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Abstract

ASEAN’s leaders had declared in 2007 “ASEAN’s strong commitments towards accelerating the establishment of an ASEAN Community by 2015. From the initial focus on trade liberalization, through the Preferential Trading Arrangement and eventually the ASEAN Free Trade Agreement (AFTA), ASEAN’s regional economic integration agenda has broadened to now include services trade, investment, labor migration, and even macroeconomic policy. One activity is exports with free movement of goods and services, investment, skill labors and free flow of capital. It implies that number of outputs will be crated relating to use more workers. Once country produces many outputs, it will affect to change in GDP. Purpose is to search which selected macroeconomic variable including AEC are mostly affected to ASEAN exports and to check relationship between GDP and unemployment. Two models are used. One is to identify variables on exports’ movements. Other is to explain relationship between GDP and unemployment. Outcome shows significance AEC has positive effect on exports. Furthermore, raising GDP has an effect on unemployment rate according to Okun’s law in economic theory. It is important for consumers, investors, foreigners and government to understand how effective factors improve for Indonesia exports to make benefit in long run.
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Introduction

The Association of Southeast Asian Nations (ASEAN) has made extraordinary progress since it was founded in 1967. It has been transformed into an increasingly well-regulated, dynamic and creative platform for trade and commerce across what many regard as the world’s fastest-developing economic region. ASEAN’s Member States comprise Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, the Philippines, Singapore, Thailand, and Vietnam. 

The year 2015 is a key milestone in the ASEAN integration agenda. Economically, ASEAN as a region has achieved significant progress and prosperity. GDP has nearly doubled since 2007 (when the AEC Blueprint was first adopted) to the present, with a combined GDP of over US$2.5 trillion, while average GDP per capita grew by almost 80% to over US$4,000. Over the same period, ASEAN has also become more influential, with widening markets regionally and globally. By 2014, it is Asia’s 3rd largest, the world’s 7th largest, and among the most advanced integrated markets. With a combined population of over 622 million, ASEAN has a vast consumer base, behind only China and India globally. Over 50% of ASEAN’s population is under the age of 30, making up a large portion of both the current and future workforce (A Blueprint for Growth Asean, 2015). 

What remains are the politically more sensitive areas, heavy industry and food crops in particular. An unstated tenet of ASEAN trade liberalization is that the concessions would be “multilateralized” as long as it was politically acceptable domestically for the signatories to do so. But for more contentious liberalization, progress has been slower and exemptions have proliferated. For example, Indonesia periodically bans rice imports. As food prices rose sharply in 2008, there was a free-for-all in the regional rice markets, with talk of a “Mekong rice cartel” among exporters, and the then president of the Philippines (now the world’s largest rice importer) announcing that her country would buy rice “at any price”. Each country has sought to protect its steel industry. Malaysia has been reluctant to liberalize its auto trade barriers for fear of competition from Thailand, the regional leader in the industry. In addition to these barriers at the border, a further obstacle to the notion of “ASEAN as a single market” has been the proliferation of sub-national barriers, particularly in Indonesia, where many provincial and kabupaten (county) governments have introduced illegal levies on cross-border transport (McCulloch, 2009).

The rise of fragmentation trade called into question the viability of all forms of preferential trade agreements that do not multilateralize concessions. East Asia has been the dominant player in this fast-growing segment of international trade, which involves the physical relocation of stages of the production process that can be transferred to lower-cost sites. Parts and components in the electronics and automotive industries have been the major segment of this trade, although it is now spreading rapidly to (poorly measured) services trade through Build-Operate-Transfer (BOT) facilities. Within East Asia, ASEAN countries stand out for their heavy dependence on production fragmentation trade. In 2005–06, for example, parts and components accounted for 44% of ASEAN manufactured exports, up from 29% in 1992–93. The shares are higher still for some countries: 64% for the Philippines in 2005–06 (up from 24% in 1992–93), 53% in Singapore (from 32%) and 51% in Malaysia (from 37%). Over this period, ASEAN’s share of world trade in parts and components also rose significantly, from 7.8% to 10.9% (Athukorala and Menon, 2009).

Table 1. ASEAN - Key Socio - Economic Indicator

	Country


	GDP, 2015
	GDP per capita,

2015
	Popu lation, 2015
	Human

Development Index, 2015
	Poverty

headcount ratio at

$2/day, PPP

	
	Current

$ bil
	PPP

$ bil
	Current

$ bil
	PPP

$ bil
	Total

(mil)
	Rank
	(% population)

	Brunei Darussalam
	11.78
	33.21
	38,82
	50,199
	0.41
	31
	-

	Cambodia
	18.15
	54.20
	1,16
	1,905
	15.5
	144
	68

	Indonesia
	858.95
	907.3
	3,36
	3,975
	255.4
	110
	54

	Lao PDR
	12.50
	13.2
	1,77
	2,134
	7.02
	141
	77

	Malaysia
	296.21
	383.7
	9,556
	14,215
	30.9
	60
	8

	Myanmar
	66.98
	68.0
	1,291
	1,156
	51.8
	148
	-

	Philippines
	291.96
	317.1
	2,858
	3,510
	102.1
	115
	45

	Singapore
	292.73
	238.5
	85.25
	49,284
	5.5
	11
	-

	Thailand
	395.28
	519.1
	5,742
	7,703
	68.8
	91
	12

	Vietnam
	191.45
	240.1
	2,088
	2,785
	91.6
	117
	48


Notes: bil = billion, mil = million

Source: World Bank, 2015 World Development Indicators; IMF, World Economic Outlook Database, UN, 

2015 Human Development Indicators.

Table 1 summarizes the key socio-economic features of ASEAN’s 10 member countries, which are diverse in practically every respect. The richest country, Singapore, has a per capita income of about 50 times the poorest, Cambodia. In purchase power parity (PPP) terms, the range is narrower, but is still more than 25:1, larger than for any other regional association in the world. Of course, the range is exaggerated by Singapore, whose per capita income is 5 and 3.5 times that of third ranked Malaysia. But even excluding Singapore (and Brunei Darussalam), the range is very large, about 11-fold. In terms of economic size, however, Indonesia is the dominant economy—with over 35% of ASEAN GDP—almost double that of second- ranked Thailand. There follows three intermediate ranked economies, Malaysia Singapore, and the Philippines (with relative sizes depending on which GDP series is used), followed by the four small mainland states, of which Viet Nam is by far the largest. Cambodia and Lao PDR are still officially regarded as “least developed states”, reflecting their poverty and (along with Viet Nam) the historical legacy of deep conflict.

The demographics of the 10 countries also vary considerably. Here also, Indonesia is by far the largest, with 39% of ASEAN’s population, followed by three mid-sized populations, in order the Philippines, Vietnam, and Thailand. Myanmar’s 50 million is a very approximate estimate. Malaysia is approaching 30 million people, while the remaining four states are considerably smaller. Population densities provide a clue to comparative advantage in land-intensive activities. Apart from the special case of Singapore, the Philippines and Viet Nam have the highest population densities, with the three poor mainland states much less heavily settled. Indonesia’s average density of course obscures its huge demographic imbalance, with the main island of Java containing regions ranking among the highest population densities in the world.

There are also large differences in economic structure, reflecting both levels of development and relative resource endowments. Cambodia and Lao PDR (and almost certainly Myanmar) are still heavily agrarian economies, with one-third or more of GDP derived from agriculture, while the richer economies have largely shifted out of agriculture. Several of the economies have experienced rapid industrialization over the recent decades, with industry accounting for at least one- quarter of GDP in Indonesia, Malaysia, Singapore, and Thailand. Services as expected dominate the Singapore economy. For a complex set of reasons, they also account for more than half of the still low-income Philippine economy.

Welfare indicators correlate closely with per capita income. Thus human development indicator (HDI) indexes for Singapore and Brunei Darussalam are well above that of the others (although internationally their HDI rankings are well below their per capita income rankings), with Malaysia and Thailand a good deal higher than the other six economies. Those for the three poorest mainland states are among the lowest in the world. Poverty incidence, as measured by the percentage of the population living below $2/day, is still very high in these three (again with accurate estimates for Myanmar unavailable), and still over 40% in Indonesia, the Philippines, and Viet Nam. Poverty incidence has however fallen rapidly in all cases of sustained rapid growth in the region.

These socio-economic indicators highlight several distinctive features of the ASEAN group, and they have important implications for how it operates. ASEAN is unlike any other regional group with respect to its balance of economic power. Singapore—by far the richest economy—has less than 1% of the population, and it is ethnically distinct. By contrast, the largest economy, Indonesia, is barely in the middle-income developing group, and its per capita GDP is below the ASEAN average. This contrasts with NAFTA, dominated by one rich economy, and with the European Union, with its four major economies together with a diverse group of member countries on average considerably richer than that of ASEAN.
The foundation of the AEC is the ASEAN Free Trade Area (AFTA), a common external preferential tariff scheme to promote the free flow of goods within ASEAN. Other elements of economic integration, such as the free flow of investment and services and the elimination of non-tariff barriers, have been added by the ASEAN leaders (ASEAN Annual Report 2008-2009, 2009). However, AEC agreements signed in November 2007, ASEAN's leaders are trying to build a single market, but without either a strong central executive or a well-developed body of laws. Nevertheless, failure to integrate ASEAN's diverse markets means a loss of investment and economic opportunities to regional competitors, such as China and India. As the impact from AEC formation has improved the exports, which is the most important factor that contributed to GDP, and then linked it together with the other macroeconomic variables such as unemployment rate and real exchange rate.

The AEC Blueprint is built on four interrelated and mutually-reinforcing pillars: (a) a single market and production base, (b) a highly competitive economic region, (c) a region of equitable economic development, and (d) a region fully integrated into the global economy. As broad and multi-faceted as these are, the goals of the AEC have already been met on many fronts.

The first AEC pillar seeks to create a single market and production base through free flow of goods, services, investment, skilled labour and freer flow of capital. Cumulatively, these aim for a more liberalised market that provides its population with greater opportunities to trade and do business within the region, with reduced trade costs and improved investment regimes that make ASEAN a more attractive investment destination for both international and domestic investors.
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The second pillar helps to create a business-friendly and innovation-supporting regional environment. That is achievable through the adoption of common frameworks, standards and mutual co-operation across many areas, such as in agriculture and financial services, and in competition policy, intellectual property rights, and consumer protection. It also supports improvements in transport connectivity and other infrastructure networks; these have facilitated cross-border transportation and contributed to reducing overall costs of doing business, while providing ASEAN people and businesses with better opportunities to work together more productively. In turn, such developments provide the impetus to start new businesses, expand the existing market base, encourage strategic sourcing of goods and services within the region as well as create employment.

The third pillar seeks to achieve sustainable and balanced growth and development through equitable economic development. This is done through creative initiatives that encourage SMEs to participate in regional and global value chains, and focused efforts to build the capacity of the ASEAN’s newer member states to ensure their effective integration into the economic community.

The final pillar envisages nothing less than ASEAN’s full integration into the global economy. This is pursued through a coherent approach towards external economic relations, including through free trade areas and comprehensive economic partnership agreements, and enhanced participation in global supply networks (ASEAN, 2015).

The unemployment rate is one of the economic indicator and measurement of population’s welfare in the same time (Anielski, 2001). It has been one of the major issues in most of the countries including Indonesia. Moreover, unemployment rate also acts as one factor affecting business cycle which it affects to GDP of country. Through the relationship of net export, GDP, and unemployment rate, paper can formulate by using the econometrics model and economic model in analyzing.

Then, purpose of this paper is to search on which selected macroeconomic variables and ASEAN Economic Community are mostly affects to Indonesia’s exports and to find the relationship between GDP and unemployment rated to Indonesia’s exports. The benefit receives from the research as economic perspective, the list of factors can help the businesses considering when investing abroad. Furthermore, the fact can guide the policymakers and encourage more outward investment, capable companies to take on the lower specific business risks.

Literature Review

For the reviews from the experiences of the current AEC implication of King, Ismail, Hook (2010) by uses the dummies ASEAN, concludes that there is trade creation among the 5 ASEAN members enhanced subsequent to the AEC formation, proven from the measurement of ASEAN dummies of intra trade. In general, the formation of AEC will facilitate the region to participate competently in developing an international trading that is more approachable to its requirements. The paper then concludes that AEC plays important roles towards attracting trade among ASEAN member countries. 

Moreover, from Petri, Plummer, Zhai (2010) by comparing with those of European Union, AEC would yield similar benefits, which is surprising, as ASEAN economies are not as integrated today, and are less complementary than the EU at the initiative of European’s integration. However, by given the relatively early stage of development of some ASEAN members, existing barriers to trade are greater and their elimination could yield larger productivity gains relative to current trade. These benefits appear to outweigh the effect of lower initial 26 integrations. In the future as the ASEAN economies continue to develop and work more closely together, the benefits from AEC should grow higher.

Neoclassical theory predicts that increased economic integration and the removal of impediments to the free flow of production factors will lead to a convergence in factor returns and, subsequently, in living standards. This is also true for employment which should converge across the union and, conversely, unemployment should converge. Trung and Hashimoto (2005) find that export- oriented strategies have been an engine of economic growth including characteristics of production and consumption in all member countries may have led them to persistently aim for non-members as their export destinations. Furthermore, results by Tajoli and Benedictis (2006) show that growth of trade patterns close to growth of other economic indicators.

Methodology

To identify the variables those seem to have significant effect on exports movements. Some variables are noticed to have an impact on exports. Those are the world demand or total world imports, real exchange, lagged term of exports, and of course the ASEAN Economic Community which is treated to be dummy variable (Romprasert, 2013). Therefore, the equation can be conducted as in Model 1 below:

Model 1:

ln X = α + β[ln(TWIm)] + Ω[ln(RER)] + §AEC + ç[ln(Xt-1)]

Where:

· X is amount of exports 

· TWIm is the world demand or total world imports 

· RER is real exchange rate

· AEC is ASEAN Economic Community (dummy variable)

Another model is used to explain the relationship between the GDP and unemployment rate. Model 2:

[Past GDP – Actual Output] / Actual Output = ∞ [Actual Unemployment Rate – Natural Rate of Unemployment]

Where:

· ∞ is the factor relating changes in unemployment to changes in output

Discussion

Since it was founded nearly 50 years ago, ASEAN has evolved into one of the world’s most dynamic regions with accelerated economic performance in recent years. Under the goal of creating a single market and production base are the central themes of the free flow of goods, services, investment, skilled labour as well as freer flow of capital, as mentioned earlier. For goods, the aim has been no less than to eliminate trade bottlenecks; that has involved the daunting task of removing tariffs, reducing paperwork and cutting the waiting times of getting products to market, with the added benefit of reducing risks associated with consigning goods.

Significant progress has been made in tariff elimination. Pursuant to the commitments made in the AFTA in 1992, and later in the ATIGA in 2010, Member States have eliminated import duties among themselves by 2010 for the ASEAN-6 (Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore and Thailand), and – by 2015 with flexibility to 2018 – for the CLMV (Cambodia, Lao PDR, Myanmar and Vietnam). To date, the ASEAN-6 has virtually eliminated their intra-regional tariffs, with 99.2% of tariff lines at 0%. For the CLMV, the figure stands at 90.86% giving an ASEAN average of 95.99% (A Blueprint for Growth Asean, 2015).

Key to leveraging productivity, including from the positive effects of FDI, is to build capacity in skills. ASEAN’s agenda addresses this by facilitating the free flow of skilled labour across the region, taking into account domestic regulations, and market demand. This has been particularly pressing given the fact that ASEAN’s population has doubled between 2007 and 2015, with a significant share of the ‘productive age’ population. A well-positioned region at the centre of global production networks, ASEAN has relied on its competitive workforce, resources, knowledge and skills, as well as diverse strengths and potentials to integrate into the global economy.

‘Transformation’ is a continuing theme for ASEAN companies that have taken advantage of the AEC. Indonesia’s WIKA is a case in point. Founded as an electrical supplies and water pipe fitter in 1960, WIKA has been transformed into a holding company in construction, engineering procurement construction (EPC) and investment, with 10 subsidiaries. WIKA has moved into distinct sectors, among them industry, infrastructure and building, energy and industrial plant construction, realty and property, as well as investment. In addition to its contractor operations, WIKA also produces a variety of quality concrete products through its subsidiary, WIKA Beton, and asphalt through WIKA Bitumen. WIKA has also ventured into oil and gas and the electric generation sectors.

Such infrastructure activities have not gone unnoticed. WIKA was winner of the Living Legend Company of Indonesia 2015 in the category of construction services. In fact, the company, which became state owned, is a keen supporter of the AEC. The company has stated that under that vision it aims to become one of the best in its field with an integrated investment plan for the region, and with a robust approach to corporate culture and excellence.

This paper estimates an impact of Indonesia exports and unemploy-ment rate by using the selected macroeconomic variables including the ASEAN Economic Community (AEC). As paper selects AEC as one factor even though it is not counted as macroeconomic variables as usual but it is important to know how AEC impacts on the total exports of Indonesia. After that, paper searches on the relationship between Indonesia exports and Gross Domestic Product (GDP) by using the concept of basic macroeconomics theory explained. Finally, it connects to the unemployment rate change with respect to a change in GDP that could be explained by the Okun’s law in macroeconomic aspect.

When AEC is activated, King et al. (2010) has proved that it creates more trade between Thailand and other ASEAN members which should also increase a level of Thailand exports since the formation of AEC makes the ASEAN market become single and production base also comprise five elements: free flow of goods, free flow of capital, free flow of investment, free flow of service and free flow of skilled labor. With these benefits, it increases the level of production in Indoesia because of lower production cost and no tariff. Therefore, Indonesia can export more products to the ASEAN market. This information supports the outcome of this paper as shown in Table 2:

Table 2. Selected Components Affect Indonesia Exports

	Variables
	Coeffi
cient
	t-Statistic
	Prob.

	ln(TWIm)
	0.000925
	3.362984
	0.0858

	ln(RER)
	-0.425271
	-3.828975
	0.7725

	AEC
	18.30965
	2.026408*
	0.0462

	ln(X t-1)
	0.672713
	4.212423*
	0.0000

	R-squared
	0.651504
	F-statistic
	30.61889


 Note: * is shown as 5% significant level.

From Table 2, at 5% significant level, two selected variables are significance excepting the total world imports and exchange rate. Meaning that, AEC and past period of Indonesia exports have positive effect on the exports. Furthermore, once AEC was implemented, Indonesia exports rise immediately.

Now extending to relationship between Gross Domestic Product (GDP) and unemployment rate can connect to the idea on macroeconomic for GDP expenditure approach. Started from concept of Gross Domestic Products, GDP is a market value of all final goods and services produced within a country in a given year. It is considered as an indicator of a country's standard of living in macroeconomic picture. Because it can be used to link the relationship between exports and GDP called “expenditure approach”. The components of the method shown as:

Y = C + I + (X - M) + G

Where:

Y is denoted as a Gross Domestic Product; 

C is denoted as consumption;

I  is denoted as investment;

G is denoted as government spending; and

X-M is denoted as a net export where X is exports and M is imports.

According to the expenditure approach, it is obvious that export has a positive relationship with GDP by holding other variables constant. The more products country produces and exports, the more GDP will be created. Regarding to the above analysis, it is shown that ASEAN Economics Community has affected on increased Indonesia exports. In the mean time, this content also points that an increased in export will raise GDP as well. Thus, paper can clarify that once AEC is activated, GDP will increase as exports increase.

Up to this point, paper explores that there is the relationship between an implementation of AEC and movement trend of unemployment rate because AEC shows a positive effect on both exports and connects to GDP when holding other variables constant. Therefore, the increase in GDP will be analyzed with unemployment rate by using the Okun’s Law theory. The Okun’s law (Neely, 2010) is an observation that represents a relationship between GDP and unemployment rate. Arthur Okun developed his idea by concluded that the unemployment rate drops by 1 percent for every 3 percent point increase in GDP. It implies a negative relationship between GDP and unemployment rate. It is meaning that an increase in GDP will decrease an unemployment rate. Since AEC has raised both exports and GDP of Indonesia by the previous discussion. It can be concluded that the increased in GDP declines the unemployment rate of Indonesia in both short run and long run.

The free flow of skilled labor will allow AEC business to increase productivity and will benefit individuals by enhancing job opportunities. ASEAN is working to facilitate the issuance of visa and employment passes for the region’s professionals and skilled labor engaged in cross-border trade in goods, services and investment, as allowed by prevailing national regulations.

Conclusion

The relatively stable macroeconomic fundamentals of the ASEAN economies, amidst global uncertainties, have induced foreign investors to shift their preferences to the region. When AEC is activated, Indonesia and other ASEAN members will face big changes in both advantages and disadvantages. Exports tend to be the determinant used to consider affected to the change in GDP of Indonesia. It is proven by both empirical studies and regression model that ASEAN Economic Community (AEC) has affected Indonesia exports when it was implemented. From Table1, it has shown the significance of the AEC variable have positive effect on the exports. Therefore, once AEC was activated, exports would be raised. After that the macroeconomics theory of GDP can also explain the increase in GDP due to increased exports (other things being equal). AEC is significant towards GDP and it is clear that GDP and export are moving in the same direction as AEC was implemented.

Furthermore, rising in GDP have an effect on unemployment rate as it is said by Okun’s law. Besides that meaning the Okun’s law also focuses on the relationship between unemployment and GDP, as a percentage increase in unemployment by 1% for every 2% decrease in GDP.

Finally, it can conclude that there are links between exports, AEC, previous period of exports, GDP and unemployment rate. AEC implementation will raise exports and then exports push the GDP of Indonesia up. The most important is lower the unemployment rate created the higher GDP of Indonesia via by Okun’s law pointed out. From here, paper can conclude that AEC has a negative effect on unemployment in which the AEC implementation will decrease the unemployment rate.
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