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1. Introduction 

In 2005, the EU was ASEAN’s second largest export market and the third largest trading partner 

after the United States and Japan. EU exports to ASEAN were estimated at 45 billion €, while EU 

imports from ASEAN were valued at 71 billion €. The main exports from ASEAN to the EU are 

machinery, agricultural products, chemical, and textiles and clothing. Although both EU imports and 

exports of goods to ASEAN between 2000 and 2003 have decreased, trade in services has 

increased for both EU imports and exports of services with ASEAN. EU FDI flows to ASEAN are still 

recovering after the fall due to the financial crisis of 1997-98. Among the ASEAN countries, 

Singapore attracts more FDI than all the other ASEAN countries taken together and was the 4th 

largest destination for EU direct investment in 2003, after Russia and ahead of China. Most likely, 

the decline in the EU’s FDI flows to ASEAN is also due to the increased inflows in China, which has 

led to “investment diversion”. 

Since 2000, trade and investment issues have been discussed at Ministerial (EC-ASEAN Economic 

Ministers) and official (Senior Economic Officials Meeting) levels between the European Commission 

and ASEAN. The EU has stressed, on a number of occasions, that the key challenge for EU-ASEAN 

relations is to promote region-to-region economic relations, particularly by addressing non-tariff 

barriers through regulatory co-operation using the framework of TREATI (the Trans-Regional EU-

ASEAN Trade Initiative), and ultimately to lay the foundations for a preferential regional trade 

agreement in the future.  

TREATI is a framework for dialogue and regulatory co-operation developed to enhance EU trade 

relations with ASEAN. The initiative was officially launched as a key component of the European 

Commission's Communication on “A New Partnership with South East Asia” in July 2003. The 

priority areas for co-operation under TREATI are closely linked to ASEAN's own drive for economic 

integration and comprise sanitary and phytosanitary standards in agro-food and fisheries products, 

industrial product standards and technical barriers to trade, and forestry and wood-based products. 

Trade facilitation and co-operation on investment are tackled as cross-cutting issues.  

Work under TREATI is based upon a gradual deepening of co-operation starting with exchange of 

experience and moving on to develop more substantial regulatory commitments between the two 

regions over time. A number of activities have already taken place under the TREATI framework in 

2004, including workshops on topics such as food safety and business priorities. However, it should 

be kept in mind that TREATI does not cover intellectual property issues or competition policy. 

On 17 May 2006, in a talk in Kuala Lumpur, on the future of EU-ASEAN trade relations for the EU-

Malaysian Chamber of Commerce and Industry, EU Commissioner Peter Mandelson said: “… I 

believe that the case for (EU-ASEAN) FTA is a strong one and I will put it to the European Member 

States. Later in the same year, on September 18, 2006, he made a speech in Berlin where he made 

the same point, also stressing that FTAs with India, South Korea and ASEAN would be very 

promising for European businesses. By then, the EU had announced its objective to launch free 

trade negotiations with India, Korea and ASEAN at the earliest possible convenience. In 2006 two 
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reports were drafted for the European Commission (Boumellassa, et al., 2006, and Andreosso-

O’Callaghan  et al., 2006).  

A formal request by the European Commission to the EU member states for a mandate to initiate the 

negotiating process was issued and draft mandates were put to the EU member states on 6 

December 2006. The Commission’s hope was that concrete talks could kick off immediately and that 

negotiations may be completed by 2009.  The EU and ASEAN started exploratory talks, with the EU 

contemplating three negotiating scenarios: EU FTA negotiations with ASEAN as a whole; with ASEAN 

minus Myanmar, Laos and Cambodia – the three least-developed economies in the region; or the 

negotiation of seven bilateral FTAs with Brunei, Indonesia, Malaysia, the Philippines, Singapore, 

Vietnam and Thailand – countries with which the EU is already in the process of negotiating individual 

partnership and cooperation agreements with. 

 

At its meeting on 23-24 April 2007, the Council of the European Union adopted the Commission’s 

recommendation to open negotiations with the Andean Community, the countries of ASEAN, Central 

America, India and the Republic of Korea. The Council reaffirmed that  

”… the EU should aim at a new generation of WTO-compatible Free Trade Agreements (…)  

The new WTO-compatible Free Trade Agreements with emerging countries should contribute to 

improving competitiveness and growth in Europe and globally and support further integration of 

partner countries into the international trading system. They should be ambitious and 

comprehensive and comprise far reaching liberalisation of trade in goods and services, and 

investment. Special attention will be given to the elimination of non-tariff barriers. The Council 

supports the Commission's approach for Free Trade Agreements based on economic 

considerations, especially the market potential of possible partner countries, the current level of 

trade barriers between them and the EU, and their ongoing or concluded Free Trade Agreement 

negotiations with EU competitors. (…) Free Trade Agreements with countries of ASEAN, India 

and the Republic of Korea should be taken forward rapidly to improve the external 

competitiveness and market access conditions of European industries on these important 

markets vis-a-vis global competitors.” 

 

Both from the Commission’s recommendation and the Council’s decision, there can be no doubt that 

the EU-ASEAN FTA negotiations are closely linked to increasing EU concerns about economic 

interests in South-East Asia being jeopardized by the negotiations of the US, China and Japan of their 

bilateral FTAs with ASEAN countries, a region which is considered as becoming the world’s future 

leading exporter. 

 

It is also clear that the EU wants a “WTO Plus” agreement with ASEAN, leading to rapid and radical 

trade, services and FDI liberalization. Apart from the removal of non-trade barriers, which is a top 

priority, the harmonization of trade rules and regulations is aimed at, in order to enhance EU member 

states’ competitive advantage. Also, measures to protect intellectual property rights and the opening 

up of government procurement markets feature prominently.  
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2. Free trade agreements and WTO Plus : a comparison between the EU and 
the United States 

After the WTO Ministerial Meeting in Cancun in September 2003 had failed dramatically, the United 

States announced that it would instead push for bilateral trade agreements. Such negotiations, 

especially when held with individual developing countries, are evidently putting the USA, as a leading 

economic world power, in a very favorable bargaining position, and the United States succeeded in 

having negotiations on issues like intellectual property rights (IPR) and capital market liberalization 

(the so-called “new agenda” trade issues), that it was unable to put on the agenda of the Doha Round. 

On the other hand, each developing country separately, is rather put in a prisoner’s dilemma situation: 

having to fear trade diversion if other developing countries are first in ending bilateral free trade talks 

with the United States, and expecting, often unwarranted, better market access and more US foreign 

investment (Stiglitz, 2006: 96-97), it will feel pushed to finish such talks before the other developing 

countries. 

 

In contrast to the strategy adopted under President Clinton, when bilateral, regional and global trade 

deals were pushed simultaneously, the Bush Administration, after 2000, has followed a strategy of 

“competitive liberalization” (a concept developed by Fred Bergsten, see Bergsten, 1996) which lead to 

many bilateral and regional trade agreements (Hufbauer and Wong, 2005: 2). The United States 

considers that these agreements will lead to multilateral trade liberalization on a non-discriminatory 

basis (DeRosa, 2005: 121). This shows that the United States did not wait for the failing Cancun talks 

to change its stance.  

 

In 2003, the USA concluded an FTA with Singapore. One of the major US motives was clearly to 

induce other countries in the region to seek similar agreements to avoid discrimination in the large 

American market. Within this context, however, the United States aimed and aims in such FTAs to 

open up government procurement in the partner country to US companies, to liberalize trade in 

services, to protect intellectual property and to secure national treatment for US international 

investment (Weintraub, 2004: 85). Both the FTA agreements between the US, on the one hand, and 

Singapore and Chile, on the other, were more comprehensive than the NAFTA, thus providing 

evidence that minds in the United States had evolved considerably since the early 1990s. It can safely 

be taken for granted that the same motives and considerations are underlying the US negotiation 

positions on an FTA with Thailand.   

 

With regard to the liberalization of services in the US-Singapore FTA, the focus was on financial 

services (banking, insurance, securities, etc.), as well as on computers, direct selling, 

telecommunication, distribution, wholesale, retail, franchising, adult education, e-commerce, etc. 

Regarding government procurement, many more government agencies are opened to competitive 

bidding than in other agreements in the past. Labour and environmental protection issues were 

introduced, as in the US-Chile FTA. It is also interesting to note that “at the last minute”, and for the 

first time in history, the United States had a third non-trade provision inserted in both the US-

Singapore FTA and the US-Chile FTA, prohibiting the use of capital controls, after severe US pressure 

on both partner countries and with little or no public debate (Weintraub, 2004: 87, 90).   
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Regarding agricultural products, the US negotiation positions did not face strong opposition in Chile or 

Singapore but it remains to be seen how Thailand’s agricultural sector will react to long transition 

periods for agricultural trade liberalization and market access. 

 

In November 2002, the United States announced the “Enterprise for ASEAN Initiative” (EAI) which 

aimed at providing a “road map” for individual ASEAN countries, other than Singapore, to pursue a 

free trade agreement with the USA. Conditions have to be met such as: 

1. the ASEA N country has to be a WTO member, 

2. the ASEAN country has to sign a trade and investment facilitation agreement with the USA2 

(DeRosa, 2004: 117-118) 

DeRosa (2004) has made econometric simulations using the GTAP model (Hertel, 1997)3, which show 

that the United States will experience the greatest economic gain under an FTA with Thailand, 

followed by far by the gains from a US FTA with Malaysia and the Philippines respectively (DeRosa, 

2004: 150). This is probably due in part to the present average high Thai tariff duties (which will lead to 

greater economic gains for the USA in case an FTA is reached). These gains, together with Thailand’s 

greater willingness to discuss FDI liberalization and “new agenda” trade issues, has made the country 

the “most appropriate next ASEAN partner for a US bilateral free trade agreement” (DeRosa, 2004: 

168). 

 

Still another issue is that FTA’s with other countries in the region (e.g. between the United States and 

Taiwan) have negative impact on e.g. Thailand’s welfare and exports (see Lardy and Rosen, 2004: 41, 

Choi and Schott, 2004: 189). Of course, this will be more important for Thailand than for the USA, but 

it also explains the US motivations as such bilateral FTA’s have a catalytic effect on other FTA 

negotiations with countries in the region (e.g. Thailand) (Choi and Schott, 2004: 173). 

 

In contrast to the United States, the EU has favoured having its economic and trade relations with 

other countries settled in bilateral agreements with other economic regions. However, bilateral 

agreements have been used to prepare further enlargement of the EU with candidate Member States, 

but also with neighbouring independent countries in order to create more political stability at its 

borders. On the other hand, the EU has not completely shied away from bilateral trade negotiations, 

particularly when its economic interests were at stake (e.g. with Mexico, Chile and South Africa). The 

EU has proposed FTAs with identified priority regions and countries, such as the Community of 

Andean Nations, Mercosur, Central America and African, Caribbean and Pacific (ACP), as well as with 

ASEAN, India and Korea. In the EU strategy paper Global Europe – Competing in the World published 

in October 2006 these future FTAs are described ‘new competitiveness-driven FTAs....aiming at the 

highest possible degree of trade liberalisation including far-reaching liberalisation of services and 

investment’ (European Commission, 2006:11). The goal of the EU is to create opportunities for 

European companies abroad, targeting especially the overall regulatory environment in third countries, 

particularly emerging markets. This is an important strategic shift. 

 

                                                     
2 Under such an agreement, prior to the start of the negotiations, a bilateral council of senior officials has to be 
established which identifies barriers to trade and foreign investment and discusses ways to eliminate these. 
3 Unfortunately, the GTAP model does not take Non-Tariff Barriers and trade in services into account. 
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Whereas in the 1980s and 1990s, the EU seemed to favour a gradual approach in its bilateral or bi-

regional negotiations with other issues than trade, such as agriculture, services and investment 

negotiated at a later stage, the EU-Chile agreement of 2000 showed the abandonment of gradualism. 

As one observer stated :  

“…it contains everything at once: association, goods, services, investment, intellectual 

property etc, etc. … The gradual approach has been abandoned.” (Maes, 2007: 8).  

 

In this respect, it should not be forgotten that, in spite of lacking a trade agreement with countries in 

Asia, and with ASEAN countries in particular, the EU has concluded so-called “trade co-operation 

agreements” with a number of them, on issues that are not yet covered by the WTO (investment, 

government procurement, trade facilitation, mutual recognition, competition, etc.) or are seen as 

enhancing WTO compliance (IPR, anti-dumping practices, etc.). Apart from this, EU member countries 

have concluded bilateral investment agreements with many Asian countries. The European 

Commission drafted recently a template intended for use in all its ongoing and future bilateral 

negotiations, which simultaneously deals with services, investment (establishment) and E-commerce 

and outlines per sector the extent of market access and national treatment that investors and service 

providers will be granted (Maes, 2007: 9-10). 

 

There should be no doubt that in Asia, ASEAN, South Korea and India have been selected by the EU 

for future FTA negotiations on the basis of their market potential and their strategic position, thus 

securing EU market access (also taking into account the bilateral agreements that these countries 

have with non-EU countries, e.g. with Japan, China, Australia or the USA). After the identification of 

future FTA partners, the EU also insists on a verification process to make sure that they share the 

same goals and ambitions regarding trade and investment liberalization as the EU. This “verification” 

was finalized with India, South Korea and ASEAN. It has led, for instance, to recommendations by an 

“EU-ASEAN Vision Group” (ASEAN-EU Vision Group, 2006) on the negotiations. As the EU had 

ongoing negotiations for “Partnership and Co-operation” with Thailand, Singapore, Indonesia, 

Malaysia, the Philippines and Brunei, and is about to start negotiations with Vietnam (if not started 

recently), the original strategy of the European Commission was to have FTA negotiations with only 

seven of the ten ASEAN members, excluding Myanmar, Laos and Cambodia.  

 

3. The economic analysis of an EU-ASEAN FTA 
The welfare implications of the creation of a free trade agreement (FTA) between two countries or 

regions, here the European Union and ASEAN, can easily be explained by considering a given 

product group.  Assume that the price level for that product group in the EU is higher than in ASEAN, 

which in turn is higher than in the rest of the world.  Before the creation of the FTA, the EU is levying a 

non-discriminatory import duty on the product, such that the price of the products coming from the rest 

of the world, after duty payment, will be equal to the EU price. The price of the products coming from 

ASEAN would be uncompetitive in the EU market after duty payment.  Therefore, before the creation 

of the FTA, all imports of the product at issue in the EU will come from the rest of the world.  
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With the creation of the EU-ASEAN FTA, the EU will no longer levy an import duty on the product 

originating in ASEAN and, as Figure 1 below shows, the EU price of the product will drop to the 

ASEAN price level.  In the figure, demand and supply for a specific good in the European Union is 

shown. The ASEAN price level considered is that of Singapore, the assumed lowest price in ASEAN.   

 

As a result, imports will increase, but now the product from the rest of the world, after duty payment in 

the EU, will be uncompetitive, having in the EU market a higher price than the product from ASEAN.  

Therefore, the imports that came prior to the FTA from the rest of the world, are now supplied by 

ASEAN.  This is trade diversion.  Its welfare effect can be measured by the area c in Figure 1. It 

equals in part the reduction of tax revenue for the EU because of trade diversion in favour of ASEAN. 

 

Figure 1: Trade creation and trade diversion 
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b +d: welfare gain of trade creation
      e: welfare loss of trade diversion  

 

On the other hand, as the price of the product in the EU market is lower than before, part of the former 

EU supply (i.e. that produced in the EU at a higher marginal cost than the price level after the FTA) will 

now be replaced by ASEAN imports, meaning that former EU supplies are replaced by Singapore 

imports.  This is trade creation and its welfare effect can be measured by the surface of area b in 

Figure 1. In addition, because of the lower price, consumption in the EU will rise, leading to even more 

imports from Singapore and thus additional trade creation, the welfare effect of which can be 

measured by d in Figure 1. 

 

Textbook economic theory on the static welfare effects of customs unions and free trade agreements 

predicts that: 

• The welfare effect of trade creation will be larger the higher the price elasticities of supply and 

demand of the products at issue (or the less steep the slopes of D and S in Figure 1).  In terms of 

the simple diagram it will make b en d larger for given domestic prices in the EU and Singapore. 

• The welfare effect of trade diversion will be smaller, the closer the price levels of ASEAN (here: 

Singapore) compared to the rest of the world, or in other words, the larger the price differentials 

between ASEAN (Singapore) and the EU.  It will make e in the diagram larger. 
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It should be stressed, however, that today, and also among the issues that will be covered in an EU-

ASEAN FTA, much attention will be devoted to non-tariff barriers to goods and services. The above 

economic analysis of the impact of a reduction of tariff barriers cannot be applied, as NTBs are not 

revenue-generating, but cost-increasing (e.g., differing norms and standards, differing testing and 

certification requirements, cumbersome customs procedures, etc.).  

 

Pelkmans and Winters (1988) have shown that when barriers, which are removed among FTA 

members, are cost-increasing (such as NTBs), the diversion of trade in favour of FTA members is not 

welfare reducing. Moreover, as Wonnacott and Lutz (1989) have argued, NTBs (e.g., quantitative 

restrictions) which existed before the FTA became operational, might well lead to an increase in the 

FTA members’ trade without a reduction of trade with non-member economies. This means that the 

countries will experience trade creation without trade diversion.  

 

When the NTBs are removed between FTA members, the domestic price falls, which goes together 

with a fall in domestic production and a rise in domestic consumption. The quantity of imports now 

comes exclusively from the partner country. The elimination of NTBs generates trade creation, trade 

diversion and trade expansion. Andreosso-O’Callaghan et al. (2006: 4) have argued that trade 

diversion is not welfare reducing as no government revenue is lost by the importing country. However, 

it should be stressed that, if the trade creation leads to increased imports of goods and services from 

the partner country, which is producing these at a higher cost than the rest of the world, the welfare 

effect for the non-partner countries is negative.  

 

Yet, consider the price-difference between the rest of the world and the EU in Figure 1 as due to 

NTBs. As the ASEAN price is higher than the world price, and the same NTBs apply, all EU imports 

are coming from the rest of the world and none from ASEAN.  The area c+e represents the cost of the 

NTBs in the EU market that the imports from the rest of the world are facing. If the EU and ASEAN 

would agree on free trade with a removal of NTBs, there is going to be trade diversion in favour of 

ASEAN and the cost of the NTBs on non-partner countries will disappear completely, which is welfare 

increasing. If part of the cost of the NTBs were income-generating in the importing country 

(certification, testing, etc.) there is also a welfare loss, however smaller than c+e. 

 

Moreover, in contrast to the cost-increasing NTBs (or resource-using NTBs), there exist also NTBs 

that are “revenue-raising”, such as quota’s and Voluntary Export Restraints. In this case, c+e is an 

economic rent which is shared between the exporting and the importing companies. The removal of 

such revenue-raising NTBs between the EU and ASEAN will reduce this rent. 

 

In the above, we have considered the benefits of an EU-ASEAN FTA from the point of view of the EU. 

We evidently can easily use the same analysis for goods and services that ASEAN is importing from 

the EU. 

 

The above analysis is essentially static and the effects identified are static effects. There are good 

reasons to believe that the dynamic effects of an FTA are more important, although the economic 

analysis is much more complicated.  
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The dynamic effects relate to the many ways through which an FTA might influence the rate of growth 

of output at both the sectoral and aggregate level. Among the major dynamic effects, increased 

competition and economies of scale can be mentioned. The domestic producers will be exposed to 

more competition from the FTA-partners, which will induce them to restructure, become more efficient, 

use more modern technology, invest more, etc. Through the FTA there will be also more specialisation 

following the comparative advantage of the partner countries. As the output levels will increase in a 

number of sectors, the average costs of production will fall. This will make the producers more 

competitive in the rest of the world and/or generate higher profits, which in turn might be invested in 

more and better capital equipment and technology, or in higher R&D, thus contributing to a virtuous 

circle of increased welfare and growth.4  Based on the economic literature on multinational business, 

technological change and technology transfer, Andreosso-O’Callaghan et al. (2006: 5) concluded that:  

“the impact of an FTA may be different for an agreement involving exclusively developed 

countries and one involving both developed and developing countries (that is a “mixed” or North-

South agreement). A North-South FTA is more likely to generate useful technology transfers to 

the less advanced partner. Yet, dynamic positive effects (associated with economies of scale for 

instance) can be expected to be more important when intra-industry trade dominates, as is often 

the case between developed economies.” 

 

There exists a vast empirical literature on the effects of FTAs on the member countries. In these 

studies econometric models are constructed, based on a number of simplifying assumptions, which 

allow the authors to come up with estimates of the impact of the regional or bilateral FTA researched, 

on welfare, national income and economic growth, wages, sectoral composition of aggregate output, 

etc. It would lead us much too far to enter into this literature.  

 

Regarding an EU-ASEAN FTA, however, little empirical research has been undertaken to get to an 

estimate of net welfare effects.  A first, rather exploratory study was done by van der Geest (2004), 

following the approach of a previous study on an EU-Singapore FTA (van der Geest, et al., 2003) and 

drawing attention to the major contentious issues of EU-ASEAN FTA negotiations.   

 

In preparation of its proposal for starting negotiations with the ASEAN countries, the Directorate 

General for Trade of the European Commission contracted two major studies, which lead to the 

reports by Boumellassa et al. (2006) and Andreosso-O’Callaghan et al. (2006).  

 

In Boumellassa et al. (2006) three scenarios are modeled, simulated and assessed using MIRAGE, a 

computable general equilibrium (CGE) model developed by CEPII5, as follows:   

- a first scenario with import duties on goods fully dismantled, and 50% of trade barriers in 

services removed, also allowing a comparison with a situation where trade in services is 

not liberalized. 

- a second scenario with a list of sensitive products excluded from the FTA. 

                                                     
4 Regarding European integration, the reader is referred here to the analysis and conclusions of the Cecchini 
Report (ECSC-EEC-EAEC, 1988). 
5 Centre d’Etudes Prospectives et d’Informations Internationales. 
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- a third scenario which endeavors to assess the impact of a changing environment in the 

world economy as a result of other FTAs in which the EU and ASEAN are partners. 

 

The reduction of the trade barriers between the EU and ASEAN are assumed to start in 2008 and be 

fully implemented in 2015. Contrary to the GTAP model (see above), non-tariff barriers are taken into 

account, as well as liberalization in trade in services. It should be stressed that also the impact of trade 

liberalization on foreign direct investment is taken into account in the MIRAGE simulations.  

 

Table 1: Estimated impact of an EU-ASEAN FTA on welfare (variation in %), by country, 2020. 
 

Region Scenario 1 Scenario 2 Scenario 3 
 Goods & 

Services 
Sensitive 
Products 

New other 
FTAs 

ASEAN 2.16 2.28 2.58 
Indonesia 1.81 1.77 1.77 
Malaysia 8.30 7.95 7.83 
Philippines 1.12 1.87 2.93 
Rest of ASEAN 0.29 0.10 0.32 
Singapore 0.41 0.51 0.74 
Thailand 2.63 2.74 3.05 
Vietnam 2.22 2.26 2.35 
EU25 0.10 0.11 0.09 
China -0.00 -0.02 -0.04 
India -0.04 -0.02 -0.02 
Other developed countries 0.00 0.01 0.01 
Other developing countries -0.04 -0.04 -0.05 

Source : Boumellassa et al. (2006) 

 

From these simulation results some important conclusions can be drawn: 

- The welfare gains for ASEAN are very large, amounting to 2.5-2.6 of GDP in 2020.  

- Of these welfare gains to ASEAN, about three quarters of the gains are associated with 

liberalization in services.  

- The introduction of a list of sensitive products, i.e., products that are excluded from the 

FTA, will increase the overall expected welfare gains for the ASEAN and the EU. This is a 

remarkable result from the point of view of mainstream economic theory, but can probably 

be explained by some characteristics of the MIRAGE model: imperfect competition and 

increasing returns to scale in the production of goods and services.  

- For most ASEAN countries, the welfare gains in the third scenario are even larger than in 

the second, thus confirming the desirability of an EU-ASEAN FTA in the light of both 

regions being involved in other new FTAs (EU-Mercosur, ASEAN FTAs with Japan and 

the US). 

 

Some words of caution are in place, however (see also Andreosso-O’Callaghan et al. 2006: 9, where 

a long list of factors is mentioned, which explain the lack of consensus in empirical work on FTAs).   

1. Boumellassa et al. (2006) does not consider the impact of the removal of NTBs on goods in 

the estimations (except quotas). The barriers to trade in services are in an ingenious way 
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measured using restrictiveness indicators, which are subsequently transformed into tariff 

equivalents. In the scenarios it is assumed that protection in services is halved. It is far from 

clear what the implications are of the use of the trade barriers indicators for the simulation 

results, but it seems that they are quite sensitive to these data and the uncertainty surrounding 

the real values. 

2. Like most other studies on FTAs, Boumellassa et al. (2006) is an ex ante study. It can be 

argued that ex post effects of trade liberalisation are probably lower 

 

4. Some further reflections 
At present, the negotiations between the EU and ASEAN have not started yet. Originally, the EU had 

set a target of two years. However, this target is probably more a tactical announcement than real, as 

all parties concerned are aware of the formidable task that lies ahead. 

 

NGO’s have voiced a number of concerns about the EU-ASEAN FTA that seems to be envisaged by 

both regions, such as among others: 

1. Essential services, including health, education and water supply, are not a priori excluded 

from the liberalization agenda. 

2. There is no mention of an asymmetrical treatment (special and differential treatment) of 

developing countries in the EU negotiating mandate.  

3. The EU demands WTO Plus commitments from developing countries like ASEAN, which is in 

total disregard of any development dimension to trade. 

4. The future FTA is not embedded in an association agreement, containing provisions on 

political, economic and development cooperation along with a focus on social cohesion, 

democratic principles and human rights (see Knottnerus, 2007: 20-21; for a full list of 

concerns, see e.g.11.11.11 et al., 2007)6 

 

Both in the EU and in a number of ASEAN countries, NGO’s are playing an important role. It is 

therefore likely that the alarming concerns voiced by the NGO’s will affect the negotiation process and 

delay it. The issue of the inclusion of essential services in the negotiations is one of the divisive topics, 

with the lobbyists of the private sector in the EU (such as e.g. the European Services Forum) and a 

number of NGO’s in both the EU and ASEAN as the most extreme protagonists from both sides of the 

divide.  

 

In order to assess the future negotiation process, it should also be emphasized here that the EU and 

ASEAN have been adopting a different approach towards FTAs, which might well have impact on the 

EU-ASEAN negotiations. ASEAN’s FTAs are largely related to the reduction of tariff barriers with an 

exclusion list, and other issues (FDI, services, IPR, etc.) either are not included or remain vague. The 

EU FTAs, on the other hand, are becoming increasingly comprehensive and WTO Plus (see 

Andreosso-O’Callaghan et al., 2006: 22-27) 

                                                     
6 The EU has indicated, however, that it will make efforts to include labour standards and sustainable 
development into its Asian FTAs. 
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ASEAN has stated a preference for a region to region type of FTA negotiations, but the European 

Union seems in favour of bilateral negotiations, being within a regional approach. It is also likely that 

the EU will restrict the EU-ASEAN FTA to the seven more developed ASEAN economies (ASEAN 7: 

Singapore, Thailand, Malaysia, Indonesia, Philippines, Brunei and Vietnam), with the exclusion of 

Cambodia, Laos and Myanmar (CLM).7 In this respect, the private sector pressure groups have 

repeatedly stated to favour the pure sang bilateral approach, such that the EU should rather conclude 

bilateral FTAs with some of the ASEAN countries and not limit its room of maneuver in the negotiation 

process by setting the goal to reach an FTA with all seven ASEAN members.  

 

It should be stressed that a “WTO Plus” approach to FTA negotiations is not necessarily wrong if some 

simple conditions are met, such as:  

- Applied to a region-to-region FTA, so that there is less scope for a “spaghetti bowl” of 

different provisions in a multitude of bilateral FTAs. The EU favours a region-to-region 

approach, although via bilateral negotiations8 

- The provision of a differential treatment of the countries according to their development 

level. Even among the ASEAN 7 there are huge differences in the level of development 

between Singapore, at one extreme, and Vietnam at the other extreme. 

However, neither of these conditions seems to be fulfilled. 

  

The European Union has evidently good reasons to adopt the bilateral negotiations approach with 

ASEAN.  First of all, the institutional structure of the ASEAN Free Trade Area and ASEAN itself is very 

weak. Secondly, ASEAN is very diverse in terms of level of economic development of the member 

countries, and the present trade policy regimes applied by the EU to the countries differ, going from 

mostly MFN for e.g. Singapore, over GSP for many products from Thailand, the Philippines, Malaysia, 

Indonesia, and Vietnam, to “Everything but Arms” for the least developed countries like Laos and 

Cambodia.  From this it follows that the ASEAN countries will be affected differently according to their 

level of development, with the least developed benefiting least, as many of their products can already 

get into the EU duty-free. One should also not forget that in the quantitative assessment of an EU-

ASEAN FTA by CEPII (Boumellassa et al., 2006) Cambodia, Laos and Myanmar are included, which 

means that the low impact found (see Table 1) will be actually much lower, and therefore the gap 

between these countries and the seven other ASEAN-nations will widen, if no accompanying 

measures are taken by ASEAN and supported by the EU.  

 

The gaps in development levels are also reflected in a different speed in trade liberalisation within 

AFTA between the old ASEAN members and the newer members, which are among the world’s least 

developed countries.  The newer members have more time to reduce their tariffs: Vietnam was to 

reach the 0-5 % import duties in 2006, Lao PDR and Myanmar in 2008 and Cambodia in 2010. Full 

liberalisation of trade for CLM is scheduled to be achieved in 2015. 

                                                                                                                                                                  
 
7 It is remarkable and doubtful that Vietnam will be partner of a future FTA, taking into account the low level of 
development of the country. 
8 That a region-to-region FTA has to be bilaterally negotiated, relates to the different institutional structures of the 
EU and ASEAN. In the EU, supranational authority in matters relating to international trade policy resides in the 
European Commission; ASEAN is at present still a free trade area with limited powers for the ASEAN Secretariat.  
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All this evidently implies that, from an EU perspective, a differential treatment of the ASEAN countries 

is required. At present, it is not clear how far the EU is prepared to go in this direction with ASEAN 7, 

as it  would conflict with the region-to-region and the WTO Plus approach. The EU negotiators should 

also be ill-advised if they would use e.g. the successful EU-South Korea FTA negotiation position as a 

unique (even if to some extent adapted) template for EU-ASEAN FTA negotiations.  

However, there is much more. If the EU keeps its promises that its region-to-region policy aims to 

further the economic integration process within ASEAN, the FTA negotiations, and if agreement is 

finally reached, the implementation of the EU-ASEAN FTA, have to be accompanied by a 

development assistance and technical assistance to most of the ASEAN 7 as well as to Cambodia and 

Laos (and Myanmar in as far as a democratisation process in that country allows).  

 

By keeping CLM out of the EU-ASEAN FTA, the EU increases the risk that these countries will be left 

behind. One should e.g;, realize that the EU’s approach to restrict an FTA to ASEAN 7 will evidently 

benefit some ASEAN members more than others, and therefore can easily divide the ASEAN 

countries in the negotiations. In case of an EU-ASEAN 7 FTA, CLM will remain the “backyard” of many 

businesses in Thailand, Malaysia and Singapore9, leaving these much less exposed to EU competition 

in the CLM markets. This is not only true for manufactured goods but even more for services: air and 

maritime transportation, banking and insurance, tourism, etc., foreign investment and government 

procurement. 

 

As mentioned, exports from Cambodia and Laos to the EU can now enter the European market duty 

free under the “Everything But Arms” (EBA) scheme. Two problems should be remedied by the EU, 

however. One is the restrictive and difficult (often not very transparent) rules of origin applied, which 

lead to insufficient utilization of the EU preferences granted.10 The other is the problem of preference 

erosion that CLM will experience as the result of an EU-ASEAN7 FTA, which will also give ASEAN 7 

duty free market access in the EU and thus annihilate CLM’s comparative advantage under the EBA. 

In addition, the rules of origin of an EU-ASEAN7 FTA relating to goods and services, apart from being 

transparent, should also apply to CLM, in order to guarantee that these countries will not loose their 

attractiveness for foreign and ASEAN FDI vis-à-vis China, the Philippines and Vietnam. 

The EU has to make sure that CLM will at least experience a beneficial impact comparable to the 

ASEAN 7 countries.  This can only be achieved by much enhanced technical assistance and 

development aid for CLM. Such assistance is even more required if we take into account the low 

technology transfer absorption capacity of these countries, compared to e.g. Singapore or Malaysia. 

(Andreosso-O’Callaghan et al., 2006: 5). At present, there is no indication that the EU will do so. 

 

                                                     
9 During the period 1994-2005, ASEAN accounted for 48 % of all foreign direct investment in fixed assets in 
Cambodia, with Malaysia alone responsible for 36.9 %, followed by Singapore 5.4 % and Thailand 4.2 %. 
Cuyvers, Soeng and Van Den Bulcke (2007). 
10 The degree of utilisation for ASEAN is 62.4 %, for Cambodia only 53.7 % and Laos 68.3 %. Myanmar is 
excluded from the EU preferences. See Cuyvers and Verherstraeten (2005:18) 
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5. Some conclusions 
There is no doubt that an EU-ASEAN FTA will bring benefits to the ASEAN countries involved, as well 

as the European Union. However, the task ahead is formidable. 

 

For one thing, within the individual ASEAN countries, powerful pressure groups are mistrustful about 

the future negotiations. In addition, the individual ASEAN members are already involved in a number 

of other bilateral FTA negotiations with countries in the Asia-Pacific region. In all ASEAN 7 countries 

(except Singapore), these negotiations are stretching the available negotiation capacity of the 

government, which leads to fears not to be able to follow sufficiently close and thoroughly negotiations 

with the EU. This, in turn, makes most ASEAN 7 countries extremely cautious and eager to delay the 

negotiation process. At ASEAN level, one should also not forget the weak institutional structure of 

ASEAN, compared to the EU (see e.g. Cuyvers, 2002). 

 

EU negotiators have also a difficult job to balance the pressing demands from the European private 

sector, which doubts the region-to-region approach and wants quick results, with the general political 

and economic goals of the EU to help regional integration in ASEAN. In addition, there is a need on 

EU side to develop and adopt in close harmony with the negotiations and the implementation of an 

FTA with ASEAN 7, an asymmetrical approach of development and technical assistance, both vis-à-

vis the poorer ASEAN 7, but even more with Cambodia, Laos and Myanmar.  

 

Taking all these aspects into account, we must doubt whether the future negotiations will lead to many 

quick results.  
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