countries joined. That is well above internal EU limts on
spending growt h, and any raising of the limts would be unpopul ar
anong western European taxpayers and contrary to the EUs WO
conm tnents for phasing out agricultural subsidies.



China's 1978/9 reforms were in fact dramatic: fundanmentally
reforming agriculture where over four fifths of the population
worked and permtting foreign investnent for the first time since
1949. On the other hand, sone of the Eastern European countries
were cautious about the speed of reforns, and yet all of them
experienced the same initial output loss (Bl anchard, 1997).
Vietnamis difficult to classify, in that it followed a simlar
agricul ture-plus-open-door strategy to China's when it began
reforms in 1986, but also adopted a Polish-type strict macro
policy when the reform process was revitalized in 1989.

The response of supporters of rapid transition was to
explain the differing Asian performance by different initial
conditions (Sachs and Wo, 1994). The nmain advantage of the
Asian reformers was their large agricultural sector and readily
identifiable conparative advant age in | abour -i nt ensi ve
activities. As a general explanation the "initial conditions"
Vi ew i s unconvi nci ng, because sone initial conditions (eg. bigger
stock of human capital) favoured the European transition
econom es. On the other hand, central planning was especially
flawed in agriculture wth its Jlarge nunber of producers

operating in varying natural conditions (soil, climate, etc.),
and a fortiori in rice farmng where there were not even najor
economes of scale to be reaped from collectivization. In
industry, it was easier to release rural Ilabour into new

manuf acturing activities than to change the distorted output mx
of an inefficient industrial sector. Both China and Vi etnam and
the smaller Indochina countries, benefited fromhaving relatively
few state enterprises to deal Wit h; privatization and
restructuring were mgjor issues in Eastern Europe and the forner
USSR because state-owned industrial enterprises accounted for the
majority of economic activity, while in China they enployed |ess
than a sixth of the workforce.

A third view of the difference between post-reform
performance of Asian and European centrally planned economes is
that notives varied. |In Eastern Europe transition to a market-
oriented econony was undertaken by new governnents, often with a
commitnent to the market nechanism and private ownership as the

under pi nnings of a new political system In brief, transition
was a goal in itself, or at a mninmum an inmportant synmbol of a
new era. In East Asian centrally planned economes, the
Conmmuni st Party renmained in power and was reluctant to even refer
to "transition" to a nore nmarket-oriented econony, instead
preferring convol uted inmages of renewal or new economc policies
or a social market econony. In brief, the enphasis was on

continuity. This was also true of sone forner Soviet republics,
but the difference between, say, Turkmenistan or Belarus, which
tried to preserve the economc status quo and China or Vietnamis
that the | eadership in China and Vi etnamrecogni zed the necessity
of pronoting economc growh in order to bolster their own
survival chances. A growh strategy may involve a greater role
for market mechani sns, but the | eadership typically sawthis as a
price to be paid rather than a benefit in itself.

The recipe for accelerating growth in China or Vietnam was
well-known from the experience of the East Asian newy
industrialized economes next door. The key conponent was
exporting I|abour-intensive manufactures, which involved opening
up the econony to international trade and al so to the transfer of
skills needed to produce and sell such products in the high



i ncome countries. Inproved agricultural productivity would allow
resources (especially labour) to be transferred from agriculture
into |abour-intensive manufacturing wi thout pressure on food
supplies.* The entire history of Chinese economic policy since
1978 can be intepreted as working to support this growth strategy
(Ponfret, 1997b). To be sure, this led to a nore narket-oriented
econony, but neasures necessary to a nmarket econonmy whose worth
in pronoting growh was unclear were not undertaken; in the
financial sector, for exanple, the foreign exchange narket was
gradual Iy opened up but donmestic asset narkets rerained tightly
regul ated and inefficient in allocating capital.

What are the inplications of this analysis for southeast
Asi a? The five original ASEAN menbers and the four seeking
nmenbership in the 1990s were really not so different thirty years
ago (Table 1). Apart from Singapore and Brunei, all of the SEA-
10 were low to mddl e inconme countries which had been drawn into
the global division of |abour as primary product exporters and
whi ch had not devel oped substantial rmanufacturing sectors. In
the 1970s and 1980s, with centrally planned econom es insul ated
from world narkets, Vietnam Laos, Canbodia and Manmar all
suffered increasingly from resource misallocation and economc
st agnt ai on. The rapid growmh of Mlaysia, Thailand and
I ndonesia, especially in the decade up to 1996, opened up a
substantial income gap. The gap is, however, |ess w de than the
one opened up between western and eastern Europe during forty
years of central planning in the east, and it is nore readily
bri dgeabl e because the southeast Asian transition econom es can
follow the growh path of the ASEAN countries.

3. Conpeting and Conpl ementi ng Countries

The EUL5 are nore industrial than the ten eastern European
countries wishing to join the EU  Shouldn't this conplenentarity
increase the potential gains fromfreer trade within an EU25, as
the east trades food, raw nmaterials and basic industrial goods in

return for nmore skill-intensive nmanufactures and services from
western Europe? On the other hand, if the new ASEAN nenbers
produce identical goods to the old nenbers, will there be no

gains from intra-ASEAN trade and increased friction as they
conpete in overseas export narkets?

The conplenentarity of the EULS5 and the European transition
countries could lead to considerable trade creation as grains,
coal, steel and other eastern European exports gain narket share
in the enlarged EU at the expense of the EUL5' s nost protected
econom c activities. If that were the end of the story there
would be considerable gains from trade, and Ilittle trade
diversion as there are few third country supplies to EU
"sensitive product” markets that could be diverted. The problem
arises from the endogeneity of policy. The highly protected
activities are in this situation because they are politically
influential and the threat of conpetition from new EU nenbers
will lead them to use their political influence to prevent the

“ Agriculture also played other inportant roles in providing
markets, capital and exports. By sharing the benefits with the
rural popul ation an agriculture-led strategy coopted a | arge part
of the population in support of the reform process.



trade creation outcone, which benefits consuners and exporters in
the EUL5 at the expense of specific factors in the protected
activities.

What is the likely outcone? In agriculture, the EU is
constrained by international commitnents entered into under the
Uruguay Round. CAP reformwill have to precede the accession of
maj or actual or potential food exporters such as Poland or
Hungary. That is why the EUs eastern enlargenent is turning
into a protracted exercise. In other sectors, subsidies or
mar ket - shari ng arrangenents could be nmade, if the EU were willing
to accept further deviations from narket-based resource
al | ocati on. Past evidence is that the EU has wusually been
willing to accept such deviations, even if substantial net-
wel fare-reduci ng trade diversion is incurred, in order to protect
the "sensitive sectors", but it has a cost and may be |ess
acceptable in the future.

Bringing competing countries into ASEAN was much easier.
Wthin southeast Asia, intra-ASEAN trade has al ways been a small
share of ASEAN nenbers' total trade. Apart from flows between
Singapore and WMl aysia, and to a |esser extent Singapore and
Indonesia, intra-ASEAN trade has been of mnor inportance
(Ponfret, 1996). The ASEAN exporters of [|abour-intensive
manuf actures conpete in Japanese, North American and European
markets, but each has a small total market share so rivalry is
muted. One inportant elenment of ASEAN s evol ution has been the
recognition that there are benefits from negotiating as a group
for market access. Al though both effects are limted,
enl argenent added nore to ASEAN s negotiating strength than to
conpetition anong ASEAN nmenbers for overseas markets.

The ASEAN countries also conpete for inward direct foreign
investnment. Again with respect to export-oriented DFI in |abour-
intensive activities there is nore sense of solidarity in setting
conditions, than a sense of conpeting for linmted DFI. This is
less true when it cones to DFlI catering for the southeast Asian
market. The car industry in particular has threatened to becone
a battleground, but the lines are between national car projects
in Malaysia and |ndonesia and foreign-badged cars assenbled in
Thailand; none of the world s nmajor autonobile producers is
likely to look to Indochina or Manmar as a location for
supplying the region. Thus, with respect to DFI as wth trade,
ASEAN enl argenent posed no nmajor problem and in the economc
environnment after the July 1997 enlargenent any conpetition for
DFI is further limted by the decline in capital inflows into the
whol e region.

In sum although conpetitive partners seemto have nost to
gain and conpeting partners least to gain froma regional trading
arrangenent, the reality of the EU and ASEAN nay be different.
Countries with large capacity in what the EU has until now
designated as sensitive products pose a serious challenge to the
whol e edifice of a common market regulated by interventionsist
sectoral policies. Al though the costs of price supports in
agriculture and of subsidies and other interventionist neasures
in coal and steel have been shown to be |arge, they have so far
not blown out the EU budget. A nove from EUL5 to EU25 with
unchanged CAP would blow out the budget. Enl arging ASEAN to
i nclude the SEA-10, by contrast, has no major economc hitch.
There are special tinme schedules for the new nenbers to adopt the
ASEAN Free Trade Area (AFTA), but AFTA is of mnimal economc



significance due to the linited intra-AFTA trade.®
4. Concl usi ons

Despite the simlarity of the enlargenent issues facing the EU
and ASEAN during the 1990s the outconmes are likely to differ
substantially. In the short-term ASEAN enl argenent has proceeded
snmoothly (apart from a slight Canbodian hiccup) whereas EU
enl argenent has not proceeded at all (apart from the GCernan
adj ustnent) . Enl argenment will consune EU political attention,
but will have no economc inpact this century. In ASEAN there
will be sone disputes over intra-ASEAN trade as new nenbers have
limted experience with WIO-type obligations and seek exception
status in inplenmenting AFTA, but because intra-ASEAN trade will
continue to be of mnor inportance internal trade disputes are
unlikely to be major. ASEAN will assune slightly greater weight
in international negotiating now that it consists of nine rather
than six countries and its total population has increased from
328 mllion in 1992 to over 470 mllion in 1997. The | arger
group will, noreover, remain fairly cohesive in its negotiating
ains as, with the exception of the two snmall states, Brunei and
Si ngapore, the ASEAN countries all want the high i ncome countries
to have open narkets for |abour-intensive manufactures and food
and a few other primary products.

In the longer term the outcone is |ess predictable. Sore
at least of the eastern European countries are likely to becone
EU nenmbers early in the next century. This will increase EU
sel f-sufficiency in some ASEAN export itens and perhaps involve
sone trade diversion at ASEAN countries' expense. n the other
hand, the prospects for enlargenent behind high external trade
barriers are slim especially now that agriculture has been
reincorporated into the WO franework for international trade.

In sum the prospects are positive for increasing EU ASEAN

econom c relations. The bal ance of economic power wll clearly
favour the EU for the foreseeable future, but the enlargenent
process is likely to strengthen ASEAN s relative negotiating

strength. Since that strength will be used to reinforce I|iberal
tendencies within the EU there should be a positive outcone for
all apart fromsone protected producers in the EULS.

> AFTA calls for tariffs of 5% or less on intra-ASEAN trade,
but does not restrict external trade policies. Wth free-trading
Singapore as a potential entrepot a true free trade area would
need to address the trade deflection problem (Ponfret, 1997a,
185-8), but even 5%tariffs which require continuation of custons
procedures could be sufficient to deter transshipnent.



Tabl e 1. SEA-10 G\P per capita, 1970 and 1995
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