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Preface

This is the Final Report of the study of the potential economic, social and environmental
impacts of a Free Trade Agreement (FTA) between the European Union and the Member
States of the Association of South-East Asian Nations (ASEAN). The study has been
conducted by ECORYS Nederland B.V. in cooperation with the Centre for European
Studies, Chulalongkorn University, Bangkok; Mekong Economics (Vietnam); PT Inacon
Luhur Pertiwi (Indonesia) and Rajah & Tann (Singapore). The aim of the study is to
provide an insight into the sustainability impacts of the FTA as well as policy
recommendations, in order to assist the negotiation process between the European Union
and ASEAN and provide options for the implementation of the agreement.
The main findings and conclusions of the study, as well as policy recommendations are
summarised in this reports, while the detailed summaries of our overall methodology and
analyses can be found in the annexes to the report.
We have benefited greatly from the internal and external experts that have given
feedback, the public consultations in Brussels, the workshop in Bangkok (27 October
2008) and bilateral meetings and interviews with civil society.
All details of the study can also be found on the project website:
www.tsia.ecorys.com/asean and you can e-mail us at
@ecorys.com for further
comments or questions.
This report was commissioned and financed by the Commission of the European
Communities. The views expressed herein are those of the Consultant, and do not
represent an official view of the Commission.

ECORYS Netherlands B.V.
Rotterdam, 19 June 2009
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Executive Summary

This Executive Summary comprises the main results of the Trade Sustainability Impact
Assessment (TSIA) study for the FTA between the EU and ASEAN-7.1 For a more
detailed description of the results and an explanation of proposed policy measures we
refer the reader to the full text in this report and the annexes in volume II of the report.
Overall our assessment shows that the impact of the EU-ASEAN FTA is likely to be
positive across the board and, with some sectoral exceptions, for all countries.
However, our study also makes clear that in concentrated areas, for specific sub-sectors or
in specific cases, negative effects may be encountered. When assessing impacts, it is
important to take the wider context, ongoing developments of increased global integration
of the region and structural transformation processes into consideration. These ongoing
processes result in substantial shifts within and between sectors and countries, as dynamic
competitive advantage adjustments drive a more efficient resource allocation and an
international division of labour. This brings with it undeniable social adjustment
pressures, which may result in short term losses and pains for groups and individuals. The
EU-ASEAN FTA can not be considered the main cause of these ongoing transformations,
but is likely to accelerate them. At the same time it may provide opportunities to address
some of the short term negative effects.

Methodology and specifications
•

The TSIA methodology is based on quantitative and qualitative assessment
methodologies and extensive consultations with civil society and key stakeholders
(50 percent of the study); the study comprised three phases and follows the standard
TSIA methodology as outlined in the TSIA Handbook (2006).

•

In the first phase of the study three scenarios were developed (limited, extended and
extended+) representing different levels of ambition with respect to tariff reduction,
services liberalisation and removal of non-tariff barriers (NTBs); impact simulations
were subsequently conducted for these three scenarios using a Computable General
Equilibrium (CGE) model.

1

The EU mandate for negotiations with ASEAN does not include the three Least Developed Countries (LDCs) in ASEAN:
Cambodia, Laos and Myanmar, the former two of which have unlimited access to EU markets under the Everything but
Arms (EBA) agreement, the latter not considered as negotiating partner in light of the political situation in the country.
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•

In part due to the status of the three LDCs in ASEAN and the fact that they are not
covered under the EU negotiating mandate and in part due to data limitations
(Brunei), no country level results were presented for Brunei, Cambodia, Laos and
Myanmar. Instead these were grouped together in the country grouping ‘Rest of
ASEAN.’

•

The model outcomes at overall and sector level and the current situation in the EU
and ASEAN formed the departure point for phase 2 of the study, in which qualitative
in-depth assessments based on causal chain analysis, secondary data analysis and
literature review, expert interviews and consultations were conducted. The aim of this
phase was to deduct direct and indirect impacts of the FTA to gain a deeper
understanding of potential impacts at all levels – macro, meso, but also micro –
according to a number of socio-economic and environmental indicators.

•

Five sectors, five horizontal issues and ten case studies (including two extensive
ones) were thus conducted in this phase, including: (1) Cereals and Grains; (2)
Textile, Clothing and Footwear; (3) Motor Vehicles and Parts; (4) Financial Services;
(5) Fisheries; (6) Customs and Trade Facilitation; (7) Intellectual Property Rights; (8)
Investment Conditions; (9) Competition Policy and (10) Preferential Rules of Origin.
The two elaborate case studies focused on illegal logging and timber trade and the EU
Biofuels policy.

•

The third and final phase of the study focuses on main findings and conclusions and
has resulted in the formulation of policy measures related to the FTA and its
implementation and aimed at enhancing positive and preventing or mitigating
negative effects.

Overall Results
Macro-economic impacts (modelling results)
• Overall the FTA is expected to have substantial positive impacts (GDP, income, trade
and employment) for ASEAN under all scenarios – across all countries – and small
but positive effects for the European Union.

x

•

The results also show that income and trade gains increase as liberalisation deepens
and as more dynamic effects are taken into account. The latter is particularly
important for ASEAN, which has often been constrained in its growth due to
insufficient capital resources. The difference between the static and dynamic scenario
is starkest with Thailand, where the relative importance of capital inputs (63 percent
of total factor income) is greatest among all ASEAN countries.

•

National income effects in the long run most ambitious scenarios are expected to
amount to as much as 29.5 billion for the EU and between 725 million (Rest of
ASEAN) and 21.5 billion (Singapore) for ASEAN. In GDP percentage terms to most
substantial increase is expected to be achieved by Vietnam (more than 15 percent
increase of GDP in the long run most ambitious scenario).
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•

A decomposition of the effects of the main trade measures included in the model –
reduction of tariffs, liberalisation of services and removal of NTBs – reveals that the
EU and Singapore gain the most in terms of income effects (total value) due to the
removal of the barriers to Services trade – 51 percent and 78 percent respectively.
Overall, Vietnam reaps the biggest benefits from tariff removals as a result of the
FTA, while Thailand stands to gain most in absolute terms from the removal of NTBs
in absolute terms; in relative terms, the removal of NTBs will have the most
substantial impact for the Philippines.

•

In terms of third country effects, under the most ambitious trade liberalization
scenario between the EU and ASEAN, Pakistan’s exports are most affected, with its
exports falling by 2.4 percent. The extent of trade diversion for the rest-of-the world
is indeed minimal, as exports fall by a mere 0.05 percent. Preference erosion as a
result of the FTA can thus be considered rather limited.

Sectoral impacts (modelling results)
• The sectors that matter most for the EU are those in the area of Services, and these
sectors expand under all scenarios Although the changes in percentage terms appear
small, the large shares of these sectors in total value added imply that these changes
are likely to translate into significant revenues for EU Service providers. This is
particularly true for trade and other business services, which each take up about 1213 percent of total EU-27 value added, and other services, which accounts for almost
a quarter of total EU-27 value added (v.a.).
•

Among manufacturing sectors, the reduction in output is evident in leather products (24 percent), clothing (-3 percent), and electronic equipment (-4 percent). These
effects are expected as trade liberalisation unleashes the dynamic effects of
competition, (negatively) positively affecting sectors of comparative (dis)advantage.
Hence, EU Services and ASEAN (more labour-intensive) Manufacturing sectors
expand as a result of increased integration between the two regions.

•

For unskilled and skilled labour, the largest percent changes in employment are
expected in the leather sector, with around 17 percent decrease in employment for
both labour groups.

•

Sector effects for ASEAN differ widely per country, and again we see a deepening of
the impacts as we move from the limited to the ambitious plus scenario. Moreover we
expect substantial shifts between sectors within ASEAN, as comparative advantage
crystallises in the medium to long term. Employment at sector level closely follows
these output outcomes.

•

Sectoral shifts in ASEAN are to a large extent expected to take place as a result of
pull factors: labour is pulled into sectors where demand and wages are higher, leading
to overall increases in income.

•

The main sectoral patterns (output and employment increases) observed are as
follows:
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- Indonesia gains in electronic equipment, textiles and wearing apparel sectors,
while motor vehicles and parts, gas production and businesses services are
expected to decline;
- Malaysia sees increases in the textiles, clothing and footwear (TCF) sectors,
while gas, machinery and equipment manufacturing and minerals production
are expected to decline
- The Philippines stands to gain in a diverse number of sectors including the
motor vehicles and parts and the TCF sectors. Decline of the cereals and grains
(mainly rice) sectors as well as well as gas is expected, reflecting a continued
shift from primary to manufacturing sectors.
- In percentage terms Singapore stands to gain most in electronics equipment,
textiles and insurance sectors. However, textiles is small to negligible in value
added terms and overall Singapore stands to gain most in the services sector
overall, which presents a substantial of overall value added. Manufacturing
sectors such as machinery and equipment and transport equipment see a
declining trend.
- Thailand on the other hand is expected to increase its manufacturing activities
in transport and electronic equipment and motor vehicles and parts, confirming
its already strong regional position in these sectors; insurance services and
wood products sectors are expected to decline in the long run.
- The removal of trade restrictions for the Vietnamese leather / footwear sector
will further unleash its competitive potential and lead to output increases of up
to 150 percent. In the long run expansion of the wearing apparel sector as well
as trade services are expected to increases as well; the late entry into electronic
and machinery equipment and motor vehicles sectors by Vietnam, means these
sectors have not yet been able to build up the competitive strength to withstand
competition from established producers in the regions such as Thailand and the
Philippines and these sectors are expected to decline in Vietnam as a result of
the FTA.
- The rest of ASEAN, including Brunei, Cambodia, Laos and Myanmar is
expected to see strong increases in the textiles and wearing apparel sectors and
a relative decline for machinery equipment and motor vehicles and parts.
By combining modelling results and knowledge of the existing situation and ongoing
developments in ASEAN and the EU we qualified these main quantitative outcomes,
considering secondary economic and particularly social and environmental impacts,
which are not reflected in the model results.

Main Economic Impacts
Indirect economic impacts were mostly derived from additional data analysis and expert
views related to income and prices, trade patterns and investment conditions.
Real income
• The FTA is expected to lead to substantial increases in national income and GDP in
ASEAN, as well as increases in wage levels of skilled and unskilled labour. Although
xii
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the FTA is also expected to lead to moderate price increases in all countries but
Malaysia – as illustrated by the consumer price index (CPI) – these price increases
will be more than offset by wage increases. Therefore we expect real income to
increase for all parties to the agreement, and for some even substantially. Household
income is also expected to increase, as is reflected in increased household
expenditures.
•

The expected impacts on wage levels are also a reflection of demand for certain
skills; thus Thailand, the Philippines and Singapore in particular see an increasing
demand for skilled labour, as their economies shift towards higher value added and
skilled activities.

•

At sector level some real income decreases are expected in:
- the cereals and grains sector in the short term in parts of ASEAN, although in
the longer run, the producers that remain may well find their real income
increase as rationalization and investments in more efficient production systems
yield higher returns;
- in the TCF sectors for certain EU regions dominated by clothing and particular
footwear manufacturing, as short term unemployment levels in these regions are
expected to increase

•

Positive real income effects at sector level are expected for the TCF sectors in
Indonesia (textiles), Malaysia (clothing) the rest of ASEAN (clothing) and
particularly Vietnam (footwear and clothing), while the motor vehicles and parts
sector is expected to contribute significantly to real income increases in Thailand, the
Philippines and Malaysia; in Singapore the expansion of the insurance sector is
expected to be a main contributor to real income growth.

•

Substantial impacts on real income are expected from the removal of NTBs, as this
increases more efficient allocation of resources, which ultimately increases factor
income.

Fixed capital formation – Investment
• Investments and the reallocation of capital are the main drivers behind the long run
dynamic efficiency gains form the FTA, which have been assessed as potentially
substantial. Countries with an already high base of fixed capital formation such as
Singapore and Thailand will therefore see substantial dynamic effects in the longer
run.
•

The extent to which investments within and from outside ASEAN will materialise
depends crucially on further improvements to the investment and overall business
climate. As the cost of doing business, and trade and investment restrictiveness are
still quite high in some ASEAN countries and for some sectors, further reforms in
this area are likely to lead to substantial benefits as our analysis of the removal of
NTBs – e.g. addressing the issues of intellectual property rights (IPR) protection and
competition policy (level playing field) – and services liberalisation have
demonstrated.
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•

FDI will be encouraged further if intra-ASEAN integration and harmonisation
progress further. This will allow foreign investors to trade more easily within
ASEAN, strengthening the region’s role as a production base.

•

Investments are not just expected to increase from outside ASEAN (i.e. from EU
investors), but improvement of the investment conditions, removal of NTBs and
services liberalisation is also expected to increase investments from within ASEAN.

•

Overall, investments in the EU are expected to increase in services and nonproduction related activities (e.g. design and marketing in the TCF sectors), while
investments in ASEAN will still mostly be in productive capacity, although
increasingly so in more advanced technologies and products.

•

Reduction of trade and investment barriers in the motor vehicles and parts sector in
particular is expected to have a substantial positive impact on FDI flows. The extent
to which NTBs in this sector can truly be addressed within the FTA is thus of crucial
importance. Similarly, the financial services potential for investment will greatly
improve with removal of ownership restrictions and this is expected to eventually
lead to greater direct involvement of EU financial services providers in the region.

Trade
• Trade flows are expected to increase substantially as a consequence of the FTA, both
within ASEAN and between the EU and ASEAN. In the most ambitious long run
scenario, export value is expected to increase by more than a percentage point for the
EU and between 8.3 percent (Malaysia) and almost 35 percent (Vietnam) in ASEAN.
•

In absolute terms and thus substantially affecting expected GDP growth, Singapore
stands to gain most substantially in terms of increased trade flows, consolidating its
position as a regional trading, sourcing and distribution hub and financial centre.

•

The expected impact from lowering FDI restrictiveness, is a reduction in trade costs
for services , by up to 6.3 percent in insurance services, 5.5 percent in communication
services and 4.9 percent in both transport and other business services. This is
reflected in the strong increases in trade expected in the financial services and
insurance sectors throughout the region

.
•

xiv

As ASEAN has already negotiated and implemented free trade agreements with
several other countries, such as Japan, Korea and Australia/New Zealand, the EU
ASEAN is also expected to have an impact in terms of regaining of preferences and
market share in some sectors, including notably barley malt and wheat flour (loss of
market share due to the ASEAN-Australia of 2004) and automotives (loss of
preferences and market share due to Japan – ASEAN Economic Partnership
Agreement (EPA) and Japan – Thailand FTA).
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Main Social Impacts
The social impact analyses were largely based on combining the direct economic and
employment outcomes with existing information on geographic and social distribution
and concentration patterns, poverty indices, household income data, etc.; confronting the
outcomes with the views of stakeholders and experts, and reviewing of earlier reports and
analyses by organisations such as the ILO and World Bank.
Poverty
• The FTA is expected to have an overall positive impact on poverty alleviation, albeit
that at the disaggregate level, certain groups may see an increase in poverty rates in
the short run due to a negative net price and income effects in the case of
liberalisation beyond simple tariff reductions.
•

At EU level no major poverty impacts are expected, although some increases in
unemployment and poverty increases may be expected in regions dominated by
clothing and footwear production, especially those with little alternative sources of
employment or in countries where social security systems are not as well developed
as in many of the EU15 countries.

•

In countries where the external sector operates relatively autonomously from
domestic industries and segments in society we expect to see less poverty reduction
impacts from the FTA than in countries with a more integrated and diversified
economic structure.

•

The increased employment opportunities in the TCF sectors in the Rest of ASEAN,
Indonesia and Vietnam is expected to facilitate the structural transformation
processes taking place in these countries as agricultural workers can quite easily (i.e.
without substantial retraining) be absorbed into these sectors, thus also contributing to
poverty reduction.

•

In the cereals and grains (particularly rice) and the fisheries sectors in ASEAN some
short terms poverty increases may occur as fisheries communities and rural areas see
young people in particular move to urban areas to find employment in other sectors.
However, the potential positive impact on (poor urban) consumers through price
reductions should also be noted.

•

The expansion of the financial services sector may contribute to poverty reduction
provided micro-credits will also increase. Increased access to insurance will also
provide social benefits.

Health and education
• Improvement in health and education levels in ASEAN in particular are expected
from the overall increases in welfare, wages and household income, which imply that
people can on the one hand buy more of these services and on the other hand are able
to send children to school as they are no longer required to supplement household
income.
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•

The higher health, safety and hygiene standards achieved by ASEAN producers as a
result of compliance with SPS may also benefit public health in ASEAN – although
this will be a relatively small secondary impact.

•

Removal of investment barriers as a consequence of the FTA may open up some
previously restricted social and environmental goods services sector to private and
foreign investments, which could encourage efficiency gains and services
improvement.

Employment and decent work
• Employment of both skilled and unskilled labour is expected to increase substantially
across ASEAN as a consequence of the FTA.
•

Due to efficiency gains and productivity increases, employment of both skilled and
unskilled workers is expected to increase less than increases in output. Although this
implies higher wages (increased factor returns) per worker, creating additional
employment thus will continue to pose a major challenge for many ASEAN
economies.

•

The positive economic effects of the FTA in combination with private corporate
social responsibility (CSR) and international initiatives, notably the decent work
agenda of the ILO and pilot programmes stemming from it, could contribute to the
further addressing of labour issues in the region, provided commitments continue to
be strong in a period of economic downturn and national legislation and standards are
adequately enforced.

Equality
• Expected changes in wages indicate that in some countries in the more ambitious
scenarios high-skilled wages will increase more than low-skilled wages leading to
increasing levels of relative inequality. This effect is expected to be small though, and
overall gains for low skilled workers still substantial.

xvi

•

For the EU, as mentioned above, some regional effects as a result of reallocation of
employment can be expected. In addition specialisation and globalisation
(outsourcing) are expected to affect SMEs slightly negatively in some sectors, e.g. in
the EU TCF sectors.

•

Regional disparities may also increase somewhat in ASEAN as a consequence of
inter-sectoral sifts and wage effects in favour of urban areas.

•

The growth of the TCF sectors in ASEAN as a consequence of the FTA is expected
to benefit female labour in particular, as the sectors tend to employ predominantly
females.

•

In other, higher skilled sectors and activities, gender inequalities may in fact increase
slightly, as high-skilled employment opportunities especially in (specific segments
of) services sectors may exist, and these sectors tend to be relatively less open to
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females. The increased opportunities for skilled workers in the services (and other)
sectors in ASEAN may benefit male workers relatively more than female workers.

Main Environmental Impacts
The environmental impact analyses were based on existing information and expert views
on relations between national income change, trade increases and production increases on
the one hand and emissions and pollution on the other. In addition stakeholder views and
expert opinions were obtained and literature consulted on existing pressures to the
environment, how they could be worsened or on the contrary be improved through trade
related measures and how they are linked to other issues, in particular social and
livelihoods issues.
Atmosphere
• As a consequence of overall increased economic activity and trade, environmental
effects are expected to be slightly negative, with increased greenhouse gasses (GHG)
emission and declining levels of air quality, mainly as a result of increased air, road
and maritime transport, but also as a consequence of increased manufacturing output
(emissions).
•

To the extent that the FTA encourages further adoption of improved standards and
cleaner technologies (facilitated by FDI), it may help mitigate negative environmental
impacts.

•

Although our analysis shows little direct impact on the sectors directly affecting
deforestation (forestry, wood products and paper and pulp products), the issue of
illegal logging and timber trade and the impacts of increased biofuels demands from
the EU may render these direct (and visible) results less credible in reality. Ensuring
the FTA does not impact negatively on logging practices (illegal, unsustainable
logging and land clearance, etc.) means the issues need to be addressed in an
integrated way, through enhanced application of voluntary certification schemes and
negotiation of FLEGT Voluntary Partnership Agreements (VPAs).

Land use and biodiversity
• Our analysis shows relatively limited effects on sectors with significant impacts on
land use intensification as a result of the FTA, yet this should be closely monitored as
effects that do occur may be irreversible and have serious consequences for longer
term sustainability.
•

Biodiversity issues are important in the fisheries sectors and possible negative
impacts could be encountered in this sector in Indonesia, Vietnam, the Philippines
and Thailand, as catches and by-catches increase and could add to overfishing. This
danger is more likely in countries such as the Philippines, as a large extent of e.g.
Thailand’s and Vietnam’s fish production comes form aquaculture (with its own
land-use and biodiversity issues).
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•

With respect to biodiversity, increased international trade in e.g. agricultural products
carries with it the increased risk of invasive alien species (IAS) and diseases entering
into a country. This risk is likely to be slightly higher for ASEAN, - with its rich
biodiversity and unique eco-systems - due to more limited capacity of relevant
authorities and facilities.

Environmental quality, fresh and waste water
• Effects of the FTA on environmental quality and fresh and waste water relate mostly
to increased economic activity, urbanization and consumption as a consequence of
the FTA.
•

The impacts on environmental quality and fresh and waste water will differ per sector
and will also depend on the extent to which investments in environmental goods and
services sectors will be enhanced (e.g. waste water treatment plant (WWTP) and
water supply, recycling, waste management).

•

As the EU has substantial expertise in this area and is a world leader in environmental
technologies, allowing for more investments in such sectors may allow for promoting
trade and investment in innovative technologies and best practice implementation in
the environmental goods sectors in ASEAN, improving environmental quality.

•

At sector level the main potential impacts of the FTA in terms of environmental
quality, fresh and waste water will likely stem from the fisheries (aquaculture) and
the TCF sectors.

Policy Implications and recommendations
Policy context and approach
• The identified FTA impacts and our proposed recommendations need to be seen in
the current and evolving policy context in ASEAN and the EU. This context
includes (i) the current economic crisis, which may reduce policy space in the short
term, but may also have some longer term implications, e.g. in the area of financial
services regulations; (ii) ongoing structural transformation processes and policy
reforms in ASEAN and in specific regions in the EU (especially the new member
states), to which the FTA may contribute; and (iii) a complicated and diverse
institutional setting (no ASEAN supra-national negotiating mandate and institutions
for implementation), which implies slow progress.
•

xviii

We recommend an overall approach to the FTA negotiations and especially
implementation which builds on existing cooperation, takes a positive approach
and continues to promote international and multilateral trade liberalisation and
convergence process.
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Overall policy measures to be considered:
FTA measures
1. Phasing of tariff reductions over time to allow for short-term adjustments for
ASEAN and EU sectors where tariff liberalisations are substantial and negative
adjustments relatively deep.
2. Inclusion of a sustainable development chapter with specific social and
environmental clauses.
3. Develop adequate monitoring and evaluation system to assess progress on
commitments made in agreement, issues flagged in the SD chapter, on ratification
of international agreements, etc. and conduct ex-post assessments of the FTA
implementation, in part making this an integral aspect of the work of civil
society and policy makers and allowing possibilities for additional mitigating and
enhancing measures.
FTA and flanking measures
4. Continue to improve business and investment climate, including infrastructure
development in ASEAN, reduction of red tape and other investment barriers.
5. Encourage convergence and provide information / assistance on technical trade
issues such as SPS, technical barrier to trade (TBT) and rules of origin (RoO).
6. Active information dissemination and exchange on the exact agreement and
what it means de facto for producers – especially for SMEs in EU and ASEAN
sectors affected – setting up of trade (FTA) enquiry point(s). This will allow
producers to understand the agreement and make use of opportunities provided
by the new markets opened up.
7. Promoting trade and investment in innovative technologies and develop
innovation and technology transfer strategies within ASEAN.
8. Encourage effective participation of private sector and other stakeholders in
trade, FTA related and other policy making processes; encourage dialogue and
partnership between public and private sector stakeholders (e.g. CSR)
Flanking measures
9. Continue process of policy and legislative reforms in ASEAN to aid
adjustments due to FTA, by developing adjustment strategies, regional and
social policy to address specific geographically and socially disparate effects of
FTA (e.g. EU globalisation fund, structural funds)
10. Continue progress towards further regional integration in ASEAN (Customs
Union) and addressing NTBs within ASEAN.
11. Address concerns of ‘losers’ and resistance to change.
12. Where possible cooperate with and within international organisations such as
the ILO, United Nations Environment Programme (UNEP), WTO, etc. as a
means to establish closer convergence and find common ground between the two
regions.
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Specific economic policy measures to be considered:
FTA and flanking measures
1. Improve business climate in ASEAN to encourage foreign and domestic
investments and entrepreneurship.
2. Address Competition policy issues, so as to reduce anti-competitive behaviour
and spread gains from increased trade and GDP growth beyond special interest
groups and to society at large (SMEs, consumers)
3. Encourage convergence and provide information / assistance on technical
trade issues (FTA enquiry point) such as TBT, SPS and RoO (see overall policy
measures).
Flanking measures
4. Encourage SME support and integration of external and domestic sectors, to
ensure benefits trickle down to the wider economy and contribute to poverty
reduction.
5. Promoting trade and investment in innovative technologies and develop
innovation and technology transfer strategies within ASEAN
6. Further regional integration in ASEAN (see overall policy measures).
Specific social policy measures to be considered:
FTA measures
1. Sustainable development chapter including and flagging pertinent social and
labour issues and stating commitment to adoption and implementation of all
major international agreements and conventions with regards to labour standards,
gender and equality issues, child labour and human trafficking, etc.
2. Develop adequate monitoring and evaluation system to assess progress on
issues flagged in the SD chapter, on ratification of international agreements, etc.
and conduct ex-post TSIAs, allowing possibilities for additional mitigating and
enhancing measures (see overall policy measures).
FTA and flanking measures
3. Enhancement of regulatory and standards convergence, implementation and
monitoring of EU SPS standards.
Flanking measures
4. Improving the flexibility of EU and ASEAN labour markets and aid short-term
adjustment needs.
5. Analysis and monitoring of social protection systems and extent to which they
can cope with changes in specific sectors and areas in ASEAN so as to flag in
time potential marginalisation of certain groups.
6. Regional adjustment assistance through globalisation adjustment and structural
funds in EU and possibly similar measures in ASEAN for hardest hit regions,
xx
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sectors, and communities. Social policy measures to address poverty and
inequality issues, including education and training.
7. Further develop tri-partite (employers, labour unions and government)
dialogue and promote social dialogue and encourage and promote CSR
agreements between employers and Unions.
8. Cooperate with and extend international programmes by e.g. ILO and
provide best practice examples; improve labour conditions.
Specific environmental policy measures to be considered include:
FTA measures
1. a) Sustainable development chapter including specific environmental issues.
b) Incorporation of relevant environmental considerations and provisions in other
chapters of the FTA in relations to specific sectors, such as tourism, textiles and
leather tanning, fisheries, energy, etc.
2. Link national interpretations of the Roundtable on Sustainable Palm Oil
(RSPO) to FTA.
FTA and flanking measures
3. Enhancement of environmental impact assessment and monitoring
programmes.
4. Create incentives for environmentally friendly production.
5. Link Forest Law Enforcement, Governance and Trade /Voluntary
Partnership Agreement (FLEGT/VPA) process to FTA, e.g. through:
•

Investigating the possibility of granting tariff reductions for timber and timber-products made of

•

Inclusion of FLEGT and – where applicable the use of VPA or other legality verification

•

Inclusion of a chapter on procurement that includes clauses for green procurement both in the

verified legal timber such as that derived from FLEGT Voluntary Partnership Agreements.
mechanisms – in the Sustainable Development Chapter of the EU-ASEAN FTA.
EU and ASEAN, including a broad framework with agreed criteria of legality based as much as
possible on the FLEGT criteria.
•

Further trade facilitation improvement, e.g. the development of electronic timber tracking, export
licensing and customs clearance systems, training of customs and enforcement officers, and
support to the harmonisation of customs systems within ASEAN so as to prevent deflection of
illegal wood and wood products.

•

Incentives for investments in legal and sustainable forest (e.g. eco-labelling) products and
processes, support to productivity improvements for legal timber and timber products (e.g.
through technology and knowledge transfer).

•

Raising awareness on the possible benefits of environmentally sustainable products and
production in terms of export opportunities to the EU.

6. Promote and assist with compliance with Biofuel Sustainability Standards.
7. Encourage and formalise involvement of civil society and environmental
organisations in particular.
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Post Scriptum 1: State of Negotiations and Implications for Study
Results
According to the Commission guidelines, a Trade SIA should flank negotiations and be
completed before finalisation of the negotiations. In the case of the EU-ASEAN
negotiations, however, the negotiations have been paused in March 2009. This decision
was taken by both parties for a number of reasons, including the Myanmar issue, the
lowest common denominator factor and the low level of ambition of most ASEAN
countries.
The EU long term strategy to arrive at a region-to-region FTA with ASEAN remains
unchanged. However, this is realistic only in the longer term. In the shorter term, the EU
aims to start bilateral negotiations with those ASEAN countries willing and able to
negotiate at the appropriate level of ambition. Once concluded, these agreements may be,
in due time, collated/regionalized so as to form the basis for the region-to-region
agreement, open to others. Hence, the long term strategy of concluding a region-to-region
agreement and implementing a full FTA remains, to be built upon a series of bilateral
agreements in the shorter run.
The TSIA study confirms the importance of such regional integration. While it deals with
the impacts of the EU-ASEAN FTA, its outcomes remain useful at country level and for
possible bilateral negotiations as well. The study provides country level details where
relevant (specific issues and sectors) and gives an overall picture of directions and
magnitude of impacts. As such it can be seen as a framework and starting point from
which more detailed national level analysis could be done to complement the study, if
need be. Moreover, with long term objectives unchanged, the longer term impacts should
remain more or less the same. However, there may be some effects that are not taken into
account at this moment in the modelling results, including for instance first mover
advantages and in the case of Singapore in particular, gains may be less significant, as it
derives much of the gains in the current study from increased regional trade and
investment (so not just EU-Singapore).

Post Scriptum 2: Notes of caution
A few notes of caution for the interpretation of the study results should be made here.
NB 1: A clear distinction should be made between impacts and policy measures, the
former being important for the interim report, the latter for this report. However, we have
made some assumptions in the modelling to yield economic, social and environmental
impacts of the FTA that may look like policy measures. These apply mostly to the
horizontal issues – where upward convergence of legislation towards EU standards is
envisaged.
NB 2: We have assumed a successful completion of the Doha Round, which means the
parties to the FTA are assumed to have fulfilled all WTO commitments and agreements.

xxiv
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NB 3: All results presented in this report are economic predictions based on CGE
modelling, poverty and gravity analysis and our in-depth analyses. These outcomes are
based on FTA assumptions that are our estimates of how the negotiations may go, but are
by no means fixed. Also this report represents the views and analyses of the consortium
that are in no way linked to the negotiating positions of the EU.
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1 Introduction

1.1

Objectives of the study
The Trade Sustainability Impact Assessment methodology is set up for two major
reasons:
•
To analyse the economic, social and environmental impacts in advance of policy
decision making in order to include sustainable development goals in trade policy.
This aim is achieved in this report by using analytical tools (CGE modelling) and
causal chain analysis in a scientific and objective manner;
•
To involve civil society in a dialogue on trade policy and trade policy issues. This
aim is achieved in this study by actively engaging with civil society at various stages
of the report development, including dissemination of results.
In order to achieve these goals, the study is carried out in three different phases. This
report completes the third and final phase of the project and aims to present main findings
and conclusions and formulate preventive, mitigating and enhancing policy measures for
the FTA negotiation and implementation process.

1.2

Methodology and organisation of the study
For a detailed overview of the methodology, we refer to Annex A and to the Global
Analysis Report (GAR), which can be downloaded from www.tsia.ecorys/asean
Phase 1: The Global Analysis
In the Global Analysis a situation analysis was conducted providing the wider context to
the FTA, in terms of existing trade and economic relations between the EU and ASEAN
and main sustainability issues (economic, social and environmental) in the two regions. In
addition the liberalisation scenarios were defined in this phase and CGE modelling was
used for simulations of these scenarios. The GAR presented the main outcomes of the
situation analysis and modelling exercise at overall macro-economic and sector level.
the GAR was published online for consultation and presented at a public meeting in
Brussels (September 2008) and a workshop in Bangkok to interested civil society
organisations and other key stakeholders. Comments and suggestions received during and
after these meetings were incorporated into the final GAR and used as inputs for phase 2
of the study.
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Phase 1 was concluded with a selection of five sectors and five horizontal issues for indepth study based on a screening and scoping exercise and the selection of 10 case
studies.
Phase 2: The in-depth study of sectors and horizontal issues
In phase 2, in-depth impact studies were conducted of the selected sectors and horizontal
issues, analysing the economic, social and environmental impacts of the simulated trade
and investment liberalisation scenarios. The in-depth studies were based on additional
data analysis, expert views and extensive consultations with civil society and key
stakeholders.
Consultations were conducted through a public meeting in Brussels and in-depth
interviews based on preliminary outcomes. These inputs were used for finalisation of the
phase 2 report (Interim Report).
Phase 3: Policy recommendations and flanking policy measures
Based on the analyses in phases 1 and 2, in the final phase, we summarise main findings
and conclusions of the study and present two types of policy recommendations: policy
measures concerning negotiating positions and policy measures beyond the realm of the
negotiations (and trade policy in the strictest sense), which aim to maximise the positive
FTA impacts and minimise its negative effects (preventative, mitigation and enhancement
measures).
This summary and the recommendations are the main focus of the current report, which
will be used for further consultations with key stakeholders.

1.3

Consultations with Civil Society
Throughout the study, the importance of the consultation process is continuously
recognised. As the ToR indicates:
“Stakeholder input and consultation in both the EU and ASEAN is important for ensuring
the quality, credibility and legitimacy of the SIA process.”
The study is therefore based on two equally important pillars: 50 percent for modelling
and analysis and 50 percent for stakeholder consultation in order to achieve a TSIA
covering all relevant aspects.

1.3.1

Consultation process and methods

The consultation of civil society and key stakeholders in both the EU and ASEAN is an
important part of the consultation process. Civil society and key stakeholders can give
valuable input to economic, social and environmental sustainable development.
Throughout the study, we have employed the following tools to involve key stakeholders
and civil society:
1. Three public meetings (organised in Brussels), one at the end of each project
phase;
2. TSIA Workshop in Bangkok (October 27, 2008);
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3. Joint meeting of the textile and clothing, footwear and tanning and leather
sectoral dialogue committees on trade sustainability impact assessments on 11
June 2009, organized by the DG Employment;
4. Individual meetings and telephone interviews with experts and civil society in
both the EU and ASEAN (through our partners);
5. Online facilities that are made available for interested parties to provide feedback
and comments at all stages of the study;
6. E-mail newsletter to inform on study progress, disseminate project outputs and
study results and invite comments and suggestions.
All project documents, including the minutes of the public meetings, are published online
on the project website: www.tsia.ecorys.com/asean. In addition they can be found on the
website of DG Trade: http://trade.ec.europa.eu/civilsoc/index.cfm
1.3.2

Consultation outcomes

Based on the consultations for phase 1, the consortium incorporated several comments,
feedback, opinions and sector suggestions for Phase 2. Some of the most important issues
presented by civil society and key stakeholders that were incorporated included:
• Generally speaking the case studies selected were based on specific comments and
requests made by civil society during the public meetings;
• The fisheries sector has been included as it is particularly important to the poor in the
region and has experienced difficulties with SPS standards. Therefore a case study
was added on SPS in fisheries;
• The initially proposed services sub-sector Transport was replaced by Financial
services upon specific request of civil society during the public meeting in Brussels;
• Rules of Origin were added as a horizontal issue, due to the various mentions it got
during the workshop in Bangkok;
• Two more elaborate case studies were added on sustainability issues, reflecting
requests and issues raised by civil society in both the EU and ASEAN;
• A case study on decent work was taken up as part of the Textiles, Clothing and
Footwear in-depth sector study, upon request from labour organisations in both the
EU and ASEAN.
Based on the consultations for phase 2 the following main comments and suggestions
were taken up in the current report:
• An overview of all consultations;
• More elaboration on the issue of NTBs for market access in ASEAN in the
Automotives sector;
• Correction of factual mistakes or omissions in the report;
• Inclusion of some processing first industries in the cereals & grains chapter, which
are of interest for EU producers;
• Elaboration of some issues in the illegal logging and biofuels case studies;
• Policy recommendations with regards to sectors under pressure in the EU (e.g.
textiles, tanning & leather, etc.).
A complete overview of the consultation process and outcomes, including comments
received and how they were taken up, is provided in Annex B.
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2 Context of the EU-ASEAN FTA: Trade and
Economic Relations and Sustainability Issues

The European Union comprises 27 member states since the last enlargement in 2007
(Romania and Bulgaria). the Association of Southeast Asian Nations comprises 10
member states: Brunei Darussalam, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the
Philippines, Thailand, Singapore and Vietnam.

2.1

EU-ASEAN Trade and Economic Relations

2.1.1

Trade and investment flows

Trade and investment relations between the EU and ASEAN have shown an increasing
trend over the past decades. In overall trade, for the whole ASEAN bloc the EU is the 3rd
most important trade partner, while ASEAN is the EU’s 5th most important trading
partner. Around 12 percent of all ASEAN exports are destined for the EU and,
approximately 10 percent of all imports of ASEAN originate from the EU. Of all EU
exports, about four percent go to the ASEAN countries, while of the total imports of the
EU around six percent comes from the ASEAN countries. ASEAN has a growing trade
surplus with the EU in merchandise trade, with the main export products consisting of
office machines, electrical machinery, telecommunications, apparel and clothing
accessories, organic chemicals and footwear. Main EU exports to ASEAN include
electrical machinery, general industrial machinery and equipment, industry specific
machinery, power-generating machinery, telecommunications and transport equipment
(other than road). Although there is a great deal of intra-industry trade, exports from
ASEAN tend to be more in consumer goods, while EU exports to ASEAN involve mostly
capital goods.
Trade in services between the two regions is lower in overall value than trade in goods. In
services (GATS modes 1 and 2) the EU has a trade surplus, although this has been
decreasing slightly in the last few years. The largest part of the trade in services is trading
of other business services and transportation services.
The EU is the largest source of FDI to the ASEAN countries accounting for around 25
percent of all FDI in the region, although distribution of this FDI over the different
ASEAN countries varies considerably. Singapore is by far the largest recipient, followed
by Indonesia, Thailand, Malaysia and the Philippines. Limited data availability makes it
hard to assess FDI inflows into the ASEAN LDCs, but these are likely to be small to
negligible.
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2.1.2

Trade and economic cooperation

The EU and ASEAN established formal ties in 1977, leading to the first ASEAN-EEC
Ministerial Meeting in 1978. With the signing of the ASEAN-EEC Cooperation
Agreement in 1980 the relations were institutionalized. From then on the relations have
grown and intensified both in scope and importance, covering political and security,
economic and trade, social and cultural areas, and development cooperation.
In 2003 the EU and ASEAN set up the Trans Regional EU-ASEAN Trade Initiative
(TREATI)2, which forms a framework for dialogue and regulatory co-operation to
enhance EU trade relations with ASEAN. The initiative was officially launched as a key
component of the Commission's Communication on “A New Partnership with South East
Asia” in July 2003. Work under TREATI is based upon a gradual deepening of cooperation starting with exchange of experience and moving on to develop more
substantial regulatory commitments between the two regions over time. TREATI was
intended to pave the way for a future preferential trade agreement.
This intention was given a further impetus with the establishment of the Vision Group on
ASEAN-EU Economic Partnership. Set up in April 2005 by Commissioner Mandelson
and ASEAN Economic Ministers, the Vision Group was to assess the feasibility of new
initiatives, including an FTA, to further improve and enhance economic interactions
between both parties. In 2006 the Commission issued the Communication “Global
Europe, Competing in the World”, which pointed towards ASEAN as having priority to
become a partner in a comprehensive FTA and on 23 April 2007 the European Council
authorized the Commission to commence with negotiations for such an FTA.
Consultations for these negotiations between the EU and ASEAN Economic Ministers
were launched at the EU-ASEAN Economic Ministers Consultations held in May of that
year. Annex E in volume II of this report includes an overview of past and current
cooperation programmes between the EU and ASEAN in various fields related to the
study.
2.1.3

Policy environment for the EU-ASEAN FTA negotiations

The EU and ASEAN are two of the oldest and in many ways most successful regional
integration areas, with many similarities as well as substantial differences. Any closer
integration between these two blocs must be seen in tandem with particularly further
intra-ASEAN economic and political integration. In this respect the FTA is seen as
supporting and enhancing the further ASEAN regional integration process.
At the same time both the EU and ASEAN are actively engaging in negotiations and
agreements with other countries and regions. The complexity of this ‘noodle bowl’ of
agreements in especially East Asia puts some strains on the capacity of ASEAN to
engage in negotiations with the EU, as the ASEAN trade agenda is a very full one.

2
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The proposed FTA is expected to be fully WTO compatible (the EU as well as all
ASEAN member states with the exception of Laos are WTO members), ambitious and
comprehensive covering not only trade in goods and services, but also investments, and
paying special attention to non-tariff barriers, rules and regulations such as Intellectual
Property Rights, competition, government procurement, and transparency. It will also
take into account the different levels of development of the countries that participate in
the FTA.
In part as a consequence of the ambitious set up of the FTA, the overloaded trade agenda
of ASEAN, and the complexity of the architecture of the region to region agreement,
progress in negotiations between the EU and ASEAN has been slow. This can also be
attributed to the sheer complexity of the process of implementing an FTA between two
regions, with substantial differences in level of development between and within them.
As of February 2009 the dialogue on FTA negotiations has been paused to allow for a
period of reflection for both parties.

2.2

Sustainability issues

2.2.1

EU sustainable development issues and trends

Economic issues and trends in the EU
The EU has based its economic and social development policies on the Lisbon strategy
(and revised Lisbon strategy) and has experienced stable growth rates over the past
several years, ranging between 1 percent and 4 percent on an annual basis. Value added
and gross fixed capital formation also show increasing trends. Recently the EU has faced
an increase in the inflation again especially due to the tightening energy prices, but in a
longer perspective the inflation has been rather close to ECB target and both trade and
investment levels have been rising. However, in order to continue to grow, integration in
the world economy has to continue and in this context in particular the importance of the
upcoming markets in Asia is recognised. EU energy needs as well as income disparities
are challenges that are currently faced, in addition to the further integration and
harmonisation of the new member states with the EU27. Despite the current global
financial crisis, these longer term issues remain pertinent for the EU sustainable
development agenda.
Social issues and trends in the EU
In 2005 the European Commission launched its new Social Agenda for modernising
Europe's social model with a strong focus on creating new jobs. The new Social Agenda
has two key priorities, (i) employment and (ii) fighting poverty and promoting equal
opportunities. These key priorities support two of the Commission's strategic social goals
for the next five years: prosperity and solidarity. The principal areas of social policy,
monitored through an annual social situation report, are summarized in the following five
themes:
•
Poverty and social exclusion;
•
Education and training;
•
Labour market;
•
Health; and
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•

Gender equality.

Poverty reduction policies are carried out both in the EU and ASEAN, although the
definitions differ and are therefore difficult to compare. The result of policy is that overall
poverty levels are dropping, albeit that in some disadvantaged groups and geographical
regions poverty results are less positive. Within the EU poverty is measured usually in
terms of the at-risk of poverty rate that is income below the 60 percent median income
threshold. It equals 16 percent on average in the EU and is considered high. However, the
dimension of poverty is hard to compare to ASEAN, where in some countries, up to 40
percent of the population lives below the national poverty line3.
For all social indicators there is still a lag in performance of the new member states vis-àvis the EU15, although the gap has reduced over the past few years.
Most countries in the EU offer unemployment benefits. However, these can also create
disincentives for inactive parts of society to take up work (especially when they are
relatively high). Most Member States use active labour market policies to lead inactive
persons back to the labour market, as the numbers of inactive persons are relatively high
in many EU member states, putting substantial pressures on social welfare systems.
In terms of public health and health care, the EU faces challenges in terms of access to
the health care system in some countries and for some groups (illegal immigrants), and
the increasing problem of overweight. Work-related health effects are most prevalent in
the agriculture, health and education, and construction sectors.
In the area of employment, disparities between men and women have steadily fallen in
the last decade, mainly thanks to the massive increase in the entry of women into the
labour market. With respect to equal opportunities for men and women in the labour
market still some imbalances can be observed. Women are involved mainly in
traditionally "female" activities and occupations, which has reinforced segregation in the
labour market. Also, women are at greater risk of social exclusion than men. The risk of
poverty, in particular, is higher amongst older women and amongst single mothers with
dependent children. Social exclusion is also a challenge in relation to illegal and migrant
workers in the EU, who lack access to most social services and representation.
Environmental issues and trends in the EU
The environmental issues and trends in the EU relate mostly to the pressures caused by
economic activities, urbanisation, pollution and energy / resources use. The EU
Sustainable Development Strategy forms the overarching policy framework, within which
the Lisbon Strategy can be seen as the key economic component and the 6th
Environmental Action Plan (EAP) constitutes the environmental pillar. Ultimately the
triple bottom-line of economic, social and environmental impacts will define the key
issues to be solved by policy measures. One of the key goals of the Lisbon agenda is an
eco-efficient economy. Here sustainable use of resources, energy efficiency, decoupling
environmental pressures from economic growth, and solving challenges of energy use

3
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and climate change are key drivers. Especially, the current unsustainable trends in the
EU's energy, agriculture and transport sectors are considered major issues.
Key issues in Europe include: (i) environment-related health concerns (issues related to
air quality, inland waters, soil, hazardous chemicals); (ii) climate change and its effects;
(iii) biodiversity loss; (iv) over exploitation of marine resources; (v) current patterns of
production and consumption; and (vi) pressures caused by economic activities in
general.4
With growing fears that competitive disadvantage against countries with less stringent
environmental regulations will hamper the growth and survival of industries, multilateral
environmental agreements (MEA's)5 – which have a prime objective of tackling global
environmental problems – may also serve as options to secure equal opportunities for
different market players. The EU's 6th environmental programme aims to promote
sustainable development and to favourably influence its implementation in Europe. The
main aims are preventing climate change, halting the destruction of biological diversity
and preparing a seven theme strategy to guide actions over the next two decades with
respect to air quality, the marine environment, the urban environment, waste from the use
of natural resources, soil protection and the use of pesticides and other control
substances.
Europe's environment and pollution does not stop at boarders when global trends change
the overall framework on sustainability. Especially, the climate change issues and energy
supply security are crucial for both the EU and ASEAN. How GHG emissions will be
regulated after the first Kyoto period will have a direct link to the EU-ASEAN trade
agreements. CO2 emissions are growing in the ASEAN and Indonesia is the fourth largest
emitter after USA, China and EU-27. In addition, population growth forecasts, increasing
use of natural resources and impacts of urbanization are also examples how the carrying
capacity of earth and its resources will be burdened in the future. Facts like this have an
impact on the future challenges for sustainable development both in the EU and in
ASEAN.
The European environment - State and outlook 2005 of the European Environment
Agency (EEA) concludes that in 1999 despite 25 years of Community environmental
policy, environmental quality in the EU was mixed and that the unsustainable
development of some key economic sectors was the major barrier to further
improvements. This remained the EEA's key conclusion in 2005. Reversing unsustainable
trends in sectors such as energy, agriculture and transport remains a challenge. Increasing
transport volumes are outstripping technological achievements with the result that
emissions of gases continue to rise despite substantial improvements in the car fleet.
Transport sector is the fastest growing contributor to greenhouse gas emissions and
expected to continue being so.

4
5

Source: European Environment Agency, 2007. Europe's Environment The fourth assessment, Copenhagen
such as the Kyoto Protocol on climate change, the Montreal Protocol on ozone depleting substances, the Biodiversity
Convention, the Convention on International Trade in Endangered Species, and the Conven ion on Persistent Organic
Pollutants.
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Key sectors requiring careful analysis on environmental impacts in the second phase of
this EU-ASEAN trade SIA are for the EU-27: transport, agriculture, energy and tourism.
2.2.2

ASEAN sustainable development issues and trends

Economic issues and trends in ASEAN
While the economic development levels greatly vary among the ASEAN member
countries, ranging from highly developed industrial Singapore to the LDCs Laos,
Cambodia and Myanmar, most of the countries have experienced positive economic
performance and growth rates. Most countries have recovered from the Asian financial
and economic crisis of the late 1990s and especially the less developed countries have
experienced very high growth rates and rising FDI inflows in recent years.
There are some concerns about the rather high and rising inflation rates, and the related
surges in commodity prices, which is hurting the poor in the region in particular. In
addition, rising oil prices are a source for concern with regards to income levels, while
both rising oil and food prices cause concern for the possibility of social unrest. Although
the current economic crisis has had some mitigating effects on global prices of resources,
the longer term trends point towards continued price increases, creating cause for
concern.
Most ASEAN countries have also improved their trade performance in recent years and
exports have been growing very fast. In most countries exports have been growing faster
than imports thus improving the trade balance. The sectors that have been performing
well in trading are among the likely winners of an FTA. Only Cambodia has an overall
trade deficit − which has been deepening. The trading patterns are, predictably, very
different and while the LDCs and Brunei have highly concentrated trade portfolios, e.g.
Indonesia and Vietnam have more sectors with high export levels and a more balanced
mix of export products. In general, the less developed countries export mostly basic
commodities, like clothing and food products, while the higher developed countries
export lots of electronic components and consumer electronics.
Although the region has performed well in terms of economic growth, trade and
investments, it is lagging behind its main Asian ‘competitors’, particularly China and
India.
Social issues and trends in ASEAN
Current levels and trends in the main social indicators or ASEAN provide important
information on the potential effects of an FTA agreement, as they illustrate current issues,
vulnerable groups and social structures in the different ASEAN countries, hence the
ability of an economy to face the structural changes stemming from an FTA.
Despite the large improvements in the social situations with respect to e.g. health
situation, education and literary rates in the ASEAN member countries, some issues still
continue to cause problems. Naturally, the social situations in the different member states
are as varying as their economic development levels and in general the LDC countries
face most problems. Generally speaking social issues are interconnected, with one
problem leading to another and especially in the LDC countries vicious cycles of social
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problems, consisting of e.g. poor health, unemployment and poverty, continue to cause
serious problems.
In general, rural and ethnic poverty and even rising income inequality levels pose difficult
problems ASEAN wide. The increased trade and growth levels appear to have benefited
only parts of the society in for instance the Philippines and Indonesia, thus widening the
gap between poor and rich. Translating economic growth at macro level to job creation
and poverty reduction at micro-level thus remains a crucial issue in many ASEAN
countries and one that should be taken into consideration when assessing the impacts of a
future FTA. With still rather poor social protection levels, any further reduction in e.g.
rural employment and income could worsen the situation, as these areas in particular do
not seem to have benefited to the same degree as urban areas of ASEAN’s economic
development. The LDC countries, as well as Indonesia and Vietnam still face problems in
access to fresh water and sanitation. Local conflicts particularly in Indonesia, Myanmar,
Philippines and Thailand are exacerbating poverty and related social and health problems.
Lack of decent working conditions and gender inequality especially in employment
remain obstacles to true sustainable development. While the education attainment levels
have risen, poor quality education systems continue to hinder the development of
knowledge capital and productivity as well in the ASEAN countries (with the exception
of Singapore). Lack of skilled labour has been already reported to harm production of
some sectors and the large immigration flows in some countries worsen the situation
further. The migration flows are again related to the relatively high unemployment levels
that remain in Philippines and Indonesia. Migrant workers in turn bring with them a host
of social and human rights problems and issues, that need addressing in the wider context
of sustainable economic and social development.
Finally, social dialogue and involvement of civil society in policy making are only slowly
developing in ASEAN.
Environmental issues and trends in ASEAN
Population growth, rapid urbanisation and industrialisation as well as growth of sectors
such as tourism, over-fishing and pressures exerted by agricultural land use and fish
cultivation on natural land, in combination with governance issues and illegal trade are
putting tremendous pressures on ASEAN natural resources and environment. Although
the seriousness of the situation is recognised by authorities and numerous initiatives and
laws are in place or being developed, the capacity of authorities in many countries for
environmental management is limited. More resources are needed to fight the several
current environmental problems. In this light the EU is conducting ongoing negotiations
on the EU Voluntary Partnership Agreements (VPAs) with some ASEAN countries (e.g.
Indonesia and Malaysia) in the scope of the EU Forest Law Enforcement Governance and
Trade Action Plan, which aims to provide support for an integrated approach to combat
illegal logging and trade. In addition the EC is engaging in dialogue with China – an
important market for illegally logged wood from ASEAN - to combat illegal logging.
Widespread urbanization and the creation of “mega cities” has directly caused mass
migration, increased automobile traffic and, consequently, severe air pollution. City
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infrastructure is not developed adequately to the demand of urbanization which caused
the solid waste and wastewater pollution in the canal and rivers.
Deforestation is one of unintended consequences of growing economies in the region.
Despite certification systems, export restrictions and attempts at fighting illegal trade, the
strong demand for timber from particularly China has meant that (illegal) logging and
consequent deforestation have continued. The effects have been stark: Thai forests, once
covering 60 percent of the landscape, have been cut by two-thirds, while Indonesia’s
deforestation is continuing at an alarming rate. Erosion and deadly landslides are now a
common reality facing many populations in Southeast Asia.
The issue of climate change has become an increasingly urgent issue to the region –
Indonesia is now the fourth largest emitter of CO2, mainly due to widespread
deforestation. The conversion of natural land to plantations for commercial crops and
inputs for e.g. the paper and pulp industries is an important cause of this deforestation and
resultant emissions.
Securing its natural resources is a matter of crucial importance for the region to continue
its socio-economic development as well. Doing so requires a regional approach, as
environmental impacts transcend boundaries and affect people across the region.

12
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4 Main Findings of the Study

4.1

Introduction
Overall impact of increased integration between the EU and ASEAN
Overall our assessment shows that the impact of the EU-ASEAN FTA is likely to be
positive across the board and, with some sectoral exceptions, for all countries.
However in concentrated areas, for specific sub-sectors or in specific cases, negative
effects may be encountered. When assessing impacts, it is important to take the wider
context, ongoing developments and structural transformation processes into
consideration. Thus particularly in ASEAN, an ongoing process of structural
transformation is taking place from agriculturally based societies to industrialised and
services economies. The ensuing increases in urbanisation, industrialisation and higher
economic growth bring with it environmental and social pressures. The extra growth and
trade generated by the FTA may contribute to these pressures, but cannot alone be held
accountable for them. Among ASEAN stakeholders there is an acute awareness of these
issues and the need to address them, as ongoing reforms and policy initiatives illustrate.
Likewise structural transformation processes and the ongoing process of increased global
integration of the region results in substantial shifts within and between sectors, as
countries’ competitive advantages crystallise into a more efficient resource allocation and
an international division of labour. This brings with it undeniable social adjustment
pressures, which may result in short term losses and pains for groups and individuals. The
EU-ASEAN FTA, along with many of the other trade liberalisation initiatives, can not be
considered the main cause of these transformations, but is likely to accelerate ongoing
processes. At the same time it may provide opportunities to address some of the short
term negative effects.
Assessment indicators
In this chapter we present a summary of the main findings and conclusions from our indepth analysis, at overall macro-economic and sector level (based on model outcomes)
for the EU and ASEAN as well as for a selected number of third countries, and at the
level of the three sustainability pillars: economic, social and environmental impacts
(based on causal chain and further qualitative analysis) for the EU and ASEAN.
Based on the specifications and scenarios model simulations outlined in the previous
chapter, direct quantitative impacts of the FTA at overall macro-economic level and
sectoral level were assessed and measured in terms of a number of indicators, listed in the
table below.
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At sector level the main potential impacts of the FTA in terms of real income can be
summarized as follows:
• Real income in the cereals and grains sector in some countries in ASEAN can be
expected to decline slightly in the short run, as resources shift towards other sectors
and modernization and restructuring in the sector has not yet set in. In the longer run,
the producers that remain may well find their real income increase in the long run as
rationalization and investments in more efficient production systems yield higher
returns.
• In the TCF sectors, real income in certain EU regions dominated by clothing and
particular footwear manufacturing are likely to experience declines in real income as
the sector declines in the EU and workers need to readjust. Unemployment levels in
these regions are expected to increase especially in the short run. Assistance with the
adjustment and retraining of these workers will determine the extent and duration of
such reductions in real income.
• Given the initial size and importance of the TCF sectors, the expected long run FTA
impacts in terms of real income increases is expected to be most substantially
affected by the TCF sectors in Indonesia (textiles), Malaysia (clothing) the rest of
ASEAN (clothing) and particularly Vietnam (footwear and clothing).
• The motor vehicles and parts sector is expected to contribute significantly to real
income increases in Thailand, the Philippines and Malaysia, while in Singapore the
expansion of the insurance sector is expected to be a main contributor.
• Substantial impacts on real income are expected from the removal of NTBs, as this
increases more efficient allocation of resources, which ultimately increases factor
income. In particular, our assessment of investment conditions illustrates the strong
GDP growth inducing effects from increases in investments and FDI in the long run.
This effect can partially be attributed to the assumed long run capital mobility. For
instance, welfare gains for the EU can go up to EUR 29.5 billion in the long run
(including investment re-allocations) whereas they were ‘only’ EUR 12 billion in the
short run (with capital assumed fixed). The overall positive effect for the various
sectors accrues especially to services, in both the short and long run for ASEAN and
the EU. This is not surprising given the pre-dominance of FDI occurring in services
sectors and the high levels of restriction still present in these sectors.
4.3.2

Fixed capital formation – Investment

Investments and the reallocation of capital are the main drivers behind the long run
dynamic efficiency gains form the FTA, which have been assessed as potentially
substantial. These outcomes reflect the pro-competitive effect of trade as well as the
increased use of comparative advantage between the EU and ASEAN, for which
investment is an important facilitating means. In addition, with tariff reductions the cost
of investment in ASEAN fall, while the returns to (and hence incentives for) investment
improve. Especially since many European investors will consider ASEAN as a
production base hence often look to export their goods and services back to Europe or
other markets. Overall the FTA is a non-zero-sum game with the more extended FTA
leading to larger welfare gains than the more limited scenarios, because trade and
investment reinforce each other.
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However, the extent to which investments within and from outside ASEAN will
materialise depends crucially on further improvements to the investment and overall
business climate. As the cost of doing business, and trade and investment restrictiveness
are still quite high in some ASEAN countries and for some sectors, further reforms in this
area are likely to lead to substantial benefits as our analysis of the removal of NTBs and
services liberalisation have demonstrated.
In addition FDI will be encouraged further if intra-ASEAN integration and harmonisation
progresses further. this will allow foreign investors to trade more easily within ASEAN,
strengthening the region’s role as a production base.
Investments are not just expected to increase from outside ASEAN (i.e. from EU
investors), but improvement of the investment conditions, removal of NTBs and services
liberalisation is also expected to increase investments from within ASEAN. Already
Singapore is becoming a major investor in the region and ASEAN’s middle income
countries are also venturing across borders in search of investment and business
opportunities. This trend is set to continue with further intra-ASEAN liberalisation and
integration.
At sector level and with respect to specific horizontal issues, the main potential impacts
of the FTA in terms of investments can be summarized as follows:
• Overall, investments in the EU are expected to increase in services and nonproduction related activities (e.g. design and marketing in the TCF sectors), while
investments in ASEAN will still mostly be in productive capacity, although
increasingly so in more advanced technologies and products.
• Reduction of trade and investment barriers in the motor vehicles and parts sector in
particular is expected to have a substantial positive impact on FDI flows. The extent
to which NTBs in this sector can truly be addressed within the FTA is thus of crucial
importance. It must, however, also be noted that the level of EU FDI in the sector will
also be determined by the cost of developing local production networks, something in
which Japanese manufacturers have a substantial lead.
• The financial services potential for investment will greatly improve with removal of
ownership restrictions and this is expected to lead eventually to greater direct
involvement of EU financial services providers in the region.
• Adequately addressing the horizontal issues of IPR protection and competition policy
will enhance further the investment potential in the region.
4.3.3

Trade

Trade flows are expected to increase substantially as a consequence of the FTA, both
within ASEAN and between the EU and ASEAN. In the most ambitious long run
scenario, export value is expected to increase by more than a percentage point for the EU
and between 8.3 percent (Malaysia) and almost 35 percent (Vietnam) in ASEAN.
In absolute terms and thus substantially affecting expected GDP growth, Singapore stands
to gain most substantially in terms of increased trade (and investment) flows,
consolidating its position as a regional trading, sourcing and distribution hub and
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financial centre. As such, positive impacts in the rest of the region reverberate upon
Singapore.
At sector level and with respect to specific horizontal issues, the main potential impacts
of the FTA in terms of investments can be summarized as follows:
• A positive effect of improving investment condition within ASEAN through
lowering FDI restrictiveness, is the expected impact in terms of lowering trade costs
by up to 6.3 percent in insurance services, 5.5 percent in communication services and
4.9 percent in both transport and other business services as calculated through gravity
work. This is reflected in the strong increases in trade expected in financial services
and insurance as a result of NTB removal (i.e. in the most ambitious scenarios).
• As ASEAN has already negotiated and implemented free trade agreements with
several other countries, such as Japan, Korea and Australia/New Zealand, the EU
ASEAN is also expected to have an impact in terms of regaining of preferences in
some sectors, particularly sectors in which ASEAN countries have limited indigenous
capacity. Thus for barley malt and wheat flour, which are not produced in ASEAN,
the EU may regain market share, which it lost when ASEAN and Australia signed an
FTA in 2004. Similarly, the preferences that Japanese car makers currently have in
terms of both trade and investments in ASEAN, put EU producers at a disadvantage,
which an FTA could potentially reverse.
• Considering the inter-regional division of labour and strong links between trade and
investment the FTA is expected to increase intra-industry trade in some sectors , e.g.
in electronics and food processing.

4.4

Potential social impacts

4.4.1

Poverty

Our analysis has shown that the FTA overall will alleviate poverty, both for the rural
populations and for the urban population, albeit to differing relative degrees. At the
disaggregate level, however, certain groups may see an increase in poverty rates in the
short run due to a negative net price and income effects (i.e. prices increasing more
sharply in short run before being compensated by income increases in the longer run) in
the case of liberalisation beyond simple tariff reductions.
Poverty reduction depends strongly on the extent to which increased economic growth
and trade trickle down to the wider population, particularly the poor. Therefore in
countries where the external sector operates relatively autonomously from domestic
industries and segments in society – such as the Philippines where a large share of the
external sector operates in enclave like Export Processing Zones – are expected to see
less poverty reduction impacts from the FTA as countries with a more integrated and
diversified economic structure (e.g. Thailand and Malaysia).
At sector level and with respect to specific horizontal issues, the main potential impacts
of the FTA in terms of poverty reduction can be summarized as follows:
• At EU level no major poverty impacts are expected, but the regional concentration of
the clothing and footwear sectors may lead to increases in unemployment and poverty
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•

•

•

4.4.2

in certain regions, especially those with little alternative sources of employment or in
countries where social security systems are not as well developed as in many of the
EU15 countries.
The increased employment opportunities in the TCF sectors in the Rest of ASEAN,
Indonesia and Vietnam are expected to facilitate the structural transformation
processes taking place in these countries as agricultural workers can quite easily (i.e.
without substantial retraining) be absorbed into these sectors, thus also contributing to
poverty reduction. To the extent that factories shift towards rural areas, this may even
imply reductions in rural poverty, closing the gap with urban populations, although in
general the practice has been for rural workers to move to the factories in urban areas.
In the cereals and grains sector (particularly rice) and to a lesser extent the fishing
sector (referring only to catching industry) in some ASEAN countries small short
terms poverty increases may occur as young people in particular move to urban areas
to find employment in other sectors. In addition, in sub-sectors that are subsidized,
reductions of subsidies or price compensation (to the extent that they are included in
the FTA) may lead to poverty increases as agricultural producers see their income
decrease. However, the potential positive impact on (poor urban) consumers through
price reductions should also be noted.
The expansion of the financial services sector may contribute to poverty reduction
provided micro-credits will also increase. Increased access to insurance will also
provide social benefits.
Health and education

Improvement in health and education levels in ASEAN in particular are expected from
the overall increases in welfare, wages and household income, which imply that people
can on the one hand buy more of these services and on the other hand are able to send
children to school as they are no longer required to supplement household income. Again
we reiterate that the FTA alone cannot drive these processes, as they also depends on
redistribution and social policies as well as the quality and supply of such services.
However, the positive impetus provided by the FTA may contribute to some extent to the
formation of an economic middle class, which is more likely to drive the development of
social services. Moreover, the expected sectoral shifts (reallocation of resources towards
more competitive sectors) as a consequence of the FTA will likely increase the needs and
demands for education and (re)training.
To the extent that the FTA encourages ASEAN producers further to upgrade their SPS
and other standards in order to take advantage of the opportunities that the FTA presents,
the higher health, safety and hygiene standards thus achieved may also benefit public
health in ASEAN – although admittedly this will be a relatively small secondary impact.
Removal of investment barriers as a consequence of the FTA may open up some
previously restricted social and environmental goods services sector to private and
foreign investments, which could encourage efficiency gains and services improvement.
There are close linkages between health and safety issues and decent work standards, as
elaborated below.
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4.4.3

Employment and decent work

Employment impacts are closely related to the overall increases in output that we observe
across many sectors in ASEAN (although varying per country). Due to efficiency gains
and productivity increases, employment of both skilled and unskilled workers is expected
to increase less than increases in output. Although this implies higher wages (increased
factor returns) per worker, creating additional employment thus will continue to pose a
major challenge for many ASEAN economies, with their young and growing populations.
The positive economic effects of the FTA in combination with private and international
initiatives, notably the decent work agenda of the ILO and pilot programmes stemming
from it, could contribute to the further addressing of labour issues in the region, provided
commitments continue to be strong in a period of economic downturn. In addition,
appropriate measures need to be taken to ensure increases in demand in sectors where the
informal economy plays a prominent role, do not negatively affect working conditions,.
European investors – although sometimes accused of seeking to circumvent strict EU
labour standards by investing overseas – are likely to bring higher labour standards to
ASEAN, as these firms often have adopted corporate codes of conduct and bring in more
modern and safer technologies and machinery. For instance investments in the TCF
sectors are expected to increase, and could have a positive impact on labour conditions
insofar investors or buyers10 have corporate codes of conducts and insofar national
legislation and standards are adequately enforced. In this respect it is worth noting that in
2007 the ILO and ASEAN signed a cooperation agreement, to facilitate collaboration
between the ASEAN and the ILO Secretariats in areas of common interest. In addition
several countries are involved in the Asian Decent Work Decade initiative, which aims to
assist countries with integrating decent work into their policy agenda, structures and
wider society. Most ASEAN member countries have also taken initiatives to promote
social dialogue and participate in the ILO program to promote such dialogue. A high level
symposium was organized in 2005 on promoting a Tri-partite Declaration of Principles
concerning Multinational Enterprises (MNE) and Social Policy, with the aim of
promoting dialogue and exchanges of experience between the social partners and MNEs
and to see whether CSR initiatives can be better integrated into national policy and
legislation.
Overall ASEAN governments thus have made positive steps in terms of setting higher
labour standards; implementation and enforcement now remain the biggest challenge.
4.4.4

Equality

As illustrated in Table 4.9, wages for both the skilled and unskilled workers are expected
to increase because of the FTA – the more so in a more ambitious agreement. Expected
changes in wages indicate also, however, that in some countries in the more ambitious

10
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In he TCF sectors lead firms in production chains tend to be Western buyers and retailers ra her than producers, which do
not themselves invest in factories. It is morel likely that e.g. Chinese or Taiwanese investors increase investments in the
region. However, most buyers will still require, through corporate codes of conduct, the upholding of core labour standards
in the factories from which they source.
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scenarios high-skilled wages will increase more than low-skilled wages leading to
increasing levels of relative inequality. This effect is expected to be small though, and
overall gains for low skilled workers still substantial.
For the EU, as mentioned above, some regional effects as a result of reallocation of
employment can be expected (e.g. a decline in the labour-intensive wearing apparel and
footwear sectors in specific (sub)regions), causing some regional disparities. In addition
to such regional disparities, specialisation and globalisation are expected to affect the
SME sector slightly negative in some sectors, e.g. in the EU TCF sectors.
Regional disparities may also increase somewhat in ASEAN as a consequence intersectoral sifts and wage effects (high-skilled versus low-skilled – with a disproportionally
large share of high-skilled workers living in the cities) in favour of urban areas
(relatively).
The growth of the TCF sectors in ASEAN as a consequence of the FTA is expected to
benefit female labour in particular, as the sectors tend to employ predominantly females.
In other, higher skilled sectors and activities, gender inequalities may in fact increase
slightly, as high-skilled employment opportunities especially in (specific segments of)
services sectors may exist, and these sectors tend to be relatively less open to females.
The increased opportunities for skilled workers in the services (and other) sectors in
ASEAN may therefore benefit male workers relatively more than female workers.11

4.5

Potential environmental impacts

4.5.1

Atmosphere

As a consequence of overall increased economic activity and trade, environmental effects
are expected to be slightly negative, with increased GHG emission and declining levels of
air quality, mainly as a result of increased air, road and maritime transport, but also as a
consequence of increased manufacturing output (emissions). The extent to which these
processes, which are ongoing and characteristic of the high growth levels achieved by
Asian economies, are directly attributable to the FTA remain an issue for debate – they
would take place without the FTA as well. But they may be further increased by the FTA,
while it is also possible that the adoption of improved standards and cleaner technologies
(facilitated by FDI) can help mitigate the negative impacts.
Another important contributor to GHG is the ongoing deforestation process taking place
across Asia and particularly in Indonesia. Although our analysis shows little direct impact
on the sectors directly affecting deforestation (forestry, wood products and paper and pulp
products), the issue of illegal logging and timber trade and the impacts of increased
11

In a study of the ILO, it is pointed out that women generally face more barriers than men to acquire the necessary skills to use
new technologies and to start innovative economic activities. See various sources ILO Bureau for Gender Equality, at
http://www ilo.org/gender/Events/Campaign2008-2009/lang--en/WCMS_100356/index.htm. For example, From Veil to
Camera: Empowering Women through Skills Training, Message by Juan Somavia, DG of the ILO, November 2008 theme
of the Gender equity at the Heart of Decent Work Campaign 2008-2009.
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biofuels demands from the EU may render these direct (and visible) results less credible
in reality. Ensuring the FTA does not impact negatively on logging practices (illegal,
unsustainable logging and land clearance, etc.) means the issues need to be addressed in
an integrated way, through enhanced application of voluntary certification schemes and
negotiation of FLEGT Voluntary Partnership Agreements.
4.5.2

Land use and biodiversity

Deforestation and (illegal) logging, intensification of agriculture and aquaculture, and
large scale palm-oil plantations for biofuels production all can have substantial impacts
on land use and lead to land degradation and biodiversity loss (large parts of Southern
peninsular Malaysia have by now been almost completely stripped of all natural forest
and planted with oil palm). Our analysis shows relatively limited effects on these sectors
as a result of the FTA, yet this should be closely monitored as effects that do occur may
be irreversible and have serious consequences for longer term sustainability.
Biodiversity issues are also important in the fisheries sectors and possible negative
impacts could be encountered in this sector in Indonesia, Vietnam, the Philippines and
Thailand, as catches and by-catches increase and could add to overfishing. This danger is
more likely in countries such as the Philippines, as a large extent of e.g. Thailand’s and
Vietnam’s fish production comes form aquaculture (with its own land-use and
biodiversity issues).
Finally, increased international trade in e.g. agricultural products carries with it the
increased risk of invasive alien species (IAS) and diseases entering into countries. Given
the fact that the EU has sophisticated systems and testing to avoid entry of such IAS, this
risk is less for the EU as it may be for ASEAN. ASEAN’s rich and unique eco-systems
and biodiversity may be more vulnerable in this respect as its customs systems and staff
are less capable and equipped to identify and prevent IAS from entering their markets.
Capacity building in this area is thus required.
4.5.3

Environmental quality, fresh and waste water

Effects of the FTA on environmental quality and fresh and waste water relate to one the
one hand increased overall economic development and subsequent increases in
urbanization and consumption of scarce resources such as water and increased production
of waste and on the other hand to increased manufacturing activities and ensuing
increased use of water, production of waste and waste water.
The impacts on environmental quality and fresh and waste water will differ per sector and
will also depend on the extent to which investments in environmental goods and services
sectors will be enhanced (e.g. Waste Water Treatment Plant (WWTP) and water supply,
recycling, waste management). As the EU has substantial expertise in this area and is a
world leader in environmental technologies, allowing for more investments in such
sectors may allow for promoting trade and investment in innovative technologies and best
practice implementation in the environmental goods sectors in ASEAN, improving
environmental quality.
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At sector level the main potential impacts of the FTA in terms of environmental quality,
fresh and waste water will likely stem from the fisheries (aquaculture) and the TCF
sectors.. Generally speaking the expansion of the textile and footwear sectors in particular
warrant close monitoring of health and environmental impacts. Current issues related to
chemical usage, fresh water usage, waste and waste water production and poor health and
safety standards in particularly the textiles and footwear sectors may be improved through
more strict government regulation and pressure from EU importers post FTA, leading to
greater overall environmental quality.

4.6

Conclusion
Based on our quantitative and qualitative analysis we conclude that the EU-ASEAN FTA
is expected to have substantial positive welfare effects for all parties involved. Since the
FTA will encourage sectoral shifts and shifts between countries according to competitive
advantage, some differences are observed across sectors and specific groups in society
and initial impacts may require adjustments that are not always easy to make for
individuals or even communities.
In addition environmental and natural resources pressures – already an important issue
within both regions – may be increased, particularly in ASEAN.
The FTA may also open up windows of opportunities to address such issues in a
sustainable way, but this requires appropriate policy action and stakeholder involvement
at all levels as well as support by other policies..
How potentially negative impacts can be prevented or mitigated and how window of
opportunities can be opened and made use of is the subject of the next and final chapter of
this study, providing recommendations to EU and ASEAN policy makers.
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5 Policy Implications and Recommendations

5.1

Introduction
This chapter forms the core of the final report and focuses on overall and specific policy
recommendations for the EU-ASEAN FTA negotiations and agreement. It is based on our
quantitative and qualitative analyses and main findings and conclusions.
As policy making does not take place in a vacuum, we first place our recommendations in
the overall policy context. Subsequently we formulate policies that are directly linked to
the trade negotiations and FTA – hence are directed at the negotiators and trade policy
makers in both regions – and policies that fall in the realm of other policy fields (social,
economic, environmental), which should be either linked to the FTA or flank it as part of
ongoing sustainable development strategies. The latter can be directed at policy makers at
regional, national or sub-national levels.

5.2

Policy context and overall approach
Note of caution: Model assumptions and policy measures
The impacts identified in the study and presented in the previous chapter may stem from
the model assumptions that we started with. This may give the impression that a policy
measure is already in place even though it is just a model assumption that has specific
impacts if agreed and implemented. For instance, the most ambitious scenarios assume
removal of NTBs that crucially hinge on the implementation of policies related to trade
facilitation, SPS measures and protection of IP. In other words the rules of trade are
implicit in the model, but require policy action beyond the lowering of tariffs and removal
of NTMs within the clauses of the FTA alone.
In addition, we have assumed a successful completion of the Doha Round, which means
the parties to the FTA are assumed to have fulfilled all WTO commitments and
agreements.

5.2.1

Policy and socio-economic context

The current policy and socio-economic context in which the negotiations take place need
to be kept in mind, as they are likely to affect the process and outcome of the FTA. They
are outlined below.
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Current economic crisis
In the second half of 2008, the USA experienced a financial crisis, which rapidly spread
across the globe. Due to a significant decrease in access to finance and a general loss of
confidence among producers and consumers, the financial crisis has now also affected the
real economy, and the EU and ASEAN region both suffer from its impact. In this project,
the economic model and subsequent analysis has not taken the crisis explicitly into
account. This is particularly because the analysis has a long-term focus, and the study
assumes a baseline in 2014. It is at this stage impossible to say how deep the crisis will be
and how long it will last, and therefore also difficult to assess how it will affect the EU
and ASEAN economies. Nevertheless, it may reduce policy space and political will
towards firm commitments for further trade liberalisation at this point. Generally
speaking trade policy is a long term policy and the recommendations made in this study
should thus also be seen in a longer term perspective – especially where they relate to
non-FTA measures.
Ongoing structural transformation processes
As indicated in the previous chapter, the impacts of the EU-ASEAN FTA should be
considered in the context of ongoing structural transformation processes in ASEAN and
parts of the EU, e.g. the New Member States (NMS). Likewise policy recommendations
should take these processes and the ensuing policies into account. The FTA and flanking
policies should leverage off and where possible encourage ongoing policy and legal
reform within ASEAN as well as further integration of the NMS into the EU frameworks.
Long term Institutional setting
Despite the fact that the EU-ASEAN FTA will ultimately be a region to region FTA,
implementation in ASEAN in particular will take place at national levels, as there are few
truly regional institutions with strong mandates, as is the case in the EU. This implies that
processes may take longer and some extent of differentiation will continue to exist, also
given the diverse levels of development of the different ASEAN member states. The
challenge for an EU-ASEAN FTA is therefore to find a balance between regional and
national interests. Further regional integration – in particular the implementation of the
ASEAN Customs Vision – and institutional convergence within ASEAN will greatly
enhance the effectiveness of the EU-ASEAN FTA as well. While ASEAN countries have
made good progress in this respect over the past few years, this is a long term process and
much remains to be done.
Considering the strong interconnections between business and politics that traditionally
exist in many ASEAN countries, further intra-ASEAN and EU-ASEAN trade and
investment liberalisation will likely encounter resistance at high levels, which may prove
hard to address.
Finally, civil society is not as of yet involved in a systematic way in the policy making
process in most ASEAN countries (although progress is being made), while in the EU
there is a strong tradition in terms of social dialogue and civil society consultation.
Generally, these existing differences in the institutional framework and context between
the EU and ASEAN should be taken into account when negotiating and implementing the
FTA and flanking policy measures.
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5.2.2

Approach and principles

The overall approach to the FTA and its implementation should take a positive and
cooperative approach, while policy recommendation should be placed in the context of
existing cooperation schemes, which form the basis for extending the EU-ASEAN trade
and economic relations.
Build on existing cooperation and taking a positive approach
The FTA is clearly part of a more general process of enhanced cooperation and dialogue
between the two regions, that is increasingly built on mutual interests and reciprocity and
as such has graduated from a purely assistance based form of cooperation. Our analyses
indeed confirm that closer cooperation and integration bring mutual benefits.
The FTA should therefore build on the positive experiences, initiatives and relations built
up over the past decades, including notably the Partnership and Cooperation Agreement
(PCA) process, TREATI, the VPAs and ASEAN-EU Programme for Regional Integration
Support (APRIS) and maintain the policy and technical dialogue and co-operation that
has been established through these and other forums. For an overview, see annex E in
Volume II of this report.
Where possible the FTA and flanking measures should encourage convergence and
cooperation through incentives and positive examples (ongoing initiatives). In recent
years many ASEAN countries and ASEAN as a whole have taken positive steps in
lowering trade and investment barriers, adopting international agreements and
conventions and addressing social and environmental issues through policy and legal
reforms. Although enforcement may still be an issue in terms of the effective
implementation of these initiatives, progress has been made, which should be further
encouraged, e.g. through regional and country assistance programmes.
The mainstreaming of trade into these overall assistance programmes and cooperation
agreements will enhance policy coherence and encourage further economic integration
between the two regions and sustainable development in ASEAN.
Continue to promote the international and multilateral trade liberalisation and
convergence process
The EU continues to be a strong advocate of the multilateral approach to trade and
investments. Progress in the multilateral trade arena – and particularly the completion of
the Doha Round – will support the successful implementation of the FTA as well.
Moreover, cooperation between major global trading partners such as the US and EU and
more generally OECD countries on particularly standards can have a positive impact on
closer integration between the EU and ASEAN as well, insofar it contributes to the
development of globally accepted standards. In this case the costs of compliance for
ASEAN countries would be relatively lower than in case there is large divergence
between standards and requirements in their different export markets.

Trade Sustainability Impact Assessment of the FTA between the EU and ASEAN - FR Volume I

43

the one hand contingent on the effectiveness of mitigating measures, e.g. structural
damage to the environment is likely to occur if increased trade in natural resources is not
done sustainably, and on the trade-off that may have to be made between economic,
social and environmental impacts. For instance, some groups may lose out even in the
longer run, but the gains of other groups far outweigh their loss. In such cases social /
redistributive policies and interventions should be considered to mitigate the losses of the
former group(s).
2. Inclusion of a sustainable development chapter
The FTA should include a sustainable development (SD) chapter that includes
agreements and commitments on cooperation and progress towards specific social and
environmental objectives (see sections 5.4.2 and 5.4.3).
3. Set up of monitoring and evaluation system
Continuous monitoring of implementation and enforcement of the FTA as well as
periodic evaluations should analyse the impact of the FTA between the EU and ASEAN.
In addition the relevance and effectiveness of the mitigation and enhancement measures
should be monitored and adjustments or additional measures should be taken if initial
measures prove inadequate or deliver poor results. The aim should continue to be to
understand why, how and where sustainability impacts occur; what can be done to
ameliorate the sustainability impacts; and what counteracting policies do and do not work
and why this is the case. The aim of monitoring and evaluation is thus both continuing
analysis and policy prescription and should cover both the trade policy itself and the
mitigating measures. In other words, continuous ex-post assessments should become
integrated in the policy making process and FTA implementation. Also, as part of the
M&E system civil society and policy makers should be assigned the task to constantly
assess impacts, as part of their job. The results of this ex-ante SIA report could form a
reference point.
FTA and flanking measures
4. Continue to improve business and investment climate
Further improving the business and investment climate, including infrastructure
development in ASEAN, reduction of red tape and other investment barriers and
generally reducing the cost of doing business is needed to achieve the longer term effects
envisaged. Similarly continuing the progress towards removal of NTBs to trade and
investments within ASEAN will enhance the attractiveness of the region as an investment
location.
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5. Encourage convergence and information exchange and provide assistance on
technical trade issues such as SPS and RoO.
Understanding and complying with rules and standards set within the national markets for
public health and safety reasons or to avoid trade deflection is crucial for both parties to
be able to actually benefit form the preferential access that the FTA would provide.
Measures to encourage understanding and compliance could include closer regulatory
cooperation initiatives, TA programmes in standard setting, implementation and exchange
of scientific testing methodologies, upgrading of laboratories, revising and alignment of
SPS and other control systems (certification) and capacity building for relevant
institutions.
Particularly in the agricultural sector, fisheries and food processing, SPS compliance
issues have proven, at times, difficult. In addition, understanding RoO are important for
preferential access in particularly the food processing, automotives and TCF sectors.
In addition, providing efficient information to the private sector on the implications and
requirements of the FTA, particularly in relation to technical issues needs to be part of the
FTA implementation process.
6. Information dissemination and exchange on the FTA – set up FTA enquiry point(s)
To enhance the understanding and support for the FTA and ensure economic actors are
able to use the preferences accorded by it, active information dissemination and exchange
on the exact agreement and what it means de facto for producers – especially for SMEs in
EU and ASEAN – and sectors affected, should be an integral part of the FTA and its
implementation. For this purpose the parties should consider the setting up of trade (FTA)
enquiry points that may assist ASEAN producers in accessing EU markets, understanding
RoO, complying with EU standard, provide information on investment conditions, etc.
Such centres and information exchange in general could also encourage improvement of
(compliance with) SPS standards and concrete steps towards successful implementation
and monitoring of commitments undertaken in the area of SPS beyond legal
harmonisation (or mutual recognition).
7. Promote trade and investment in innovative technologies
The objective of trade and investment in innovative technologies as a mitigating action is
to provide the technical means to reduce various forms of pollution, health and safety
threats on the work-floor and increase overall quality standards. In addition new
technologies improve productivity levels and thus raise factor income. This could be
encouraged through incentives for investments in and adoption of clean technologies,
plant modernisation and health and safety measures.
The sectors where such an action could prove useful include fisheries and agriculture,
textiles, clothing & footwear, food processing, chemicals, and automotives. Care will
have to be taken to avoid giving unfair advantages to certain plants that are assisted with
trade and investment in innovative technologies and to avoid market distortions.
At the level of the economy as a whole, a clear innovation and technology transfer
strategy and the integration of external and domestics sectors is crucial to ensure a
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spreading of the gains from trade and investment liberalisation through an FTA (see
sections 5.4.2 and 5.4.3).
8. Involvement key stakeholders
Broad based involvement of the private sector and civil society in trade policy making
and implementation is important for ensuring the agreements made truly reflect the
interests of a society and takes into account sustainable development issues beyond
narrow economic interest.
Through various existing forums and programmes, as well as through mechanisms that
could be set-up as part of the FTA (e.g. the SD chapter) and the FTA implementation
process, the FTA could promote further involvement of civil society in the trade policy
making process and in sustainable development issues related to implementation. In
addition incentives could be provided to encourage dialogue and partnership between
public and private sector stakeholders, e.g. for CSR initiatives (as is already taking place
in the EU).
Within ASEAN initiatives towards greater involvement of civil society – e.g. through tripartite dialogue between employer federations, labour unions and the government, the
ASEAN Secretariat and various national forums that are being developed – should be
further encouraged and integrated into the overall policy making process.
Flanking measures
9. Continue process of policy and legislative reforms
To address specific geographically disparate effects and potential social exclusion effect
of FTA, adjustment strategies should be aimed not just at national or sectoral levels, but
may also need a regional policy focus. See also section 5.4.2. This could also include
SME policies and business support (see below).
One example of potential negative impacts is the reduction in tariff levels that will have a
direct impact on government revenues. In many ASEAN countries the tax base is narrow,
implying tariff incomes present an important source of revenues. To avoid over
dependence on excise tax and VAT, broadening the tax base (e.g. through income tax)
could compensate for this loss in revenues, while it would in turn provide steady income
base for the development of social polices, particularly social protection systems needed
to cope with the short term adjustments due to FTA impacts on the production structures
in ASEAN.
Throughout the study we have stressed the issue of enforcement, which necessitates a
clear rule of law system and effective institutions to enforce this rule of law.
Overall, ASEAN governments have made important strides in policy and legislative
reforms, which should be further enhanced and assisted where possible.
10. Further regional integration in ASEAN (ASEAN Customs Vision) and addressing
NTBs within ASEAN.
This will enhance further the positive impacts of the FTA in terms of easier flows of
goods, services and investments within and between the two regions. This in turn will
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enable foreign investors to use the region as a production or distribution base (regional
production networks) and achieve economies of scale. See also section 5.4.1 below.
11. Addressing concerns of ‘losers’ and dealing with resistance
There are two types of losers that can be indentified: on the one hand people working in
those sectors or regions that are expected to experience declines, on the other hand people
and organisations with vested interest that will likely resist changes that jeopardize their
positions and income. The latter could be politically connected business tycoons heading
monopolies, but also includes civil servants in e.g. customs who may see a loss of income
from reduced opportunities to ‘charge extra’ for their services, due to improvements
(automation) in customs procedures.
This resistance tends to be stronger than the support from those who benefit
economically, mostly because these groups (e.g. consumers) are more dispersed and less
organised. Resistance also comes from those in society that do not understand the
implications of the FTA, thus eliminating the possibility of a fact-based and argued
discussion on its risks and merits. Information dissemination and exchange on the FTA
agreement and its implications is crucial, especially for SMEs and consumers.
In addition it is important to address the concerns of people benefiting from the status quo
for loss of their position, by considering ways to compensate for loss of income of some
(e.g. customs officers) and by further improvement of competition policy and the rule of
law to address and avoid abuse of dominant positions and corruption.
12. Cooperation with(in) international organisations and initiatives
Where possible the FTA parties should cooperate with and within international
organisations such as the ILO, UNEP, MEA Secretariats, WTO, etc. as a means to
address specific sustainability issues, establish closer convergence and find common
ground between the two regions. The UN Partnership for Sustainable Development is a
positive example in this respect. Already all EU and ASEAN countries are a signatory to
this voluntary partnership organisation. In addition almost all ASEAN countries – with
the exception of Laos to date – have developed or are in the process of developing
national sustainable development plans. These should be further supported and
developed.

5.4

Specific policy measures

5.4.1

Policy measures related to the economic pillar

Whereas overall, both the EU and ASEAN are expected to benefit economically, the FTA
will trigger or reinforce existing structural adjustment processes, which, at least in the
short run, might cause some negative externalities. Economic policies can help minimise
such negative externalities as well as help spin-off long term sustained economic growth.
In other words they may support the transitions from short to long run and accelerate the
adjustment process.
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Improvement of the business climate is already a high priority for most ASEAN member
states as recent initiatives (e.g. investment law in Indonesia, Competition policy in
Vietnam) have proven. Implementation and enforcement are now key in ensuring the
effectiveness of these initiatives.
2. Address Competition Policy issues
Anti-competitive behaviour by special interest groups and monopolies effectively close of
entire sectors, not just to foreign investors, but to large parts of the domestic market as
well - excluding investments and SME development and leading to higher prices and less
variety for consumers. The economic research and literature on the costs to society of
collusion, monopolies and anti-competitive behaviour is abundant and needs no
repetition. Resistance against reform of competition policy may be strong, but there is
increasing recognition in ASEAN countries of the importance of having a competition
policy and laws. Again, implementation and enforcement are still an issue and remain
dependent on political will, capacity constraints and governance issues.
This policy measure can to some extent be taken u up in the FTA proper, but also links
closely to the overall policy measure of addressing concerns of loser and resistance to
change as well as to the raising of awareness on benefits of the agreement conditional to
the existence of a level playing field.
Flanking measures
4. Stimulate entrepreneurship and competitiveness of the SME sector and integration of
external and domestic sectors.
SMEs are likely to be affected by ongoing economic liberalisation and structural reform
of the economy. On the one hand, especially in the short run, some less efficient SMEs
might face difficulties to operate in an increasingly competitive environment, favouring
more efficient companies and driving less efficient ones out of the market. On the other
hand, ongoing economic dynamic progress, improvement of the investment climate and
the breaking up of monopolies / cartels through competition policy (see below) can create
many new opportunities for SMEs and spur innovation and investment. This can create
positive effects, e.g. for flexible companies in services sectors. Measures to enhance these
positive chances for SMEs (and mitigate the negative ones) may include increase in
business education (e.g. generally in entrepreneurship or specifically in content-wise
knowledge) and retraining (facilitating displacement across sectors). Also, export
promotion programmes for SMEs can be beneficial.
More generally speaking economic policy should encourage integration of domestic and
external sectors and development of linkages within the economy. As the example of the
Philippines illustrates, an export oriented strategy aimed at attracting FDI and promoting
exports by creating ‘enclaves’ of foreign investors and exporters with limited linkages to
the domestic economies, does little to include SMEs and the wider population in sharing
the benefits from increased exports and growth. These links are crucial for poverty
alleviation and encourage trade and investment in innovative technologies and a general
upgrading of production and services. Industrial policy should thus focus on the so-called
high road to development.
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Flanking measures
4. Improving the flexibility of EU and ASEAN labour markets and aid short-term
adjustment needs.
The more flexible the EU and ASEAN labour markets, the lower the short-run adjustment
costs are expected to be. Preventative, mitigating and enhancing measures could include
skills retraining in the short run and improving / increasing access to training and
education system in the medium and longer run, as well as international cooperation on
training and education (vocational, business and tertiary). Such cooperation may include
cooperation between ASEAN and EU education institutions and training centres,
promotion of educational exchanges – also leading to longer run achievement of similar
levels of qualifications and cultural exchanges –, increased emphasis on professional
training and education (addition of curricula on entrepreneurship in higher education,
vocational and professional training schools, business administration, etc.) to encourage
entrepreneurship and facilitate modernisation of different sectors.
Already there is a strong focus in many ASEAN countries and in the EU on education.
The challenge is to make this as responsive and flexible to (changing) labour market
demands and requirements.
5. Analysis and monitoring of social protection systems
By making an assessment of the current social protection systems in place in the different
countries party to the agreement and the extent to which they can cope with substantial
structural adjustments in specific sectors and areas in ASEAN and particular regions
within the EU, will allow for the flagging of potential marginalisation of certain groups
and the development of a monitoring and evaluation system that could identify needs for
specific policy interventions at short and long term. Again, existing initiatives and
policies in this area should be taken into account.
6. Develop adjustment strategies through regional and social policy
FTA impacts may be distributed unevenly across regions due to geographic concentration
of certain affected sectors and/or general rural-urban migration. It is therefore important
to develop adjustment policies and activities at the level of regions or even communities
suffering from agricultural or industrial decline and migration. In the EU this is already
possible through EU globalisation fund and structural funds. For the EU such regional
impacts are expected to occur in the footwear and clothing industries, while in ASEAN
particularly certain rural areas and communities (e.g. fishing villages) may be negatively
affected in the short run and should be assisted with adjustment to the new equilibrium.
Social policy measures also are needed to ensure and strengthen the pro-poor effects and
pro-gender equality effects of the FTA. Such measures could include technical assistance
support with respect to SPS measures and productivity enhancement in rural and fisheries
communities in ASEAN, coupled with policies aimed at deeper penetration of the
banking sector into ASEAN rural areas (possible if regulatory burdens are reduced),
micro-finance and micro-insurance development, as well as special attention for
education and (re-training) for low-skilled (female) workers especially in services sectors.
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Such social policies should be closely linked to economic policies supporting SMEs and
the business environment, as development of the private sector remains the single most
important driver of employment and poverty reduction.
7. Further develop tri-partite dialogue and encourage CSR agreements between
employers and Unions.
Support ongoing initiatives and programmes to include private sector and civil society in
FTA implementation and monitoring, so as to promote social and civil society dialogue,
CSR and ultimately productivity (see also overall policy measures in section 5.3).
8. Cooperate with international organisations and build on ongoing initiatives with
regard to decent work agenda.
Our study identified several ongoing and promising initiatives with regard to social
dialogue and the decent work agenda. As many of the social and employment issues
flagged in this study relate to a wider policy agenda (beyond the impacts of the FTA per
se) cooperating and participating in existing initiatives of international organisations and
support of private sector initiatives (e.g. CSR and corporate codes of conduct, agreements
between employer federations and unions, etc.) is likely to be more effective in
addressing wider sustainability issues than individual interventions in the narrow context
of the FTA.
In this respect the EU may bring positive examples and experiences with regard to
improvement of labour conditions from EU accession countries, including successful
adoption and implementation of labour standards, monitoring and evaluation of decent
work indicators and capacity building, especially with respect to SMEs.
5.4.3

Policy measures related to the environmental pillar

In our analysis, we identified moderate effects of the FTA on environmental sustainability
in the EU and ASEAN, although many of the impacted issues are existing issues related
to the generally vulnerable environmental situation in ASEAN and pressures stemming
from population and economic growth trends and resource depletion. Considering the
ongoing nature of these pressures on natural resources in ASEAN due to a variety of
factors, it is hard to attribute these impacts directly to the FTA, but the FTA could
enhance or accelerate ongoing trends. At the same time, it could be used to help solve
certain environmental problems, thus contributing in a positive way. As such, policy
makers and civil society alike should look at the broader environmental agenda and issues
of ASEAN and consider the leveraging opportunities that an FTA may provide in terms
of addressing these.
Environmentally related policy measures can help prevent or mitigate some of the
potential negative effects associated with the FTA resulting from the economic growth in
some sectors, while in addition, it may help create incentives for future environmental
sustainable development.
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1. b) Incorporation of relevant environmental considerations and provisions in other
chapters of the FTA
Relevant environmental considerations and provisions may be included (mainstreamed)
into other chapters of the FTA, for instance in relation to tourism, energy markets textiles
and leather tanning, fisheries, etc., while the liberalisation of environmental goods and
services (EGS) could be emphasised in the agreement.
Generally speaking the WTO framework for liberalisation of EGS could be used as the
starting point here. The EGS negotiations within the WTO are still facing some
difficulties in terms of agreeing on the approach to liberalisation. Within the context of
the FTA, faster progress could likely be made with these issues.14 The WTO framework
relates to specific goods and services considered to contribute to environmental
protection, abatement, pollution control and resources management. However, specific
issues at sector level may not be included in this framework and should be addressed
separately. Below a few examples are provided on how environmental issues could be
incorporated in the agreement at sector level:
• In relation to fisheries reference should be made to the signing and implementation of
the United Nations Fish Stocks Agreement and to membership of Regional Fisheries
Management Organisations operating in the ASEAN that have the legal responsibility
and authority to manage the catches and fishing in the areas.
• In relation to the energy sector the parties should agree on norms for energy pricing,
so that it reflects not just economic costs, but also environmental impacts, which
would reduce the potential for carbon leakage and provide incentives for longer term
investment in energy efficiency and innovation.
• With regards to the forestry sector, the parties should agree on minimum
environmental standards – possibly through internationally recognised certification
schemes – and allow for redress if these are not met.
• With regard to tourism. the agreement could include standards for what can be
considered and advertised as ‘eco-tourism’, while new investments in the sector by
EU investors should require Environmental Impact Assessments based on thorough
analysis of the carrying capacity of natural resources.
• With regards to the textiles and leather (tanning) sectors, an agreement could be made
not just on technical and health and safety standards of the product (e.g. levels of
chemicals in the final product that do not comply with EU standards), but also on the
environmental impacts of the production process. This could for instance be based on
certification schemes.
It must be noted once more that these agreements would be useless unless adequate
enforcement and capacity building to do so is not adequately addressed in the
implementation process. This is confirmed by a recent study by the Commission for
Environmental Cooperation (CEC)15 and the WWF, which concluded that although there
14

For an overview of the key issues within the WTO, see World Bank (2008) “International Trade and Climate Change.
Economic, Legal and Institutional Perspectives.”
15
The CEC is an international organization created by Canada, Mexico and the United States under the North American
Agreement on Environmental Cooperation (NAAEC). The CEC was established to address regional environmental
concerns, help prevent potential trade and environmental conflicts, and to promote the effective enforcement of
environmental law. The Agreement complements the environmental provisions of the North American Free Trade
Agreement (NAFTA). (www.cec.org/who we are/index.cfm?varlan=english)
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was a positive relationship between NAFTA, FDI and Tourism Development in Mexico
and a positive relationship between NAFTA and the creation and use of environmental
policy tools in Mexico, environmental policy tools did not achieve their potential
positive environmental implications, due mostly to lack of institutional capacity.16
2. Linking National Interpretations of the Roundtable on Sustainable Palm Oil (RSPO)
to FTA Negotiations
Given the importance of palm oil production in the region including for export purposes
and the environmental concerns surrounding it, the role of the Roundtable on Sustainable
Palm Oil (RSPO) (see annex C in Volume II) and its proper implementation and
monitoring is essential.
Having a set national interpretation of the recommendations issued by the RSPO that is
subscribed to by all national RSPO parties is a first step in ensuring that environmental
degradation caused by higher palm-oil production is adequately monitored and mitigated.
Such an effort is currently being undertaken in Malaysia17. A crucial point is establishing
a systematic link between the national interpretation of the RSPO standards in Malaysia
and the terms of the FTA between ASEAN and the EU. Indeed, making the EU ASEAN
FTA contingent in some measure upon compliance with the national interpretation of the
RSPO may bolster the visibility of sustainability issues in Malaysia in the oil palm sector.
FTA and flanking measures
3. Enhancement of environmental impact assessment and monitoring programs.
In order to identify (potential and ongoing) environmental impacts so as to be able to
devise appropriate preventive mitigating policies, we recommend strengthening, or where
necessary, creating of a system of standards for objective measurement and reporting of
environmental variables (e.g. pollution, GHG emissions, deforestation rates, biodiversity
loss etc). In addition it is recommended to include a reference to voluntary Environmental
Management Systems. Besides providing a baseline for policy interventions, these
measures will also promote environmental concerns in impact assessments and create
awareness and disseminate information.
4. Create incentives for environmentally friendly production.
Our in-depth assessment has demonstrated that increases in production and growth are
likely to have a negative impact on various aspects of the environment. However, we
have also indicated the opportunities that the FTA may directly and indirectly provide to
encourage cleaner production. Generally speaking the World Bank (2008) finds that “(...)
most countries that are more open to trade adopt cleaner technologies more quickly
(…).”18 In order to mitigate possible negative impacts and facilitate (accelerate) the
process of cleaner technologies adoption, policy options include creating incentives for
environmentally friendly production, e.g. in the form of tax incentives, but also by
indentifying and removing specific NTBs for trade and investment in such technologies,

16

www.cec.org/who we are/index.cfm?varlan=english
For more information on the Malaysian Na ional Interpretation Working Group, see http://www.rspo.org/Malaysia$$_News__Announcements.aspx
18
World Bank (2008) “International Trade and Climate Change. Economic, Legal and Institutional Perspectives.” p.9
17
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e.g. through approximation of legislation within ASEAN and the EU. This is closely
linked to the issue of promoting trade and investments in innovative technologies.
In addition a fast-track for trade liberalisation in environmental goods and services (EGS)
between the EU and ASEAN can be developed. Taking the ongoing negotiations within
the WTO on liberalisation of EGS as a starting point, trying to address and tackle some of
the issues still faced in this area at the bilateral level may encourage faster adoption of
new and cleaner (environmental) technologies.
By including environmental standards in public procurement contracts environmental
quality and preservation could be further promoted.
Finally the set-up of temporary funds for upgrading production methodologies and
inclusion of environmental concerns in production that could be facilitated and provided
by the ASEAN authorities should be considered.
5. Link FLEGT/VPA process to FTA negotiations and implementation
Our in-depth study illustrated the potentially positive impacts on illegal logging and
timber trade of the FLEGT/VPA initiative and the proposed due diligence regulation
(DDR) for putting wood products onto the market in the EU. The FTA should clearly link
to this initiative, as it relates closely to trade issues and has a strong regional dimension as
well. Measures to consider include:
• Investigating the possibility of granting tariff reductions for timber and timberproducts made of verified legal timber such as that derived from FLEGT Voluntary
Partnership Agreements.
• Inclusion of FLEGT and – where applicable the use of VPA or other legality
verification mechanisms – in the Sustainable Development Chapter of the EUASEAN FTA. Although the VPA concerns bilateral negotiations, leveraging of the
regional dimension of the FTA may provide for incentives to start and further
encourage the FLEGT/VPA process in all ASEAN countries. If an incremental
approach (i.e. starting with bilateral trade agreements and building up to a regional
FTA) is adopted for the negotiations, reference to FLEGT and the potential of the
VPA's should be included in the negotiations as matter of principle and precedent,
regardless of the direct relevance of the issue for the country involved (e.g.
Singapore).
• A chapter on procurement that includes clauses for green procurement both in the EU
and ASEAN. This would require the development of agreed criteria of legality of the
goods covered in such clauses. As such criteria are being developed under the
FLEGT/VPAs with several countries already, within the context of government
procurement within the FTA, a broad framework could be developed, based as much
as possible on the FLEGT criteria. The possibilities for the initial framework should
be further investigated. Within the FTA this concerns government procurement
mainly, but other options should be considered as well (outside the FTA) such as
encouragement of private initiatives related to green procurement, e.g. as part of
corporate social responsibility standards. As the proposed DDR is implemented, this
automatically sets the minimum standards for procurement by the private sector
within the EU.
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•

•

•

Further trade facilitation improvement, such as the development of electronic timber
tracking systems; export licensing and customs clearance systems; the training of
customs and enforcement officers to identify illegal wood and wood products and
enforce trade related legislation; support to the harmonisation of customs systems
within ASEAN so as to prevent deflection of illegal wood and wood products to third
markets, etc.
Incentives for investments in legal and sustainable forestry (e.g. eco-labelling)
products and processes and productivity improvements for legal timber and timber
products, e.g. through technology and knowledge transfer (assistance).
Generally raising awareness on the possible benefits of environmentally sustainable
products and production in terms of export opportunities to the EU, with its growing
market for such products.

6. Establishing and Complying with Biofuel Sustainability Standards
The RSPO is only one aspect in ensuring that the palm sector is sustainable in production
chains covering all final products, including biodiesel. Two important biofuel
sustainability standards could be considered in ASEAN to ensure that all biofuels
produced in ASEAN countries are sustainable. The first is the set of sustainability criteria
included in the recent European Commission Renewable Energy Directive (RED) and the
Fuel Quality Directive (FQD), which were voted by the European Parliament and Council
in December 2008 and will be implemented in 2010. The key provisions of these two
directives include aspects of particular relevance to ASEAN as well, such as:
• Biofuels and other bioliquids present in the EU shall not be made from raw material
obtained from land with high biodiversity value. The criteria for determining areas of
high biodiversity value are laid out in paragraph 3 of article 17 of this directive;
• Biofuels and other bioliquids shall not be made from raw material obtained from land
with high carbon stock. Land with high carbon stock is defined in paragraph 4 of
article 17 of this directive;
• Biofuels and other bioliquids shall not be made from raw material obtained from land
that was peatland in January 2008, unless it is proven that the cultivation and
harvesting of this raw material does not involve drainage of previously undrained soil
The second standard to be considered is the UK’s Renewable Transport Fuel Obligation
(RTFO), which was launched in April 2008 and is the most comprehensive existing
sustainability standard being implemented today in the EU and globally. Given that the
RED/FQD will only take effect in 2010, the RTFO is an important template to consider.
Although countries like the Netherlands and Germany have started developing their own
national sustainability standards for biofuels, such projects have been put on hold while
EU wide regulations are discussed. The UK is the only country to operate a functional
and comprehensive standard. The RTFO is more comprehensive than the RED and is
structured in a more detailed manner than the RED/FQD and provides a higher level of
practical insights into how implementation and monitoring may take place. As such, it is
more adaptable to non-EU countries, such as the ASEAN countries;
Although the RED/FQD standards are not yet implemented and the RTFO is not an EU
standard, they do not impact substantially on ASEAN bio-fuels production at this
moment, but clearly they are likely to do so in the future. FTA negotiations and
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implementation should therefore already include reference to these standards and
assistance in complying with them, to ensure ASEAN can produce and export bio-fuels
(materials) in a sustainable way.
7. Encourage participation of civil society
Overall, in both the EU and ASEAN, environmental civil society organisations are very
actively involved in sustainability issues and participate in e.g. the FLEGT process and
bio-fuels discussions. Their contributions to research and analysis in these areas are also
notable. Further inclusion and integration of their involvement in the FTA (in relation to
the SD chapter, possible sectoral and sustainable development dialogue forums in the
context of EU-ASEAN cooperation, etc.) and its follow-up activities as well as in
flanking policy making processes is recommended, as often there is a disconnect between
civil society activities at grass-roots levels and the policy making levels.
Flanking measures
8. Facilitate trade and investment in innovative technologies.
Trade and investment in innovative technologies and technological development does not
only promote greater factor returns and improved health and safety standards in the
workplace, it also has potentially positive environmental impacts. One way to facilitate
the uptake of environmentally friendly technologies (e.g. cleaner technologies) could be
the provision of tax incentives for such investments, in ASEAN in particular. As
described above, improvement of IPR protection could also encourage investments from
EU (and other) environmental technology producers and providers in ASEAN. Some of
the most advanced producers of environmental technologies are European and ASEAN
countries could benefit greatly from the technologies and knowledge these companies
could bring with them. Further removal of intra-ASEAN NTBs is also likely to facilitate
investments and trade in environmental technology, as many of the companies producing
these depend on economies of scale for competitiveness and thus would be encouraged by
a larger market and production region.
9. Cooperate and coordinate with ongoing environmental initiatives and programmes
As with the social flanking measures it is recommended that the EU and ASEAN build
further on, expand and cooperate in the context of international, regional and national
policy initiatives in ASEAN. This includes the existing bilateral cooperation and
assistance programmes between the EU and ASEAN (see annex E in volume II), but
could also include support for the implementation of international agreements and
programmes in ASEAN. for instance in relation to fisheries (United Nations Fish Stocks
Agreement), support and cooperation to the ASEAN Environment programmes and
Sustainable Development Strategies in ASEAN countries.
10. Promote integrated approach to environmental impact issues
Although the broader environmental sustainability agenda of ASEAN cannot (and should
not) be addressed by an FTA, the ongoing dialogue and cooperation between the two
regions of which the FTA is in essence a part, could promote further integration of
environmental issues into the policy making and cooperation process (for an overview of
existing programmes and projects on which further initiatives could build, see annex E in
Volume II of this report). This includes for instances:
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