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 ABSTRACT
The development of ASEAN towards the establishment of ASEAN Economic Community 
(AEC) at the end of 2015 has brought into sharp focus on the issue of economic and financial 
integration in the region. The ASEAN region has been the largest recipient of FDI, relative 
to GDP in Asia Pacific. Between 1952 and 2012, Singapore accounts for more than half of 
total FDI to the whole region. Thailand ranks the second with a 13 percent share, followed 
by Indonesia, Malaysia, Vietnam and the Philippines which account between 13 to 8 percent.  
Foreign direct investment into ASEAN recovered from the world economic crisis and 
regained its 2007 level of USD 76 thousand million in 2010. ASEAN Dialogue Partners 
comprising EU, USA and Japan accounted USD 64 thousand million, while the share of 
Intra-ASEAN in this total was 16% which indicates the progress of ASEAN integration. 
Theories of economic integration and market liberalization have been used to explain the role 
of foreign direct investment in developing countries. This paper aims to examine ASEAN’s 
financial integration prospects. ASEAN integration could accelerate in the years ahead with 
enhancing financial infrastructure and reliable flexible policy frameworks. On the long term 
closer engagement among member countries could potentially increase real incomes and 
accelerate real convergence.
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A.  INTRODUCTION

The Association of Southeast Asian Nations (ASEAN) consists of diverse group 
of ten fastest growing economies at different stages of development. The members 
are Brunei, Cambodia, Indonesia, Lao P.D.R, Malaysia, Myanmar, Philippines, 
Singapore, Thailand and Vietnam. ASEAN is home to more than 610 million people, 
of whom about 100 million live below the poverty line. In its early days, the primary 
focus of ASEAN was on reducing geopolitical tensions in the region. In 2003, 
ASEAN leaders decided to establish an ASEAN Economic Community (AEC). Amid 
growing concerns about the ASEAN region’s perceived loss of competitiveness to 
China and India, there was a strong desire to enhance the region’s role against the 
backdrop of a proliferation of free trade agreements between ASEAN and its trade 
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partners. Accordingly, in 2007 ASEAN leaders agreed on an integrated AEC by 
enhancing intraregional connectivity in areas such as trade, investment, tourism, 
and development.

The AEC has set four main targets: (i) fostering a single market and production 
base with free flow of goods, services, investments, and skilled labor, and free flow 
of capital within ASEAN; (ii) developing a highly competitive economic region 
nurturing fair competition, consumer protection, intellectual property rights, and 
infrastructure development; (iii) attaining equitable economic development by 
strengthening SMEs and (iv) achieving ever greater integration into global economy. 
The main domain of intraregional connectivity comes from FDI flows to fulfil the 
dreams of its populations who are young and growing and have high saving rates. 
But investment needs are also large, related to advancing urbanization, the region’s 
growing middle class, and the need to increase connectivity and provide hard and 
soft infrastructure. Coming out of the Asian financial crisis, ASEAN countries have 
made great strides in strengthening their macroeconomic frameworks and their 
external positions. The region has witnessed an increase in trade and capital flows, 
both within the region and with the rest of Asia and the world. 

Foreign direct investment (FDI) has been playing an increasingly important role 
and is recognized to contribute to benefits of economic and social development of many 
economies of the world. FDI has significantly contributed into the industrialization 
and development of manufacturing sector in the developing ASEAN countries. 
Foreign direct investments by multinational firms were still the major contributor 
to FDI inflows into ASEAN. FDI inflows stood at USD 120 billion in 2015 though 
slightly lower than previous year but still remained a significant recipients of FDI 
flows in 2015 which is 16 % of global FDI flows to developing economies (ASEAN 
Investment Report, 2016).

The contours of FDI flows and MNE development for ASEAN Economic 
Community were reflected from a wide range of activities. Service sectors were 
predominantly in Finance such as Intracompany Loans and Cross-border M&As. 
This sector accounted to almost USD 80 billion while manufacturing rose from USD 
18 billion to USD 29 billion in 2015. 

Similar progress can be seen in the equity component of FDI flows. Multinational 
companies continue to expand their operation in the region as well as across ASEAN 
with regionally integrated operations and investment in multiple countries. The equity 
capital from multinational companies were at all-time high in 2015 with the total 
value at USD 96 billion or 82 % of all inward FDI in the region while the others are 
17 %  from reinvested earnings and 1 % from loans.

The development of FDI flows into ASEAN also demonstrated progress on 
the key initiatives by the respective governments towards ASEAN Economic 
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Community. Asian investors continue to dominate the FDI landscape in new members 
of ASEAN. ASEAN, China, Republic of Korea and Japan played important roles in 
these countries. Vietnam, Myanmar, Lao P.D.R and Cambodia showed a rise of 38 
% or USD 17 billion of FDI flows in 2015. The bulk of these inward flows were in 
manufacturing in Vietnam and Myanmar while infrastructure continues to dominate 
in Lao P.D.R and financial services in Cambodia.

ASEAN Economic Community has progressed. Direct investment has risen; 
cross border banking linkages have deepened and foreign participation in ASEAN 
capital markets has increased.

B. PROBLEM STATEMENT

This paper attempts to identify ASEAN market integration and its prospects. 
Market integration in ASEAN could accelerate in the years ahead, including the 
establishment of the ASEAN Economic Community. This will be done in a gradual 
long term process, in particular taking into consideration of the “ASEAN way” of 
consensus decision-making. It provides a critical review of the AEC agenda,   the 
pattern of international involvement of the ASEAN firms in the future given the 
recurring complexity and dynamism of international business.  

C. RESEARCH METHOD

The research is a normative legal research (doctrinal research). It used a 
qualitative analysis and legislation approaches. Thus, the choice of relevant material 
and integrated interpretation during interviews with stakeholders related to the main 
research issues

D. DISCUSSION AND RESEARCH RESULT

1.  Growth, Trade Integration in ASEAN  

Historically, international business activity initially took in the form of 
exporting and importing. Exporting is the selling of products made in one's own 
country for use or resale in other country. Importing is the buying of products 
made in other countries for use or resale in one's own country. Table 1.0 presents a 
number of comparisons between international trade flows during in the post-World 
War II period and those that have been occurring most recently. For instance, 
world trade flows were recorded at USD 62 billion in 1948 and maintained a 
fairly progressive growth in their aggregate trade flows up until 1970s. By 1983, 
world trade flows was USD 594 billion and by 2014, world trade recorded at USD 
18494 billion. The United States in particular maintained as the major player 
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in international trade but China took over as the main exporter in 2014 having 
share of 12.3 % of world total export while US still dominating world importer, 
China had increased her share of world total import of 10.3 % (WTO, 2015) 

Table 1.0
World Merchandise Exports by Region

 

Another interesting feature of global trade is the expanding volume of trade 
in various highly aggregated industrial sectors. The huge shift was shown in the 
composition of trade in the 1980s toward manufacturing goods and in 1990s 
toward minerals and away from other industries. Trade in minerals accounted for 
about 17 percent of the total trade in 1980s, but for about 30 percent of the total 
trade in 1990s, after the two major OPEC price hikes. Manufacturing decreased 
from about 61 percent of total exports in 1970 to about 55 percent of the total 
export in 1980. The original relationship was approximately re-established in 
1985, due to the oil price decline, and it continues until present (WTO, 2015). 
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The second major form of international business activity is international 
investments. International investment is movement of capital which is supplied by 
residents of one country to residents of another country. This type of investment is 
divided into two major categories (Mohamad, Mohamad Hanapi 2012). The first 
type is foreign direct investment (FDI). Foreign direct investment is investment 
made for the purpose of actively controlling property, assets, or companies 
located in host countries. The stock of foreign direct investment stood at USD 
1.23 trillion in 2014 (Table 6.0, UNCTAD, 2015). Traditionally, United States 
accounted for about half of the total investment during the period after World War 
II, however the total investment declined to less than 40 percent by 1983. After 
rebuilding their economies from war damage, both German and Japanese firms 
showed the most rapid growth in FDI during the post-war period. In fact, both 
of the traditional powers of the early 20th century, the United States and United 
Kingdom, shown a decline in their shares of global FDI, though firms from both 
countries continue to invest abroad and their FDI shares still lead compare to 
those of other countries. FDI undertaken by less developed countries accounted 
for less than 10 percent of the total investment reported during the period. In 
terms of major economics areas, the industrialized countries dominate world 
trade, accounting for about 68 percent of world trade in recent years. Details of 
trade on a regional basis are provided in Table 2.0 and 3.0. 

Table 2.0
World Merchandise Imports by Region
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Table 3.0

Intra and Inter-regional Merchandise Trade
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These tables also show the relative importance of the European Union, 
the United States and Japan in terms of both imports and exports. Among the 
developing countries the tables show Asia accounts for well over one-half of 
their imports and exports, while the Western. Hemisphere and the Middle East 
each account for 15 percent or less of developing country trade. 

In the case of the Association of Southeast Asian Nations (ASEAN) which 
has a population of about 610 million people, the transformation of global 
trade which had occurred in the developed countries over the decades, had 
also found considerable impact on their economies. As ASEAN is moving 
towards a comprehensive single market by 2020, ASEAN countries have been 
restructuring their economies by adopting economic policies that have fostered 
exports and inward foreign investment. The fluctuation in commodity prices 
and the expanding markets of United States and European Union compelled 
countries ASEAN members that had been dependent on those products for export 
revenue, to promote more diversity in their economic structure. Structural change 
has transformed their economic profiles from being exporters of agricultural 
commodities and unprocessed goods to become exporters of light manufactured 
goods. Besides, Northeast Asian investment has contributed to Southeast Asia 
rapid growth in order to take advantage of its large supply of cheap labor to 
manufacture goods. The ASEAN economies of Singapore, Malaysia, Thailand, 
Philippines and Indonesia have benefited most. Table 4.0 and Table 5.0 provide 
data on total trade of ASEAN countries. Total trade for ASEAN was recorded at 
USD 2523 billion while the flow of capital stock was 2.8 % of the total foreign 
direct investment flow. (UNCTAD, 2015) In Malaysia, inflows of foreign 
direct investment have contributed around 20 percent of gross domestic capital 
formation and provided access to improved technological production and export 
markets. 

Economic growth and geopolitical development in the Southeast Asia is a 
new trend in ASEAN. While economic growth is projected to grow moderately 
at 6% throughout this decade, another interesting feature is the growing middle 
class in ASEAN could also drive more FDI into ASEAN (WTO, 2015 and IMF, 
2016) The Philippines has surpassed the difficult years of the 1980s and 1990s 
and in the process of attaining modest economic recovery (WTO, 2015). The 
peaceful presidential election will rebuilt the people's confidence in political 
stability and effective economic management. Foreign investment will pour in 
to take advantage of cheap labour. The structural reforms implemented in recent 
years and the lifting of the import levy should also help to stimulate the economy. 
However, the success of the economic recovery will also be heavily dependent 
upon improvement on the shortage of electricity and other physical infrastructure. 
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Therefore, once the government is able to overcome these constraints, continuous 
rapid growth is expected to take place into the next decade. 

If there is no further major political crisis, the growth momentum of Thailand 
is expected to be maintained over the next few years though at lower rates than 
in the previous years. The major stimulus to growth will continue to come 
from export of goods and services along with an increase in private and public 
investment in transportation and communications. However, the shortage of 
skilled workers coupled with the infrastructural bottlenecks could adversely affect 
the inflow of foreign investment and could exert upward pressure on inflation. 

In Malaysian, the economic growth continued to register positive growth. 
Domestic demand has become a more important force in the economy as incomes 
rise gradually. New inflows of foreign direct investment may be achieved by 
measures such as special levy on foreign workers in key economic sectors and 
the implementation of good and service tax. 

The prospect for the Singapore economy remain bright with average growth 
of 4.5 % and the manufacturing and service sectors, namely, the financial business 
will remain as major contributors to the rapid growth. In the case of Indonesia, 
the country potential growth prospect for the future years also remains bright. The 
worries on 2015 national elections were over and the government is now seriously 
concentrating on improving the management of the economy. Contribution from 
the non-oil sector should remain the major source of growth. 

Several factors have contributed to the growth of international business: 
market expansion, resource acquisition, competitive forces, technological 
changes, and changes in government trade and investment policies. Market 
expansion is the most significant catalyst for international business growth. 
As the productive capacities of firms' factories outgrow the size of their home 
markets, firm often internationalize their operations to seek new marketing 
opportunities. In many smaller market economies, such as Singapore, Switzerland 
and Netherlands, firms quickly recognized that they had to look beyond national 
boundaries if they were to continue to grow. The home country market is too 
small, took Nestle to start shipping milk to 16 different countries as early as 1875. 

Competitive forces also spur growth in international business activity. 
Because of economies of scale and the financial strength that comes with larger 
organizational size, smaller firms often have difficulty competing with larger 
ones. Thus, when a firm’s competitors begin to grow by expanding into new 
foreign markets, the other firm may have little choice but to follow suit. For 
example in the late 1990s, Heinz, a US food processing firm, decided to increase 
its international presence because the company felt the need to keep up with 
its primary competitors such Nestle, Kellogg, and Philip Morris by setting up 
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operations in several foreign markets. 
Technological changes- particularly in communications, transportation, and 

information processing are other important drivers of the growth in international 
business activities. The increasing usage of computers to rapidly handle and 
process vast quantities of information allows firms to manage offices and factories 
located in every corner of the globe. Changes in communications technology, such 
as the manager in Tokyo office will be able to receive reports from colleagues 
in Amsterdam, Abidjan, and Auckland in minutes rather than days. These 
technological advance equipment make managing a business far easier today 
than in the past and hence have facilitated expansion into international, markets. 

Finally, changes in government trade and investment policies have expanded 
growth opportunities for international businesses. Economic liberalization 
measures in many countries in the region saw the structural changes in their 
economies. In the past 40 years, countries have negotiated reductions in imports 
tariffs and eliminated barriers to FDI within their borders. Many of the reductions 
were negotiated through World Trade Organization (WTO) agreements and more 
recently Trans Pan Pacific Agreement (TPPA) and the many other multilateral 
trade negotiations. To date many of the international trade discussions were 
turned into agreements which consequently saw the expansion of international 
businesses which have become more important to the world's economy. 

2.  Foreign Direct Investment and ASEAN Single Market 

There is much support from ASEAN governments for ASEAN Economic 
Community (AEC). Indeed since its first inception in 1967, they have embraced 
regional collaboration as an important component of their development strategies 
and concluded a very large number of regional integration arrangements. 
Traditionally US, European Union and Japan were ASEAN most important trade, 
investment and development partner. Trade with these countries was governed 
by series of conventions which granted ASEAN countries preferential access to 
these markets. In its early days, the primary focus of ASEAN was on reducing 
geopolitical tensions in the region. 

At the macro level, the AEC paradigm is that of linear market integration, 
following stepwise integration of goods, labor and capital markets, and eventually 
monetary and fiscal integration. The starting point is usually a free trade area, 
followed by accustom union, a common market and then the integration of 
monetary and fiscal matters to establish an economic union. The achievement of 
political union features the ultimate objective in ASEAN Regional Integration 
Arrangements. This process is followed by setting ASEAN Economic 
Community. In 2003, the ASEAN leaders agreed for the establishment of ASEAN 
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Economic Community and several initiatives were put forward in realizing 
a single market goal. In 2010, ASEAN leaders adopted the Master Plan on 
ASEAN Connectivity. The objective is to facilitate the establishment of the 
AEC by 2015 by enhancing regional connectivity in areas such as trade, 
investment, tourism and development. ASEAN Connectivity comprises 
three main elements: (i) enhancing Physical Connectivity by improving 
transportation, information and communication technology (ICT), and 
energy infrastructure;(ii) improving institutional Connectivity by setting up 
procedures to facilitate international transactions of goods and services, and 
cross-border movement of skilled workers and (iii) strengthening People-
to-People Connectivity through socio-cultural initiatives such as education 
and tourism within ASEAN.

Several initiatives have been taken to enhance cross-border collaboration 
among the various capital markets in ASEAN, including by building capacity and 
infrastructure. The working Committee on Capital Account Liberalization was 
established to monitor the implementation of priority actions order to achieve 
freer flow of capital in the region as per AEC Blueprint. The ASEAN Capital 
Markets Forum (ACMF) focuses on the harmonization of domestic laws and 
regulation and the development of market infrastructure with a view to integrate 
the region’s equities market. In 2010, ASEAN Central Bank Governors endorsed 
the creation of the Working Committee on Payment and Settlement System (WC-
PSS) which focuses on policy, legal frameworks, instruments, institutions and 
market infrastructure. In April 2011, ASEAN Central Bank Governors endorsed 
the creation of the Task Force on ASEAN Banking Integration Framework 
(ABIF), which aims to achieve ASEAN-wide banking sector liberalization 
by 2020. The ASEAN Capital Market Infrastructure (ACMI) Blueprint was 
developed in 2013. Accordingly the Working Committee on Capital Market 
Development aims to enable ASEAN issuers and investors to access cross-border 
ASEAN equity and bond markets through integrated access, clearing, custody 
and settlement systems and arrangements. 

The geopolitical configuration of ASEAN has been largely deter4mined by 
the countries colonial powers, and as such has impact on the emergence of nation 
states. Small domestic markets and market fragmentation translates into lack of 
scale economies in the production and distribution of goods and services. The 
immediate post-establishment era of ASEAN was characterized by initially a 
strong commitment to peace and neutrality for the region but later giving more 
emphasis to economic planning. Underpinning this policy approach was the 
belief that development would be promoted by industrialization, in particular 
core manufacturing. The industrialization-regional integration interface was 
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clear. Larger, protected market AFTA was formed in the various industries. The 
aim was to establish a broad range of industries across different sectors.

At the firm level, a firm seeking to enter a foreign market must make an 
important strategic decision on which entry mode to use for the market. Normative 
decision theory suggest that the choice of a foreign market entry mode should 
be based on trade-offs between risk and returns. A firm is expected to choose the 
entry mode that offers the highest risk-adjusted return on investment. However, 
behavioral evidence indicates that a firm’s choices may also be determined by 
resource availability and need for control (Stopford and Wells, 1972). Resource 
availability refers to the financial and managerial capacity of firm for serving a 
particular foreign market. Control refers to a firm’s need to influence systems, 
methods and decisions in that foreign market (Anderson and Gatigon, 1986). 
Control is desirable to improve a firm’s competitive position and maximize the 
returns on its assets and skills. Higher operational control results from having 
greater ownership in the foreign venture. In environments characterized by high 
investment risks, firms with valuable assets and skills may be able to bargain 
with host governments for concessions that provide immunity against investment 
risks. Ownership advantage of proprietary product or technology is fairly 
evident among multinational firms investing in ASEAN markets and formed 
the competitive advantage over its industry rival (Mohamad, Mohamad Hanapi 
2012). These firm-specific ownership advantages may be tangible or intangible. 
For example, the ownership by Japanese, Korean and European automobile 
companies such as Toyota, Nissan, KIA, Mercedes have allowed the firms to 
dominate the production and distribution of their cars in ASEAN region. 

Finally the establishment of ASEAN Free Trade Area (AFTA) paved away 
the benefits of location advantages ASEAN firms.  Firms routinely compare 
economic and non-economic characteristics of the home market with those of 
the foreign market in determining where to locate their production facilities. 
If home country production is found to be more desirable than host country 
production, the firm will choose to enter the host country market via exporting. 
For example, Siam Cement, one of the world's lowest-cost producers, has relied 
on exports from it modern Thailand factories to serve the Cambodian, Vietnam, 
and Laotioan markets rather than setting up production facilities in those countries 
(WTO, 2015). 

3.  ASEAN Economic Community: Firm Perspectives

As noted in the previous section, the main criterion for a firm to invest in 
a foreign country is purely based on risks and returns. In the case of FDI flows 
into ASEAN region, risk and returns were compensated by firm’s possession 
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of proprietary assets which are normally embedded in these firms. It has been 
suggested that the kind of factors which have been found to link with the 
ownership-specific assets are those such as skills, managerial complexity, capital 
intensity, technical intensity and innovative capability (Mohamad, 2012). It is 
further observed that these factors which are seen to cause the formation of the 
multinational corporations are commonly found to be the outcome of the firms' 
structural, conduct and performance within the industry. This section reports on 
the profile of the firms and industries that have operations in ASEAN. 

From our qualitative surveys and analyses of the macro economic 
conditions of ASEAN countries we have found that there are similarities of the 
characteristics of the method of internationalization among ASEAN’s firms. 
These characteristics were found to be the existence of high firms and industrial 
concentration in terms of one aspect of internationalization mode as compared 
to the other. Internationalization is prevalent that exporting is more preferable 
as compared to licensing or franchising though there are resembles of joint 
venture activities. Exporting is generally recognized as being the least-risk 
method of internationalization and, as such, normally represents the beginning 
of an international operation of a firm. It is estimated that in 2015 a total value 
of USD 2512 billion is in the form of merchandise trade among ASEAN member 
countries (Table 4.0).

Table 4.0
Merchandise Trade of ASEAN
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 Of this figure, USD 1295 billion is in the form of export and the rest is import. 
The explanation of the reason why export is more preferable to the ASEAN 
firms may be viewed from several economic perspectives. Unlike multinational 
corporations from developed countries where their strength are in their resources 
and usage of capital-intensive technology, the firms from developing countries 
are smaller, used labor-intensive technology and produced unbranded low R & D, 
low quality products that compete on the basis of price in developing countries. 
However, these embedded characteristics of the developing countries firms may 
not be that strong to offset the possibilities of additional costs of operating on 
shores but significantly capable of competing through offshore operations. Hence, 
the choice of internationalization of the firms in the developing countries now 
rest in the form of exports. 

The other two modes of internationalization such as licensing and franchising 
seem to be obscure and of no significant to the ASEAN firms. There is an 
obvious explanation for the absence of such methodologies. The industry which 
is characterized with high licensing activities is normally associated with the 
type of industry that produces consumer products which undergo tremendous 
amount of research and development activities. One of the common type is 
the pharmaceutical industry. In the developed countries, pharmaceutical firms 
routinely use licensing as their entry mode. One of the specific feature of this 
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industry is that the product is patented in view of the unique medical properties 
and the requirement for good distribution of local networks. Obtaining either is an 
expensive venture. Researching, developing, and testing a new wonder drug can 
cost several hundred million dollars, while distribution networks must be large to 
be effective. Many such firms prefer to forgo the expensive and time-consuming 
process of setting up overseas production facilities and foreign distribution 
networks. Instead they grant existing local firms the right to manufacture and 
distribute the patented drug in return for royalty payments. 

Perhaps the other mode of internationalization of ASEAN firms which is 
gaining momentum and may become the significant channel of international 
operation in the future is foreign direct investment. It is noted that foreign direct 
investment by member countries of ASEAN is growing rapidly, initially at lower 
rates but however progressing rapidly in current years. Another interesting feature 
of foreign direct investment is the growing concern among member countries to 
invest within ASEAN region besides the traditional countries of the developed 
nations. One important feature was exhibited that comes from this operation. 
At first glance, developing countries' multinational corporations do not possess 
proprietary skills or knowledge in management, technology, or marketing skill 
comparable to their counterparts from the developed countries. The products of 
the developing countries' multinational corporations did not compete directly 
against those of other multinational corporations but were specifically directed 
to home countries and other countries within the economic realm of the parent 
companies. This is so because developing countries' firms did not have access 
to the latest technology, the large amount of capital or expertise necessary for 
large-scale, capital-intensive technology and hence must be able to introduce 
appropriate products suitable to such markets. Therefore the suitability of 
developing countries foreign direct investment rests on the ability of the firm to 
produce goods or joint venture projects at lower cost, or the ability to operate at 
smaller scale with simpler application and usage of flexible technologies. 

Table 5.0
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As for regional and individual member country analyses, some important 
dimensions can be observed in Table 4.0 and Table 5.. Most ASEAN exports 
are directed outside the region The US, Japan and the European Union (EU) 
have been the traditional markets. More recently, the destination of exports has 
become more broadly based with inclusion of other developing countries. These 
countries will remain important new markets. This is evident from the fact that 
exports to China have grown double the pace of total exports in 1990 to 2015 
and similarly exports to Singapore, Taiwan and Middle East countries.

The other change in ASEAN's trade pattern is the emergence of the ASEAN 
market itself. For many years, exports to the rest of the world grew at a rate much 
faster than that of intra-ASEAN exports, which reflected a low level of economic 
integration among ASEAN members despite their geographic proximity. From 
2003 to 2013 (Table 4.0), intra-ASEAN trade grew with a steady pace with an 
average growth of 7.6 % trade with the rest of the world, maintaining a share 
of slightly under 20 percent of the total trade. Since 2000, the growth rate of 
intra-ASEAN exports exceeded that of other exports by a small margin. In 2013, 
ASEAN exports were recorded at USD 1295 billion while imports were USD 
1235 billion.

The composition of ASEAN exports has also undergone a remarkable change 
over the past 20 years. There has been a big shift from agricultural commodities 
to manufactured goods. As shown in Table 4.0, manufacturing sector, particularly 
elaborately transformed manufactures, now dominate ASEAN's merchandise 
trade. Structural change has transformed a number of ASEAN economies 
from being exporters of agricultural commodities and unprocessed goods into 
exporters of light manufactures. Although intra-ASEAN trade has increased in 
recent years, this trend should not be overstated. The ASEAN economies' level 
of integration remains well below potential. Some 75 percent of intra-ASEAN 
trade originates from Singapore, the region's entre port and most open economy, 
where non ASEAN goods, especially crude oil and petroleum, are re-exported 
to countries inside the region. If crude oil and petroleum products are omitted, 
intra-ASEAN trade is only 5 percent of total ASEAN exports. It is also noted 
that among the top 50 corporations in ASEAN, a high percentage of them were 
having their core business in oil-related activities with an accumulative export 
of USD 239 billion while the import value of USD 311 for the 2014. 

WTO reported that Singapore's inflationary pressures are falling while 
the wage rises are moderating with its rate of GDP growth for 2014 was 7.0 
percent. Export growth was about 20 percent though it has been said that there 
was a decline in manufacturing strength as foreign investors shun Singapore for 
cheaper location especially in other ASEAN countries and China. From Table 4.0 
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and Table 5.0, it is noted that Singapore total trade have grown from USD 272 
billion in 2003 to USD 856 billion in 2013. Singapore top trading partners are 
traditional developed countries at USD 410 billion, ASEAN at USD 128 billion 
and others at USD 282 billion in 2014. Singapore intra-industry trade among 
the top 13 products consists mainly of electronic goods with the exception of 
refined petroleum products, polymerization and natural rubber latex. The top 
13 product groups, which represent 50.48 percent of Singapore's intra-industry 
trade, shows at Singapore's intra-industry trade is widely dispersed among the 
product groups. 

Table 4.0 and Table 5.0 show Malaysia trade performances for the year 2003 
and 2013. Malaysia's total exports and imports registered at USD 99.4 billion 
and USD 81.9 billion respectively in 2003 and grew to USD 234 billion in its 
export and the imports of USD 209 billion in 2013. Malaysia's leading export item 
were electronic and manufacturing products followed by oil and gas and palm 
oil products while its leading imports are machinery and transport equipment, 
manufactures goods and chemicals. Malaysia's major ASEAN trading partners 
are Singapore with export figure of USD12.43 billion followed by Thailand 
with USD2.27 billion, Indonesia with USD730 million and Philippines with 
USD624 million while its import from Singapore was USD8.6 billion, Thailand 
USD1.51 billion, Indonesia USD961 million and Philippines at USD328 
million. Malaysia's export promotion policies which place greater emphasis 
on free trade zones and licensed manufacturing warehouses, have resulted in 
a high concentration of "sub-contracting" types of goods in its intra-industry 
trade. Malaysia is still heavily dependent on foreign investment in order to 
spearhead the industrialization process. Despite the emergence of the cheaper 
production bases of the new emerging market economies such as China and 
Vietnam, foreign proposed investments in Malaysia registered a total value of 
USD 17.056 billion in 2013. About. a quarter of foreign investment were in the 
electronic and electrical goods sector, where companies from US, Japan and 
Taiwan predominate. The heavy foreign investment in electronics pushed up the 
growth in the manufacturing sector. Malaysian companies have also started to 
invest outside Malaysia particularly in other ASEAN countries and China in the 
construction, infrastructure and real estates and property development sectors. 
The figures for this category of investment stood at USD 6.604 billion in 1996. 

Thailand recorded steady growth in her total trade. The value of Thailand total 
trade was USD 248.6 billion in 2006 and increased to USD  478.2 in 2013 ( Table 
6.0). The volume of trade between Thailand other ASEAN countries increased 
from USD 16.54 billion in 2003 to 102 billion in 2014 with export outnumbered 
import throughout the years. Thailand major trading partner was to Singapore 
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apart from other ASEAN countries while China is now becoming the main trading 
nation of ASEAN. The items of trades were mainly petroleum, electronic products 
and the electrical machinery and parts. Thailand's intra-industry trade consists of 
a broader range of products. With the new inclusion of petroleum, intermediate 
goods such as electronic, transistors and valve absorb a large share of Thailand's 
intra-industry trade. Also play an important role in intra-trade is precious and 
semi-precious stones and textile yarn. Thailand's economy has been in its down 
turn lately following the decrease in its currency and it is envisaged that once 
the crisis is over the economy will be on the smooth track again. 

Table 6.0
World Statistics

Indonesia's economy has been improving very much due to support from 
foreign investment in its development whereby investment commitment from 
abroad doubled from USD 35 billion in 2003 to almost USD 78 billion in 
2014. Much of the foreign investment in the past few years has been aimed at 
export-oriented industry as Indonesia's policy switch from energy reliance to 
manufacturing-based economy. It is noted from Table 4.0 and Table 5.0 that 
Indonesia's total trade was recorded at USD 161.8 billion in 2006 and increased 
to USD 369.1 billion in 2013. In-term of total trade, ASEAN countries are the 
primary trading partners followed by developed countries in more recent cases 
is the advent of China as new economic force in the region. The product groups 
that contributed the most towards Indonesia's intra-industry trade contrasts the 
both Malaysia and Thailand with the conspicuous presence of petroleum oils 
and petroleum products. With electronic products play a minor role, the type of 
goods involved in Indonesia's intra-industry trade represent mainly processed 
fuels and lubricants, and processed industrial supplies which are classified as 
intermediate goods. 
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Table 7.0
FORTUNE GLOBAL 500

The high tariff barriers among individual member countries may not be 
a good strategy for regional economic growth, and the fact that the countries' 
largely export the same type of commodities and compete with each other will 
further detriment any possible growth and development of trade within the 
region. Competition, motivated by individual nation-building priorities and the 
consequent low level of specialization may continue to create a region of low 
industrial, complementarily. If economic integration is to progress, steps have to 
be taken to reverse this situation. Removal of barriers to imports from ASEAN 
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member will foster intra-ASEAN trade. It is interesting to note that ASEAN is 
moving towards ASEAN community in full fledge. The results will be expansion 
of regional trade and acceleration of business growth. 

In the case of corporate performance for the region, in 2015, it was estimated 
that about 20 companies from ASEAN have the highest capitalization of over 
USD 20 billion (Nikkei, 2015) Detailed analysis is presented in Table 8.0. 

Table 8.0
ASEAN 100 LARGEST CORPORATIONS
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The biggest company is Singapore Telecommunications with the 
capitalization value of USD 47.00 billion. The other largest companies come 
mostly from multinational firms in oil and gas and financial services. Singapore 
companies dominated the figures followed by Thailand, Malaysia and Indonesia 
as presented in Table 8.0. The highest profit was recorded by PTT of Thailand 
at 3.074 billion while for non-oil and non- financial services was recorded 
by Singapore Telecommunication at 2.901 billion. From these 100 ASEAN 
companies, 19 companies involved in oil refining, marketing and trading. Seven 
companies involved in the car assembly and sales, 6 companies involved in the 
consumer electronic sector and the rest are involved in various sectors such as 
air transport, shipping, property and real estates, telecommunication and others. 
Also, it is interesting to be noted that from these 100 ASEAN companies, 25 
companies were originally foreign companies that were mainly involved in the oil 
trading business and electronic components sectors. One particular explanation 
for this occurrence could probably be explained by their global business strategy 
of implementing contractual joint venture foreign direct investment. The original 
companies will not be losing their interests with the ownership and control remain 
with the parent firm while at the same time extend their global operation and 
continue to receive benefits of local resources.

E. CLOSING

The analysis of foreign direct investment flows and the development of 
ASEAN Economic Community has been approached from a different direction, 
namely, that of stages of single market integration. Generally we have found 
that FDI flows had significant impact on ASEAN intraregional trade and the 
initiatives taken by the leaders of ASEAN enhanced cross-border collaboration 
among the various capital markets in ASEAN, including by building capacity 
and infrastructure. FDI flows to ASEAN amounted to a record high of USD 120 
billion. Moreover, at almost 9 percent of world FDI inflows, ASEAN’s share of 
global FDI is back to the level during boom years preceding the Asian financial 
crisis. The trend of rising FDI inflows, in USD terms and in the relative terms, 
applies equally to the group of ASEAN-4 countries (Indonesia, Malaysia, the 
Philippines, and Thailand), Singapore and the group 5 other ASEAN countries 
(Vietnam, Cambodia, Myanmar, Laos and Timor Lestie). Rising trend was 
recorded from FDI flows from China, Japan and Korea as well as from United 
States and Malaysia and Singapore. Several factors may be helping to make 
ASEAN an attractive investment market and becoming ASEAN Economic 
Community. Wage costs in manufacturing in ASEAN have been declining relative 
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to China owing to divergent demographics and exchange rate movements. The 
favorable trend in relative wage costs is expected to continue in the coming years, 
reflecting stronger labor force growth in ASEAN. Geopolitical considerations 
and ASEAN’s growing middle class could be also drive more FDI and lastly, 
ASEAN’s commitment to further reduce trade and investment barriers will 
accelerate a single market formation the future.
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