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ABSTRACT

This research is a study about Economic Integration Among ASEAN Countries: Evidence from Gravity
Model. The thesis analyees the impact by wsing GLS (Generelized |.cast Sguare) of cross-cauntry data
and regress il each year from [997-2007. In this thesis the writer uses some variahles: they are exporn in
lpgarithmic form {InExp) as a dependent vanable and gross domestic product in exporting country of
logarithmie form (G, gross domestic product of importing country in logarithmic ferm (InGDP),
suim of pepulation of exporting country in logarithmic form (InPopil, sum of populetion of importing
country in logerithmic form (InPopj) o independent variables and gravity model as the model Based on
empiricil result, the writers sugeest thot all independent varisbles are significant and have positive
positive relationship to dependent varinkle. That means, all variabics nsed 1o provide a positive impact on
CoOnomic integration.
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CHAPTER I
INTRODUCTION

L1 Background

Orver the past fow decades. efforts at regional integration have increasingly
become the central Focus of various groups of countries. Economic integration, in
particular, can lead to trade creation and other benefits in the form of a more
compelitive trade environment from the removal of inude borriers and the
passimlity of realizing cconomics of scale and higher economic growth, In
addfition, forming economic proupings can also stimulate investment in the
member countries from both internal and Toreign sources, 11 has been argued that
mtegration can stimulate investment by reducing risk and oncertainty due 0 the
larger market thal producers become open to. Furthermore, foreign investors may
wish o invest in productive capacity i a member countrv o aveid being
excluded by trade restrictions and a high common external tanff (Appleyard,
1945y,

In fine with this idea, the ASEAN regional grouping was formed on 8 Aupust
1967 by five countries, namely, Indonesia, Malavsia, the Philippines, Singapore,
and Thailand. Brunei Darussalam later joined in 1984, {ollowed b_y Vietnam in
1995, Laos and Myanmar in 1997, and also Cambodia in 1999, Among the
objectives of ASEAN are 10 enhance economic growth and other fields such as

social. culwral. technical, and educational in the region through cooperation, and

to promote regional peace and stability.




Although the initial concerns of ASEAN dunng ils early penod of
establishment were issues related 1o palitical security in Southeast Asia, over time
attenpts at organized regional co-operation were established. [t was not until 1976
that ASEAN members agreed to pursue coordinated investment projects (o
complement the economic structures among member countries. In 1977 the
ASEAN preferential trading arrangements were established to promote greater
intra-regional trade and to co-ordinate industrialization policies (Park. 199%). The
ASEAMN preferential trading arrangements sought to reduce tarifl and non-tari(l
harriers to goods produced in member countries. However, the consensus from
existing studies suggests that only negligible increases in trade in the region were
achieved (AT, 1994; Garnaut & Drysdale. 1994: DeRosa, 1995), According to
DeRaosa (1993), this initiative was not fulfilled doe to several reasons including
the reliance on non-tariff barriers among member countries and opposition of
national interests which 1s more concerned with the profitability of their local
investments,

This scenario changed during the late 1980s and [990s when the global
market hecame more competitive with the Tarmation of NAFTA and ELL I raised
questions among the ASEAN heads of state on the accessibility of ASEAN
exporls 1o the Morth American and European markets. In addition, with the
emerpence of China as the main global cconomic player, ASEAN [aced an intense
competition to attract foreign direct mvesiment into their countries. In response to

the situation. in Januwary 1992, the six member countries at that time (ASEAN-G)

agrced to establish the ASEAN Free Trade Arca (AFTA) which ameng others.




CHAPTER VI
CONCLUSION AND RECOMMENDATION

0.1 Conclusion

From the discussion and estimation that was explained in the previous chapler

concludes as follows:

L.

ASEAN will continue to benehit from AFTA and turther “deepening”
measures through the effects on strengthening macrocconomic stability,
encouraging investment flows, enhancing technology transfer, minimizing
intra-regional transactions costs to condueting  business, and fostering
policy reform an the regon. ASEAN regional integration will help
ASEAN countries to prevall over periodic crises by, among  others,
incorporating regional economic reform and providing information sharing
with regards to crisis management.

POP; or population of importer country is the most influential variable for
economic integration. Demand of importer countrics will increase if the

populations of importer countries increase also.

. For POPy or population of exporter country, imcreasing number of

population in this developing countries have positive impact to toual

export.

. Test composed result that high levels of income in export indicate high

level ol production, which increases the availability of goods for exporns.

. For GDP; or GDP ol importer country has positive relationship with

export. The purchasing power to import product will increase i the income

28
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