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In January 2007, heads of ASEAN governments declared their strong
commitment to accelerating the establishment of the ASEAN Economic
Community (AEC) to 2015 as envisioned in the ASEAN Vision 2020.
The ASEAN Economic Community Blueprint which comprises four
thrusts was adopted. Out of the four thrusts in the AEC Blueprint,
more progress has been made in the first, third, and fourth thrusts
which aim at fostering (1) a single market and production base, (3) a
region of equitable economic development, and (4) a region fully
integrated into the global economy, compared with the second thrust
(2) on making ASEAN a highly competitive economic region. Ministers
have been tasked to implement the AEC Blueprint and report to the
Council of the ASEAN Economic Community on the progress of its
implementation.

Since then significant progress has been made on the free flow
of goods under the first thrust via the removal of tariffs through the
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ASEAN Free Trade Area (AFTA). Except for Sensitive and Highly
Sensitive Unprocessed Agricultural Products, ASEAN Six, which includes
Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore,
and Thailand, have eliminated the import duties on 99.65 per cent of
traded tariff lines since 1 January. 2010, while Cambodia, the Lao PDR,
Myanmar, and Vietnam (CLMV) have 98.86 per cent of their traded tariff
lines reduced to 0-5 per cent.

While AFTA has fostered intra-ASEAN trade since 1992 when it was
first established, recent numbers since 2007 show little improvement
in trade. This could be due to the unavoidable contraction in trade
as a result of the global financial and economic crisis, especially since
a significant portion of ASEAN’s trade comes from supplying to the
advanced economies that were affected by the global crisis. Intra-ASEAN
trade rose by 13.6 per cent to US$458 billion and comprised 26.8 per
cent of total ASEAN trade in 2008. However, in 2009 the momentum
slowed as intra-ASEAN trade fell back to US$376 billion (US$403 billion
in 2007), comprising 25.8 per cent of total trade, which was similar to
the level in 2007 (25 per cent).

Apart from promoting the free flow of goods, ASEAN member
nations are also committed to promoting free flow of services through
the ASEAN Framework Agreement on Services (AFAS), which deals with
the liberalization of services through successive rounds of negotiations
with the aim of submitting increasingly higher levels of commitments for
priority areas, as well as mutual recognition agreements on professional
services. Priority areas for liberalization include air transport, e-ASEAN,
health care, and tourism by 2010, and professions for mutual recogni-
tion agreement include architecture, accountancy, surveying, medicine,
and dentistry.

As for the free flow of investment, ASEAN investment cooperation
is being implemented through the ASEAN Comprehensive Invest-
ment Agreement (ACIA) whereby investment liberalization will be
implemented with a view towards achieving a free and open investment
environment in the region. Investment liberalization will be progressive
and have clear timelines. With limited exceptions, national treatment and
most-favoured nation treatment will be extended to ASEAN investors
during the pre- and post-establishment stages of any investment.

Investment flows into ASEAN had been trending upwards before
the global economic crisis and they peaked at US$74 billion in 2007.
However, with the onslaught of the global crisis, ASEAN was not spared
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and foreign direct investment (FDI) into ASEAN fell by 36 per cent
in 2008, and 21 per cent in 2009. The fall in FDI inflows into ASEAN
was not as severe as that experienced by developed nations, which fell
between 30 per cent and 44 per cent. Growth in intra-ASEAN investment
flows was buoyant, increasing by 8.1 per cent to US$10.5 billion in 2008,
but this level was not sustained as it collapsed by 57.7 per cent to
US$4.4 billion in 2009.

While ASEAN governments remain committed and have abided by
the declaration in the blueprint, it is important that the private sector also
responds strongly to the AEC. Of late, investment and trade figures have
not been very encouraging due to the global economic slowdown, but
it is essential that intraregional economic activities be expanded. Indeed
the success of the AEC will be determined by the participation from
the private sectors which are the main beneficiaries of the AEC.

The objective of this report is to determine the responses of the
Malaysian private sector to the initiatives by the Malaysian Govern-
ment to promote the AEC, by gauging their level of awareness, the
level of cross-border activities, as well as other positive or negative
responses to government initiatives on the AEC. A survey was carried
out in August 2010 for this purpose and the result is expected to
represent the views of the private sector on the challenges they face in
realizing the AEC.

Malaysian Intra-ASEAN Trade and Investment under the
ASEAN Economic Community

The ASEAN Economic Community (AEC) serves as platform for growth
and prosperity in the Southeast Asian region. Even before the introduc-
tion of the AEC in 2007, Malaysia has been engaging with its neighbours
as a trade partner and an investor.

Malaysian exports to ASEAN amounted to US$41.9 billion in 2006
and that number grew to US$42.9 billion in 2009. However, the share of
Malaysian exports to ASEAN remained consistent over the two periods
at 26 per cent in comparison to Malaysia’s total export to the world.
The biggest export market in ASEAN for Malaysia is Singapore, with
59.1 per cent of Malaysian exports to ASEAN going to Singapore in
2006. While the proportion of Malaysian exports to Singapore remained
high at 57.3 per cent in 2009, a minor increase in Malaysia’s exports
to Indonesia, Thailand, and Vietham was seen. Malaysian exports to
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the Lao PDR was the lowest for the period observed. Table 14.1 shows
Malaysian exports and imports to other ASEAN members.

In value terms, Malaysia’s total imports from ASEAN nations have
increased from 24.5 per cent in 2006 to 32.7 per cent in 2009. Among
ASEAN countries, Singapore. commands the lion’s share of imports to
Malaysia. In the observed period, the share of Malaysian imports from
Singapore had increased at the expense of both Thailand and Indonesia.
In recent years, Malaysia’s trade with ASEAN has been producing
surpluses (exports in excess of imports) with the exception of 2009. It is
interesting to know whether this will be a trend or just an anomaly, given
the rise of other ASEAN members as manufacturing powerhouses.

Malaysia has established itself as an attractive investment destination
worldwide while, at the same time, investing in other countries. The
amount of investment outflows from Malaysia to the world has nearly
tripled from US$39 billion in 2006 to US$113.2 billion in 2009. However,
the share of Malaysian investment outflows to ASEAN in comparison
to its investment worldwide fluctuated over the observed period. The

TABLE 14.1
Malaysian Exports to and Imports from ASEAN
(US$ millions)
2006 2009
US$ million
(per cent) Export Import Export Import
Brunei 346 (0.8) 76 (0.2) 421 (1.0) 72 (0.2)
Cambodia 108 (0.3) 20 (0.08) 152 (0.4) 13 (0.03)
Indonesia 4,074 (9.7) 4,952 (15.5) 5,140 (12.0) 5,213 (11.9)
Lao PDR 6 (0.01) 49 (0.2) 9 (0.02) 0 (0)
Myanmar 165 (0.4) 125 (0.4) 221 (0.5) 132 (0.3)
Philippines 2,173 (5.2) 2,901 (9.1) 2,270 (5.3) 1,140 (2.6)
Singapore 24,744 (59.1) 15,329 (47.9) 24,572 (57.3) 26,943 (61.7)
Thailand 8,502 (20.3) 7,167 (22.4) 8,099 (18.9) 8,225 (18.8)
Vietnam 1,758 (4.2) 1,415 (4.4) 1,990 (4.6) 1,952 (4.5)

Total ASEAN' 41,876 (26.0) 32,034 (24.5) 42,874 (26.1) 43,690 (32.7)

Note: Total ASEAN parentheses refer to Malaysian exports and imports share to ASEAN
in comparison to its total exports to the world. The parentheses for each country refer to
share of Malaysian exports and imports to each country in comparison to its total trade
in ASEAN.

Source: IMF's Direction of Trade Statistics.
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peak was in 2007, when 17 per cent of Malaysian investment abroad
went to ASEAN members.

Malaysian investment in ASEAN has been growing at a steady pace
and went to all ASEAN countries. In 2006 Malaysia invested US$1.8
billion in ASEAN, with Singapore taking the biggest share. By 2009
Singapore was still attracting most of Malaysia’s investment, with total
Malaysian investment in ASEAN having grown by 70 per cent compared
with 2006. Prior to 2006 there was no investment made in the Lao PDR
by Malaysians, but between 2006 and 2009, Malaysian firms made
cumulative investments worth US$12 million in the country. Table 14.2
shows investment outflows from Malaysia to ASEAN and inflows from
ASEAN members to Malaysia. The investment flows consist of both
equity investment (foreign direct investment) and portfolio investment.

For the period 2006-9, outflows of investments from Malaysia to other
ASEAN members were more than double the inflows of investments from
other ASEAN members to Malaysia. Much of Malaysian investment abroad
was concentrated in Singapore and Indonesia. Malaysian investments
in Singapore could, to a large extent, be portfolio investments as
Singapore’s more advanced and liquid capital market serves as an outlet
for Malaysian investors with a shorter term profit horizon. However,
with countries such as Cambodia, the Lao PDR, Myanmar, and Vietnam,
which have less-developed capital markets, there is high probability
that the investments made in these countries are in productive business
operations. Malaysian investment abroad also highly gravitated to its
closest neighbours (with the exception of Brunei): Indonesia, Singapore,
and Thailand. Investment in Vietnam, on the other hand, is mainly due
to its rapid growth to establish itself as a middle-income economy.

It is expected that Malaysian firms will continue to pay attention
to ASEAN as their investment destination. Malaysia’s financial services
sectors have been expanding in ASEAN. A notable case of a Malaysian
firm investing in ASEAN is the CIMB Group that undertook the merger
of PT Bank Niaga Tbk with PT Bank Lippo Tbk in 2008 to create
the sixth-largest bank in Indonesia. Currently there are six Malaysian
financial institutions that have investments in ASEAN (Ambank Group,
CIMB Group, Maybank Group, Hong Leong Bank, Public Bank, and
RHB Bank). However, the performance of other sectors, especially
those with a high proportion of small and medium enterprises
(SMEs), remains to be seen, particularly after the full implementation
of the AEC.
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TABLE 14.2
Malaysian Investment Relationship with ASEAN
(US$ millions)
2006 2009
To ASEAN To Malaysia To ASEAN To Malaysia To ASEAN To Malaysia

Brunei 7 4 10 5 46 19
Cambodia 2 2 45 2 149 11
Indonesia 274 23 613 102 4,650 264
Lao PDR 0 0 0 1 11 2
Myanmar 13 0 87 1 205 2
Philippines 34 2 29 15 110 36
Singapore 1,261 822 1,663 1,024 9,209 5,823
Thailand 122 47 368 369 815 844
Vietnam 68 109 228 177 992 619
Total ASEAN 1,781 1,011 3,043 1,696 16,187 7,620

Source: Bank Negara Malaysia.
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Status/Progress of Scorecard by Malaysia in the ASEAN
Economic Community

The ASEAN Economic Community Scorecard is an official mechanism
developed to track progress towards the ASEAN Economic Community
(AEC) by 2015. The first scorecard was published in March 2010 and
contained the progress that had taken place from January 2008 to
December 2009. The second scorecard’s measures are being implemented
between January 2010 and December 2011.

Under the first scorecard (Scorecard I), 110 measures had been
identified for implementation by ASEAN and its members. From the 110
measures, 68 were under Thrust I, 34 under Thrust II, 3 under Thrust
III, and 5 under Thrust IV,

® Thrust I deals with measures to liberalize and facilitate the free
flow of goods, services, investment, skilled labour, and capital.

® Thrust II focuses on laying the foundation for competition policy,
consumer protection, intellectual property rights, and ratifying
transport agreements.

® Thrust III focuses on studies and development of SMEs and the
initiative for ASEAN Integration Work Plan 2.

® Thrust IV deals with the coming into force of the free trade
agreements between ASEAN and other partners.

Scorecard I for the period 2008-09 shows that on average 73.6 per
cent of targeted measures were implemented by every ASEAN member.
Perfect implementation (100 per cent) can be found in the Thrust III
and Thrust IV initiatives, while the lowest implementation rate experi-
enced was under Thrust II (competitive economic region), that recorded
on average a 50 per cent implementation rate. For Thrust III and IV,
their implementation achievement of 100 per cent was due to their
low number of targets (three and five measures implemented). Thrust
I recorded a 82 per cent implementation rate on average. Overall
implementation rate for Thrust I to Thrust IV was 73.6 per cent of
measures targeted at the end of December 2009.

Malaysia has managed to implement 86 out of the 110 measures
targeted, bringing its rate to 78.2 per cent, above the ASEAN average.
The Malaysian Government considers the implementation of the mea-
sures as important as it reduces or eliminates the barriers for investment
and trade and aligns national regulations to regional commitments
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through effective regulatory and structural reform. At the same time,
implementation of the measures signifies the importance of ASEAN's
efforts in improving the economic well-being of its members.

In the area of trade of goods (or free flow of goods), Malaysia ratified
the ASEAN Trade in Goods Agreement (ATIGA) on 17 June 2009. Along
with this, the tariff liberalization process has been taking place since 1
January 2010 which has resulted in the following:

e 12,169 tariff lines (98.69 per cent) have zero import duties

e 56 tariff lines (0.45 per cent) of selected tropical fruits and tobacco
were reduced to 5 per cent

¢ 10 tariff lines (0.08 per cent) on rice were reduced from 40 per
cent to 20 per cent

* 96 tariff lines (0.78 per cent) on alcoholic beverages and weapons
are excluded from tariff reduction and elimination

Included under the effort to increase the flow of goods in ASEAN is
the implementation of the National Single Window (NSW) to facilitate
the creation of an ASEAN Single Window (ASW), where ASEAN
member countries will operate and integrate to expedite cargo release
and clearance. On Malaysia’s part, the implementation of its NSW took
place on 1 January 2009 and is supported by five core services, which
have been in full operation since 19 November 2009 and consist of
(1) e-Declare, (2) e-Permit, (3) e-Payment, (4) e-Preferential Certificate
of Origin (e-PCO), and (5) e-Manifest. The services offered under the
Malaysian NSW incorporate the usage of information and communi-
cation technology to facilitate trade and improve the efficiency of the
government delivery system that benefits the trading community. As
an example, the approval of a preferential certificate of origin can now
be done within a working day.

Another area under trade in goods that requires action under the
AEC Scorecard is standards and conformance. Here Malaysia adopted
Annex 3 of the World Trade Organization’s (WTO) Technical Barriers to
Trade (TBT) Agreements as the basis for standards development, based
on international practices, beginning 31 December 2008. The adoption
of WTO'’s TBT Agreement signifies the fourth thrust in the AEC, which
is promoting the full integration of the region into the global economy.
Conformance in cosmetic products took place in ASEAN where
individual members adopted the ASEAN Cosmetic Directive (ACD) into
their national legislation. Malaysia has incorporated the ACD into its
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Guidelines for Control of Cosmetic Products starting 1 December 2007,
while the harmonization of cosmetic regulation procedures has been in
place since 1 January 2008. With this, companies are now required only
to notify/declare their compliance to the ACD instead of registering with
the National Pharmaceutical Control Bureau.

The free flow of services under the AEC is made possible under
the ASEAN Framework Agreement on Services (AFAS), which adopted
the framework under WTO’s General Agreement on Trade in Services
(GATS) by offering a positive list of services sectors that have been
liberalized. Currently, under the seventh round, Malaysia has made
changes in its services sectors not only to comply with the AEC timeframe,
but also to increase its competitiveness. Between 1 January 2008 and
31 December 2009, the following steps have been made by the Malaysian
Government:

* Schedule 10 new services subsectors under the Seventh Package;

* Schedule “none” for Modes 1 and 2 market access and national
treatment, with exceptions to bona fide regulatory reasons subject
to agreement by member states;

* Schedule at least 49 per cent of foreign equity on logistics services
and other sectors;

* Schedule a maximum of three types of non-equity market access
limitation for twelve sub-sectors of other sectors.

On investment, Malaysia has kept to the given timetable and ratified
the ASEAN Comprehensive Investment Agreement (ACIA) on 16 August
2009. Despite the existence of the ASEAN Investment Agreement (AIA),
the ACIA is a more comprehensive agreement that covers four pillars of
investment such as liberalization, protection, facilitation, and promotion.
An implementation of the ACIA under the AEC includes the selection
of a reservation list (negative-list approach on reserved sectors) which
was decided by Malaysia in October 2009.

In an effort to build ASEAN into a competitive economic region,
the Malaysian Government has made major strides in improving
its transportation infrastructure. The first is the ASEAN Framework
Agreement on the Facilitation of Goods in Transit, parts of which
have been ratified by Malaysia. Much headway has been made in the
ASEAN Multilateral Agreement on the Full Liberalization of Air Freight
Services (ratified on 15 December 2009) and the ASEAN Multilateral
Agreement on Air Services (ratified on 15 December 2009).
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There are only eight measures to be implemented under Thrust
II and IV (equitable economic development and integration with the
global economy) and Malaysia has managed to fulfil its implementation
target.

Under the second AEC seorecard (Scorecard II), 146 measures have
been targeted for implementation between 2010 and 2011. Qut of the
146, 105 measures were scheduled to be implemented in 2010, while
the remaining forty-one were scheduled for implementation in 2011. As
of 30 June 2010, Malaysia has complied with 32 out of 142 measures
targeted for the period 2010-11. The breakdown of the 32 is as follows;
16 measures under Thrust I, 12 under Thrust II, and 4 under Thrust
IV. It is expected that the Scorecard II will require more attention and
efforts from regulators as measures to be implemented are deeper and
more comprehensive compared with those of Scorecard 1.

Malaysian Private Sector

In order to identify responses and challenges faced by the private sector
(business community), a survey was conducted to obtain primary data
resources. The survey took place from August to September 2010.

Questionnaire

The aim of the questionnaire was to gauge private sector responses to
the AEC. As the AEC is in its early implementation stage, the question-
naire was designed to measure businesses’ awareness and their responses
to measures that have been implemented and challenges faced. Since
the majority of the measures that have been implemented come from
Thrust I, the questionnaire was designed to cater to Thrust I initiatives.
Thrust I initiatives are also the main concerns of businesses as they
affect their businesses directly.

The questionnaire consists of two parts. The first is on the awareness
of the private sector of the AEC and its components and transmission
channels. The second part deals with the implementation (domestically
or by ASEAN counterparts), private sector responses, and expectations
of the measures taken under Thrust I. Questions were asked on mech-
anisms such as the ASEAN Free Trade Area (AFTA) and the Common
Effective Preferential Tariffs (CEPT), the ASEAN Framework Agreement
on Services (AFAS), the ASEAN Investment Agreement (AIA), the
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ASEAN Comprehensive Investment Agreement (ACIA), and the Mutual
Recognition Agreements (MRAs).

Data and Survey Samples

The survey questionnaire was sent to sixty-six companies, out of which
only sixteen responded. The breakdown of the sixty-six companies is
as follows:

* Six questionnaires were sent to six professional associations (for
nurses, dental and medical practitioners, accountants, surveyors,
and lawyers);

* Five questionnaires were distributed to each of the following
sectors: agriculture, plastics manufacturers, rubber products,
pharmaceuticals, textile and apparels, car manufacturers and
assemblers, business services, travel services, chemical production,
logistics providers, private education institutions, and legal
services.

However, a number of companies requested that their respective
trade associations answer the questionnaires because they felt that these
associations know more about the AEC than they themselves. Several
questionnaires were then distributed through trade associations for
private hospitals, airfreight forwarders, plastic manufacturers, textile and
apparels, automotive, and travel services.

Admittedly, the response rate to the questionnaire of 20 per cent is
poor. From the sixteen responses, seven respondents spent 40 to 50 minutes
for a face-to-face interview while eight respondents replied through e-
mail or fax. A phone interview was conducted with one respondent.

The response rates are equal between services-based and manu-
facturing sectors (eight respondents each). Half of the total number of
respondents were from professional or industrial associations, mostly
from the services sector. Meanwhile, the bulk of respondents from the
manufacturing sector comprised manufacturing firms (see Table 14.3).

Although the response rate is low, responses from professional or
industrial associations can be treated as a collective sector response and
more weight should be accorded to their opinions. The poor response rate
can be attributed to the limited time available to conduct a comprehensive
survey fully and the reluctance of businesses to answer individually.
More information on the respondents and their cross-border activities
are tabulated in Appendix 14.1.
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TABLE 14.3
Breakdown on the Nature of Respondents
Sector Association or firms Number of respondents

Manufacturing Associations 2

Firms 6
Services Associations 6

Firms 2
Findings

General Awareness of AEC

Responses from the surveyed companies indicate that 37.5 per cent (six
respondents) of the respondents were fully aware and knowledgeable
about the AEC and its contents, while 18.8 per cent (three respondents)
had limited knowledge on the AEC. Awareness about other AEC initia-
tives such as the AFTA and AFAS was also low. Surveyed companies have
poor awareness on investment-related and global integration initiatives
(namely the ASEAN Investment Agreement and ASEAN Comprehensive
Investment Agreement).

Understandably, manufacturers (eight respondents) were more
aware of the AEC and AFTA, while service providers were more aware
of the AFAS, as the appropriate agreements are relevant to their
businesses. While most respondents indicate in the later part of the
survey that they were eager to invest or increase their operation in
other ASEAN countries, the awareness level on the AIA or ACIA was
the lowest compared with other AEC initiatives. In addition, there were
cases where respondents interviewed have never heard of terms such as
ASEAN Investment Agreement or ASEAN Comprehensive Investment
Agreement.

The awareness level of firms to AEC initiatives also correlates to
their business operations and orientation. In general, manufacturing
associations that were more knowledgeable and aware of the AEC were
the ones that reported that most of their members’ revenues came from
ASEAN countries. In contrast, services-based respondents have smaller
revenues generated from ASEAN countries, with the exception of
private hospitals and tertiary education institutes. The services sectors are
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FIGURE 14.1
Awareness of the AEC and its Initiatives
(1 = not aware, 5 = fully aware)
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domestically oriented in their business outlook, and this might explain
their lack of awareness and understanding of the AEC.

Despite the considerable lack of awareness of the AEC, all respondents
were not prevented from:

exporting or importing goods

providing cross-border services

hiring foreign professionals from ASEAN

serving ASEAN customers in Malaysia

taking part in a regional production network across ASEAN

o1 g LR

This finding questions the fundamental idea behind the AEC, which
is to drive economic integration. Even without the AEC, transborder
economic activities in ASEAN are bound to happen as firms look beyond
their borders to expand, or, at least, source materials from other ASEAN
countries. On the other hand, the lack of awareness also signifies ignorance
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on the part of some respondents with respect to AEC goals and how
these will affect the respondents.

The media (newspaper and television) and government/ASEAN
websites were identified by respondents as the main sources of infor-
mation on the AEC and its initiatives. While the media might not
be able to give a comprehensive picture of the AEC, websites have
filled this gap and enabled firms to search for targeted information.
Thirteen respondents indicated that government/ASEAN websites were
an important source of information on the AEC. At the same time,
four respondents reported dialogues/meetings held by ministries and
government agencies as useful for getting in-depth information on the
AEC. Two respondents indicated that the information provided by the
channels above was not useful and cited the briefings given by the
government/ministries as, at times, too theoretical.

Associations that responded to the questionnaire also stated that
they have put in effort to inform and educate their respective members
on the issues their industries will face under the AEC or other policy
changes such as the Trans-Pacific Partnerships. Information gathering
cost is a factor to be considered, especially for small firms, therefore
the task of gathering information falls on associations, which have
also acted as a bridge communicating their members’ interests to
the government and vice versa. Trade facilitation efforts have also
been supported by associations, for example, the Malaysian Textile
Manufacturers Association has been authorized by the Ministry of
International Trade and Industry to issue and endorse certificates of
origin for its exporters. Given the complexities and overlapping policy
efforts by the Malaysian Government to enhance transborder economic
activities under bilateral and multilateral engagements, we can expect
the role played by associations to increase.

Responses on Trade of Goods

AFTA is the main initiative under the AEC that reduces or eliminates
tariffs on intra-ASEAN trade for goods. The Common Effective Preferential
Tariff (CEPT) was the mechanism for reducing or eliminating tariffs in
AFTA, but after 17 May 2010, CEPT was replaced by the ASEAN Trade
in Goods Agreement (ATIGA).

From the total number of respondents, only eight are manufacturers;
each acts as an exporter and/or importer of goods. They are in plastics,
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textiles and apparels, construction materials, medical equipment indus-
tries, chemicals and automotive sectors. The manufacturers reported that
exports to ASEAN have consistently contributed to their yearly share of
revenues/ profits.

Of the eight respondents (associations and firms), seven managed
to utilize the CEPT scheme fully in trading their goods in ASEAN. The
percentage of exports traded by respondents using the CEPT scheme
ranged from 11 per cent to 75 per cent.

Respondents that engage in intraregional trade in ASEAN, particularly
in textile and apparel, are of the view that CEPT has been beneficial
to their operations. However, a respondent representing a company
engaged in the production of construction materials reported that the
company’s share of ASEAN trade has been stagnant and it has not
been using or able to benefit from the CEPT scheme. Of the eight
respondents, six said the elimination of tariffs under AFTA has had the
biggest impact on their business activities, while a firm reported that
the simple, harmonized, and standardized trade facilitation practice by
custom offices in ASEAN and the uniformity on rules of origin (ROO)
have been significant in improving its business operations. With regard
to the regional supply chain, three respondents indicated that AFTA
has influenced their decisions to locate their production networks in
ASEAN. Another respondent indicated that despite ASEAN’s role in
creating a free trade regime in the region, the main consideration for
having a production network in the region was due to low labour costs.

Despite the overall positive comments on the AFTA, seven respondents
also pointed out several accompanying problems when utilizing the
lower tariffs. The problems cited seem to be mainly in trade facilitation.
This is a major obstacle that needs to be resolved as it can discourage
more exporters from taking advantage of opportunities offered by the
AFTA. The respondents have experienced difficulties in clearing their
goods at other ASEAN country borders, particularly at customs, in
terms of delays or the requirement of exporters to complete irregular
forms. Two respondents explained that the product classifications of their
goods have been suffering from unsynchronized product classifications
originating from differences between the ASEAN Harmonized Tariff
Nomenclature (8 digits) and the international tariff codes (HS 9), therefore
causing the application of inconsistent tariffs. Two respondents have
also reported that their goods at some point had been subjected to
some sort of non-tariff barriers by officials from other ASEAN countries




