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 ABSTRACT 


Increasing  income  inequality  in  recent  years  has  triggered  an  outpouring  analysis  and 
 reflection  on  the  causes  of  these  changes.  ASEAN  has  broadened  cooperation  on 
 macroeconomic and financial aspects and demonstrated robust economic growth, reducing 
 poverty  but  also  accompanied  by  rising  inequality.  The  income  gap  persists  between 
 ASEAN-5 (Indonesia, Malaysia,  the Philippines, Singapore, Thailand) and the ASEAN-3 
 (Cambodia, Laos, Vietnam) has become a prominent issue and policy debate. Hence, this 
 study  aims  to  investigate  the  regional  economic  integration  and  income  inequality  by 
 adopting a balanced panel analysis for selected ASEAN countries from 2005 to 2018. To 
 examine  the  relationship  between  economic  integration  and  income  inequality,  economic 
 integration  was  further  decomposed  into  trade  integration  and  financial  integration. 


Empirical findings showed that trade integration is more effective than financial integration 
 in  improving  income  distribution.  Export  activities  from  the  manufacturing  and  service 
 sectors help ASEAN-5, while the agricultural and manufacturing sectors help ASEAN-3 in 
 narrowing income distribution. Therefore, integration policies to improve inequality should 
 not  be  universally  implied  on  countries  with  diverse  economics  structures  and  varied 
 development activities.  


Keywords: Regional economic integration, income inequality, ASEAN-5, ASEAN-3 
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Integrasi Ekonomi Serantau dan Ketidaksamaan Pendapatan di Negara-Negara 
 ASEAN Terpilih 


ABSTRAK 


Peningkatan  ketidakseimbangan  pendapatan  pada  tahun-tahun  kebelakangan  ini  telah 
 mencetuskan analisis secara meluas dan refleksi mengenai penyebab perubahan ini. ASEAN 
 memperluas  kerjasama  melalui  aspek  makroekonomi  dan  kewangan  telah  menunjukkan 
 pertumbuhan ekonomi yang kukuh, mengurangkan kemiskinan tetapi turut disertai dengan 
 peningkatan ketidaksamaan pendapatan. Jurang pendapatan berterusan antara ASEAN-5 
 (Indonesia,  Malaysia,  Filipina,  Singapura,  Thailand)  dan  ASEAN-3  (Cambodia,  Laos, 
 Vietnam) telah  menjadi isu penting dan perbahasan dasar.  Oleh itu,  kajian ini bertujuan 
 untuk  menyiasat  integrasi  ekonomi  serantau  dan  ketidaksamaan  pendapatan  dengan 
 mengguna pakai  analisis panel  seimbang bagi  negara-negara ASEAN terpilih  dari tahun 
 2005  hingga  2018. Untuk  membandingkan  antara  hubungan  integrasi  ekonomi  dan 
 ketidaksamaan  pendapatan,  integrasi  ekonomi  turut  diasingkan  melalui  integrasi 
 perdagangan dan integrasi kewangan. Penemuan empirikal menunjukkan bahawa integrasi 
 perdagangan  lebih  berkesan  daripada  integrasi  kewangan  dalam  memperbaiki  jurang 
 pendapatan. Aktiviti eksport dari sektor pembuatan dan perkhidmatan membantu ASEAN-5 
 manakala  sektor  pertanian  dan  pembuatan  membantu  ASEAN-3  dalam  menyempitkan 
 pengedaran  pendapatan.  Oleh  itu,  dasar  integrasi  untuk  mengurangkan  ketidaksamaan 
 tidak  sepatutnya  tersirat  di  negara-negara  dengan  pelbagai  aktiviti  struktur  dan 
 pembangunan ekonomi yang berbeza-beza dari satu sama lain. 


Kata  kunci:  Integrasi  ekonomi  serantau,  ketidaksamaan  pendapatan,  ASEAN-5,  
ASEAN-3 
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 CHAPTER 1 


INTRODUCTION 


1.1 Introduction    


Regional integration is creating tremendous opportunities for growth, but at the same 
 time also there is a risk that the gains in prosperity may not be distributed equally. Regional 
 integration can be conceptualized as the increasing density of international market exchange 
 and  development  of  international  political  institutions  within  geographically  bounded, 
 politically negotiated and historically specific transnational regions (Macdonald, Marshall 


& Pinto, 2012). Of many regional integration blocs that have formed with various goals, the 
 European Union (EU) and the North American Free Trade Agreement (NAFTA) have been 
 regarded as the two most successful regional blocs. In Asia, the Association of Southeast 
 Asia Nations (ASEAN) is a good example of a regional integration scheme (Teh, 2004). The 
 member countries of the ASEAN continue to achieve tremendous economic growth, at an 
 average of 5.2% during 2018 (International Monetary Fund [IMF], 2018). 


An integrated ASEAN is undoubtedly an attractive notion. Economic collaborations 
have  continued  to  expand  from  predominately  trade  to  skilled  manpower  and  investment 
flows to address developmental gaps. Income growth has remained strong, outpacing the rest 
of the world since the late 1970s (Ramlrez & Poolttlwong, 2016). Less developed countries 
could  take  advantage  of  regional  market  access  opportunities  that  optimally  deploy  the 
region’s natural resources, human mobility and technological exchange to help converge the 
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region’s different levels of economic development among countries (Asian  Development 
 Bank [ADB], 2018). While regionalization in recent decades has lifted many out of poverty 
 and  raised  the  standard  of  living,  this  was  also  accompanied  by  rising  domestic  income 
 inequality. Inequality remained stubbornly high in Southeast Asia (Hartley, 2017). The lack 
 of required skills and inability to access finances are among the barriers that have hindered 
 the lower socioeconomic levels from reaping the benefits and opportunities of integration 
 (Mordecai, 2017). Hence, this study further examines the channels through which economic 
 integration that contributed towards the widening of  domestic income distribution among 
 the selected ASEAN countries.  


1.2 Background of the Study 


ASEAN has made steady and continuous progress since the establishment in August 
 1967 at Bangkok, Thailand with the signing of the ASEAN Declaration  by the  Founding 
 Fathers of ASEAN - namely Indonesia, Malaysia, the Philippines, Singapore and Thailand - 
 to facilitate trade, economic growth and promote cultural development and social structure 
 within  the  region  (Francisco,  2018).  Later,  ASEAN  expanded  throughout  the  years  and 
 included Brunei (1984), Vietnam (1995), Laos and Myanmar (1997) and Cambodia (1999). 


The  region  has  significantly  transformed  from  a  bloc  of  underdeveloped  countries  into  a 
vibrant, an absence of inter-regional conflicts and increasingly integrated economic region 
with huge economic, political, cultural and linguistic diversity (Delios, 2017; Hill & Menon, 
2012). Singapore has been recognized as an advanced economy; Malaysia, the Philippines 
and  Thailand  are  classified  as  newly  industrialized  economies;  Indonesia  is  one  of  the 
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emerging market economies; and Vietnam’s remarkable development for poverty alleviation 
 (World Bank, 2019; Nair, 2017).  


ASEAN  is  now  the  world’s  6th  largest  economic  region,  with  a  combined  gross 
 domestic product (GDP) of more than US$ 2.9 trillion in 2018 and third largest population 
 of 635 million after China and India. It has a young and rising and middle class, making up 
 a large portion of the current and future workforce (ASEAN, 2017a). This remarkable and 
 successful  economic  regionalization  has  been  underpinned  by  inclusive  growth,  poverty 
 reduction  and  conflict  resolution  (Mahbubani  &  Sng,  2017).  Economic  development  has 
 been pursued and strengthened through the deepening of intra-regional economic linkages. 


This started from the creation of economic cooperation and tariff preferences in the 1970s 
and progressively into the implementation of economic integration in the 1990s. Today, the 
region is often considered as a model of  “open regionalism” that has emerged in the region 
through  economic  integration  in  the  developing  world  (Economic  Research  Institute  for 
ASEAN and East Asia [ERIA], 2018). Thus, ASEAN economies can be measured by a set 
of indicators (Chen, Lombaerde and Cuyvers, 2017). 
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Figure 1.1: Gini Coefficient in Selected ASEAN Countries from 2005 to 2018 
 Source: Standardized World Income Inequality Database (2018) 


Figure  1.1  showed  the  trends  of  income  inequality  in  selected  ASEAN  countries 
 based on the Gini index for the period between 2005 to 2018. The analysis of Gini trends in 
 ASEAN  normally  ranges  between  10  to  50.  In  general,  the  region  has  low  levels  of 
 inequality, but there are some gap indicating that some countries are very equal, and others 
 have higher inequality levels. The countries with a better income distribution are Cambodia 
 and  Laos  while  countries  with  the  highest  Gini  coefficient  are  Myanmar  and  Singapore. 


Countries  that  increased  inequality  throughout  the  years  are  Myanmar  while  Cambodia, 
 Laos,  Malaysia  and  Thailand  experienced  reduction  in  domestic  income  inequality.  The 
 declining trends of Gini coefficient started drastically starting 2014 for Cambodia and Laos. 


In 2018, Indonesia, Malaysia, Myanmar, Singapore, Thailand and Vietnam recorded a Gini 
 coefficient between 30 to 50. 
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The fact that makes “current integration” a novelty is that levels of trade and the 
 number  of  participants  in  the  market  have  reached  unprecedented  levels  (Enciso,  2011). 


Based  on  Figure  1.2,  intra-regional  trade  has  risen  from  18%  in  2000  to  23%  in  2018. 


However,  economic  connections  within  the  region  have  not  deepened  as  ASEAN 
 regionalization was still heavily dependence on countries outside of ASEAN for the trading 
 of  goods,  services,  investment  and  technology  (Delios,  2017;  Ando  &  Kimura,  2014). 


ASEAN is the fourth largest exporting region in the world and has established sophisticated 
 manufacturing  capabilities  through  industrialization  and  diversified  its  exports,  enabling 
 progress in poverty reduction. Malaysia and Thailand are leading exporters of electrical and 
 electronic products, machinery and automotive parts. The biotech industry in Singapore is 
 growing, and manufactured goods are clustered around chemicals and biomedical sciences, 
 logistics and transport  engineering.  Vietnam’s top export commodities are broadcasting 
 equipment, telephones and integrated circuits.  


Figure 1.2: ASEAN Intra-Trade and Intra-Foreign Direct Investment Inflows  
 from 2000 to 2018 


Source: ASEAN Yearbook (2018) 
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While  other  ASEAN  countries  have  assembled  export  industries  running  around 
 natural resources. Brunei’s primary exports include petroleum gas, crude oil and natural gas. 


Indonesia is the world’s largest producer and exporter of mineral fuels and palm oil, and a 
 leading exporter of animal and vegetable fats. Myanmar is just at the beginning to embark 
 on an unprecedented opening up of its economy, with the garment industry is a major hub 
 job creator.  In addition to exporting manufactured and agricultural products, the Philippines 
 is  establishing  a  thriving  business-process-outsourcing  industry  (Vinayak,  Thompson  & 


Tonby, 2014).  


ASEAN has taken a step towards financial integration through increased in foreign 
direct investment inflows over the past two decades, as illustrated in Figure 1.2. Sustained 
inflows  of  investments  have  helped  to  enhance  efficiency,  allocate  resources  more 
effectively and yielded greater economic prosperity through inclusive economic expansion 
(Ibrahim,  2015).  Financial  resources  are  free  to  move  across  the  borders,  generating 
opportunities for investment and trade (Hew, 2006). This phenomenon is driven by unilateral 
reforms created by the “flying geese” phenomena of transferring capital and production to 
neighbouring  countries  with  a  lower  cost  and  further  promotes  export-oriented  industries 
within the country (Krumm & Kharas, 2004). Multinational firms and companies with huge 
investment capital in ASEAN play an essential role in facilitating the rise of intra-ASEAN 
investments.  These  capital  influxes  from  the  regional  market  help  domestic  market 
expansion, establish production linkages and subsidiary networks, and participation in the 
regional value chain.  
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Singapore is the largest source of investment within the ASEAN region. As of 2018, 
 Singapore contributed 69% to ASEAN’s economies and has accumulated amounts as high 
 as  95%  in  combined  capital  from  Malaysia  and  Thailand  (ASEAN,  2018b).  Conversely, 
 Indonesia’s resilient economic growth, huge investment market and potential for growth has 
 attracted more than 45% of the intra-ASEAN investments (Soekro & Widodoa, 2015). The 
 largest  beneficiary  of  FDI  were  mining  sector,  machinery  and  electronics,  utilities  and 
 pharmaceutical industry (World Economy, 2018). The combined FDI flows to Cambodia, 
 Laos, Myanmar and Vietnam (CLMV) increased by 21% to US$ 23 billion, with all countries 
 receiving  the  highest-ever  recorded  inflows.  ASEAN  remained  the  largest  source  of 
 investment  for  Myanmar  and  Vietnam  in  the  manufacturing  industry.  On  the  other  side, 
 infrastructure, primarily electricity generation. are more focused in Laos while garment and 
 textiles and automotive industrial dominate in Cambodia (ASEAN, 2018b).  


Despite  the  long  integration  process,  widening  socio-economic  disparities  that  are 
 attributed with the striking differences in their growth performance and human development 
 indexes (HDI) have divided ASEAN region into ASEAN-61 and CLMV. As a result of less 
 established institutional structure, weak political regimes and resource constraints, CLMV 
 are significantly poorer than countries from ASEAN-6. Contrasting growth performance and 
 persisting income gap between ASEAN-6 was already large between Brunei and Singapore 
 against  Indonesia,  Malaysia,  the  Philippines  and  Thailand  since  the  establishment  of  the 
 association  (Caballero-Anthony  &  Barichello,  2015).  When  CLMV  countries  became 
 members  of  ASEAN,  the  already  existing  economic  disparities  from  ASEAN-6  was 


      


1 ASEAN-6 refers to the older members of ASEAN which comprise Brunei, Indonesia, 
Malaysia, the Philippines, Thailand and Singapore. 
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perceived  to  be  a  hindrance  to  regional  integration.  ASEAN  transitioned  from  a  two-  to 
 multi-tier  regional  market,  encompassing  high-,  middle-  and  low-income  countries,  and 
 raising  concerns  about  the  emergence  of  the  region  (Kurlantzick,  2012).  Alternatively, 
 CLMV participation and commitment to deepen collaboration in ASEAN was viewed as a 
 steppingstone  towards  sustainable  development  goals,  narrow  the  gaps  between 
 neighbouring countries and re-entering the world economy (ASEAN, 2012a). 


ASEAN is among the world’s best performing emerging economies, with resilient 
 economic  growth  that  has  outpaced  many  regional  blocs.  Growth  in  GDP  per  capita 
 remained strong since 2000, with an average annual gain of more than 5%. Based on Table 
 1.1,  despite  the  progressive  growth  in  GDP  per  capita,  variations  in  GDP  per  capita  are 
 strikingly vast and large disparities persist between the countries. In 1970, per capita GDP 
 varied from US$ 1,381 for Brunei, US$ 357 for Malaysia and US$ 79 for Indonesia. Brunei’s 
 GDP  per  capita  was  4  times  higher  than  that  of  Malaysia.  By  1991,  Singapore  overtook 
 Brunei  becoming  the  wealthiest  country  in  ASEAN  with  per  capita  GDP  recorded  at 
 US$ 14,505. It was 5 times and 6 times richer than Malaysia in 1991 and 2018 respectively. 


Although coming after Singapore and Brunei in the ranking of ASEAN countries with high 
per capita GDP, Malaysia was still a distant third (Caballero-Anthony, 2005). The statistical 
evidence showed that economic gaps still exist among the more developed ASEAN-6 and 
potentially widen over time (Myanmar Times, 2017). At the same time, Indonesia and the 
Philippines’ GDP per capita were only about a third of Malaysia’s. 



(23)9 


Table 1.1: GDP per Capita (current US$) 


1970  1980  1990  2000  2010  2018 


Brunei 


Darussalam  1,381.97  25,412.99  13,604.16  18,008.45  35,268.10  20,303.78 


Cambodia  102.70  -  -  302.65  785.69  1,460.29 


Indonesia  79.69  491.44  585.00  780.09  3,113.48  3,732.12 


Laos  -  -  203.26  324.85  1,141.13  2,629.85 


Malaysia  357.66  1,774.74  2,440.59  4,045.17  9,071.36  9,168.46 


Myanmar  -  -  -  193.19  987.74  1,270.03 


Philippines  186.77  684.65  715.31  1,038.91  2,129.50  3,053.88 
 Singapore  925.29  4,926.96  11,864.28  23,792.61  46,569.68  56,529.79 
 Thailand  192.13  682.77  1,508.29  2,007.56  5,075.30  6,371.24 


Vietnam  -  -  94.88  388.27  1,310.37  2,423.12 


Sources: World Development Indicators (2018) 


Figure 1.3: Average of GDP per Capita, 2000-2018 (Current US$) 
 Source: World Bank (2019) 


Based on Figure 1.3, the economic gap became extremely stark when compared to 
 the  GDP  per  capita  of  CLMV  countries  against  ASEAN-6.  The  creation  of  two-tiered 
 structure  within  the  region  is  an  obstacle  to  achieving  inclusive  and  prosperous  ASEAN 
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(Sovachana, 2013). In 2018, Singapore emerged as a dominating country among ASEAN, 
 with a per capita GDP of greater than the total of per capita GDP of the rest of the ASEAN 
 members  in  2018.  This  fact  indicates  the  imbalanced  among  ASEAN  economies,  with 
 Singapore, oil-rich Brunei, developing states and those poorer nations that are still in  the 
 early stages of development, CLMV nations (Mordecai, 2017). The level of disparity is huge 
 and  among  the  individual  members,  it  is  extremely  high  in  comparison.  Singapore’s per 
 capita GDP is 44 times higher than the poorest country in the region, Myanmar, 40 times 
 that of Cambodia, and more than 20 times that of Vietnam. The average for the CLMV was 
 only 10% of ASEAN-6 (Figure 1.3).  


The CLMV countries have also realized that they  must progressively  and steadily 
 integrate  their  economies  with  ASEAN-6  to  narrow  the  development  divide  to  ensure 
 effective  economic  integration  and  reap  the  benefits  equally  (Sovachana,  2013).  To 
 minimizing the development gap and strengthening the existing regional and sub-regional 
 institutions, new initiatives for Narrowing the Development Gap (NDG) were implemented. 


The  various  efforts  included  the  Hanoi  Plan  of  Action  (HPA),  Initiatives  for  ASEAN 
Integration (IAI) and the Declaration of ASEAN Community (Wu, 2013). The distribution 
gap has been declining through several initiatives and projects that were aimed at reducing 
absolute poverty and increase economic opportunities. CLMV are “catching-up” through 
high  rates  of  growth  as  compared  to  the  ASEAN-6.  However,  it  has  been  observed  that 
national elites have captured more of the wealth, meaning that the incomes of the rich have 
increased more swiftly compared to the incomes of the poor (Hartley, 2017).  
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