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| ABSTRACT

The analysis of the effects that free trade has within the context of the Philippines and its fellow co-members within the
Association of Southeast Asian Nations was purposed as a conduit for greater insight on trade relations between the nations of
what is being considered as a fast-growing unified economy. In a more specific lens, the paper identifies how the Philippines and
its fellow nations within the bloc conduct free trade while also carefully examining the number of goods that are being imported
and exported. The study will use a Quantitative research design to find the changes in exports and imports as well as to point
out the association between the dependent and independent variables. The study also determines the effect of trade policy. The
research is a cross-country study exclusive to ASEAN-6, namely Brunei, Indonesia, Malaysia, Singapore, Thailand and the
Philippines, and the period of the study is from the year 1993 — 2015. The researchers used Ordinary Least Squares and showed
a high degree of predictability between the dependent and independent variables. The findings confirm that there exists a
significant degree of negative correlation between the import and inflation, tariff and FDI. On the other hand, there is a significant
positive correlation between the FDI and import of 4 ASEAN countries, namely Brunei, Singapore, Thailand, and Indonesia, besides
a negative correlation between FDI and import of Malaysia. While the tariff and inflation of the Philippines and imports come up
with a negative relationship, so this brings us to the conclusion that the independent variables are affected by the policy of free
trade but for the good of the economies of the countries involved. With the result of the study, it is expected that further
examination of this topic will expound more as the zeitgeist affecting the ASEAN bloc continues to tentatively change. The policy-
makers should build an inclusive and sustainable trading system by identifying priorities for improvement and clarifying the
design of new trade rules. The policy-makers should also come up with indicators, trade facilitation performance of different
countries, information on the level of trade in services restrictiveness, and also records on export restrictions.
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1. Introduction

Free Trade is a trade policy by which the government does not implement restrictions on both imports and exports. In a free trade
agreement, two or more nations reduce the walls that seek to restrict global commerce and accelerate the economy in both
developed and developing countries. Because of this policy, goods can be purchased and sold in other countries with either little
or no government interventions, including tariffs, quotas or prohibitions to restrain exchange.

The majority of ASEAN-6 countries are agricultural producers except for Singapore and Brunei. Singapore's top three export
commodities are machinery and transport equipment, chemicals and chemical products, and electronics and telecommunication
products and technological products. Trading Economics cited that almost 90% of Brunei's export products are Qil and natural
gas. The South-East Asian bloc currently has a policy regarding Free Trade. This agreement mandates the signatories put into law
and implement progressive policies that the organization considers beneficial for all parties involved. With the ASEAN Free Trade
Agreement (AFTA), there is a greater possibility that the unified region will become the fourth-largest economy within ten years
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from now. The organization stated that the economic achievement would be driven by major factors such as strong demographic
trends, which indicate that 65% of the ASEAN population will be classified as middle-class, increasing foreign investment,
expanding income levels, and technology advances. Aside from this, there is a movement that calls for manufacturing operations
to be established in the low-cost regions in Indonesia and Malaysia. It opens the door to several opportunities for foreign investors
through prioritizing Singapore being the region's financial hub or placing manufacturing services to low-cost regions in Indonesia
and Malaysia. The network proposes a number of benefits in International businesses such as reduced importer costs, increased
access to better products and giving a big advantage over others and improved custom clearances. The agreement also proposed
numerous tax and fiscal benefits such as tax holidays and deductions. Amidst these beneficial effects of AFTA, there are also some
negative impacts of this in the Philippines. Such is the loss that local producers and small businesses experience to their foreign
competitors. It plays a significant part in the economic development of the countries. This could enhance or decline the production
of the majority of member states if they could not compete with the products of their neighbouring countries. Because of this
agreement, there would be an increase in the supply of a product in the Philippines. Under the law of supply and demand, with no
change in demand for the good, the price for that goodwill decreases. Importation of goods from other countries within the bloc
also became cheaper, resulting in a struggle on the part of micro, small and medium-sized enterprises (MSMEs) of the Philippines
to compete with its fellow partners within the bloc.

This study shall determine the effects of the Free Trading Policy within ASEAN and the impact/effect of this policy on both the
Philippines and its partner countries.

Specifically, it aims to answer the following objectives:

1. To determine the relationship of Inflation with imports and exports in the ASEAN-6 countries
2. To determine the relationship of tariff with imports and exports in the ASEAN-6 countries.
3. To determine the relationship of Foreign Direct Investment (FDI) with imports and exports in the ASEAN-6 countries.

This research would provide readers knowledge on the flow of trade and the effect of FDI, exchange rate and tariff in the
Philippines’ total trade. Furthermore, this research would benefit the following:

ASEAN Traders — This will benefit them by having information on what product sells at a high profit.
Producers — Enhance their market as well as increase the profit. Due to more competition from other ASEAN countries,
the producers will adapt and act efficiently to cut the costs of production.

e Investors — Both developing and developed countries can compete in the market, and they can engage in importing and
exporting without any hindrance coming from tariffs and other barriers to trade.

e  Policy Makers- This study will see the socio-economic impact of the free trade agreement wherein the policymakers can
give mitigating measures to those negatively affected by this agreement.

e Local Consumers and Producers — This study will help support local products. This is by showing what products lose in
the competition and what can be done to improve the product.

e Researchers — This study can be used as a reference for similar research.

1.1 Hypothesis

Null Hypothesis

Ho1: There is no significant relationship between Inflation and Export.
Ho2: There is no significant relationship between Tariff and Export.
Ho3: There is no significant relationship between FDI and Exports.

Alternative Hypothesis

Ha1: There is a significant relationship between Inflation and Exports.
Ha2: There is a significant relationship between Tariff and Exports.
Ha: There is a significant relationship between FDI and Exports.

Null Hypothesis

Ho1: There is no significant relationship between Inflation and Imports.
Hoz: There is no significant relationship between Tariffs and Imports.
Hos: There is no significant relationship between FDI and Imports.

Alternative Hypothesis
Ha1: There is a significant relationship between Inflation and Imports.
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H.2: There is a significant relationship between Tariffs and Imports.
Has: There is a significant relationship between FDI and Imports.

2. Literature Review

As Milton Friedman explained back in the 1970s, the gain from trading with other nations is what is imported while the resulting
exports determine the cost of actually procuring said imports, and what a nation must place as a priority, according to Adam Smith,
is to arrange things so that that a large value of imports is gained contrary to a small volume of exports. Alburo (2018) indicated
that a country with no imports would only lead to the demise of self-sufficiency, given that it would be reliant on the goods and
services within its own lands. Additionally, international trade and importing goods have an important share in the country's Gross
Domestic Product.

The trade flow of a country is dependent on many factors. Some of those are the Inflation rate, Exchange Rate and Average Tariff.
This paper will be tackling issues focused on three independent variables on their impact on the quantity of imported and exported
goods from the Philippines.

2.1 Imports

The paper will analyze how importation is influenced by the given variables. A study conducted in 2007 that tackled the benefits
of imports in economic growth yielded interesting conclusions. It was determined that increasing import levels were accompanied
by an intensification of market competition. Furthermore, such an increase was found to have reduced resource misallocation and
promoted innovation. (Kim, Lim, Park 2007).

Interestingly, certain imports that come in bringing in services have differing effects for countries belonging to either the
developed or developing world. According to a study tackling this topic, imports in services such as business-related ones are a
huge factor in bringing economic progress to developing countries (Li, Greenaway, Hine 2003).

Beyond ASEAN, a study conducted by the European Union revealed four findings. First, imports declined profitability by a small
degree. Second, the aforementioned finding holds true for developing economies. Third, negative elasticities were determined for
imports from "superpower" nations such as the United States and China, while the opposite was true for nations such as those in
South America. Finally, imports from developing economies have an asymmetric effect on profitability in the euro area (Peltonen,
Skala, Rivera, Pula 2008).

2.2 Exports

These are affected by a variety of factors. In a study that was published in 2017, exports generate more local innovation by
encouraging more businesses to be competitive. This, in turn, increases the market size and leads to more demand (Aghion,
Bergeaud, Lequien, Melitz 2017). While this study was conducted within the context of French markets, it still follows the same
concepts and theories which will be discussed further in this paper.

Developing nations are able to increase their labor and techno-intensive exports by manufacturing individual, unfinished product
in the country of origin. An example of this would be China's ascent as the exporter of labor-intensive products that include toys
and technology-intensive products such as mobile electronics. These exports are usually done within an international production
network that is vertically integrated (Zhang and Markussen 1999).

Exports of new labour-intensive final products help increase exports of labor and technology-intensive final products of the
countries of origin. Additionally, MNC's have better potential in exporting process locally produced raw materials by virtue of their
foreign contacts, marketing skills and superior technology (Zhang 2005).

2.3 Inflation Rate

Inflation occurs when the level of prices increase, and the unit of currency buys less than it did previously (Sanghi, 2020). Inflation
is defined as a unique experience determinant to each country wherein average prices of certain commodities and services increase
as a result of a drop in the given country's currency value. Inflation results from a mix of various reasons that include food prices,
foreign price increase, and the rise in the monetary interest rate (Delima, Lumintac 2019). According to Chand (2018), when the
country's inflation rate is high, domestic households opt to have goods from other countries. On the other hand, when the country's
inflation rate is low, it would increase the country's competitiveness and reduce the number of imports and increase the number
of exports. Therefore, the inflation rate and the country's trade flow have an inverse relationship Chand (, 2018).

According to Guo, Karam. Valek (2019), in the year 2018, the Philippines experienced a sharp rise in the inflation rate. Different
factors were deemed to have contributed to this. The factors may have been supply-demand driven. An increase in the supply and
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demand of products and the continuous increase in prices of imported goods is not a good combination for the country (Guo,
Karam. Valek 2019).

There was also research done to determine the effects of inflation rates using two (2) approaches. The first approach they have
implemented in the study is looking at the inflation rate of core services (haircut, hospital bills, etc.) because the price changes
incorporated into those services traces back to domestic factors, which causes demand pressures on inflation. The proponents
used the New Keynesian model and the Kalman filtration to estimate various factors that contribute to inflation (Karam, Guo, Valek
2019).

As stated by Purusa and Istigomah (2018), the ASEAN countries were studied for the effects of foreign direct investment (FDI) as
well as for the price of crude Oil, and the rise of prices on exports. The results show that inflation on exports shows negative effects.
Changes to monetary policies should be considered by the government of the Philippines because shifts in money demand and
money multiplier are not the most reliable basis for the said policies. Weak commodity and equity markets result in credit from
different sources such as loans and, therefore, does not assure the decrease of the inflation rate. Studies suggest that monetary
and credit contraction can help in controlling the said inflation. This could have a short yet effective outcome repelling the impact
of the supply side (Lim, 1987). It was also mentioned in the journal: The New Structuralist Critique of the Monetarist Theory of
Inflation that the working capital cost-push and supply-side effect is significant enough of a challenge to the market. Therefore,
drastic measures and costly recessions may be required for the price inflation to go down.

2.4 Foreign Direct Investments

According to Sultan Zafar (2013), Foreign Direct Investment (FDI) is an important means of promoting the exports of the countries
of origin. It helps raise efficiency by improving both the local employment force through training and by giving the necessary skills
an upgrade. As a result, it increases competitiveness in the global market.

The impact of FDI on trade has been analyzed further by numerous academicians, given that an idea of the effect this has on the
globalization of the international expertise of the economy. ( Bouras & Raggad (2015). The inflow of FDI is expected to raise both
production and productivity, as well as encourage and bring about local progress and circulate investment in technologies (Alfaro
et al.,, 2004). As stated by the study of Mitic & Ivi¢ (2016), there is a relationship between FDI to the export of goods and exports
in high technologies within the transition of economies.

It can be viewed side-by-side with international trade as long as endowment and factors of production vary per country. (Helpman,
1984).

There exists between FDI and export a singular relationship wherein the recasts in the FDI value has an effect on the changes of
the value of exports. Looking from a short term perspective, an increase in FDI value causes an inverse effect in export value in
which it decreases. From a long term point of view, an increase in value will increase the value of exports. This is because FDI is
considered a long term investment wherein economic benefits can be obtained. (Albahi 2016).

2.5 Average Tariffs

Tariffs are among the variables that will be used for the purpose of this undertaking. The term "tariff” refers to a form of
“protectionist measure” wherein a government imposes taxes on a certain good that is being imported into the country of
destination (Amity, Redding, Weinstein 2018).

Tariffs imposed by a certain country must be defined by the organization and take into consideration externalities and other
important factors. A well-organized tariff imposition is vital in ensuring a long-term beneficial effect for any country. It was
concluded that tariffs, even if viewed from the lens of a single industry, cause a motion of change to the other industries of an
economy as well (Nunn, Trefler 2010).

Studies have tackled the concept of tariffs within the ASEAN context both from independent and organization-affiliate researchers.
In agreement with one of the studies done by Nunn and Trefler (2010), the Asian Development Bank concluded that member
states that join and collaborate with partner countries and organizations are able to reinforce trading relations and thus, attract
more foreign direct investment (Kawai, Naknoi 2015).

2.6 Synthesis

International trade is important since it raises the standard of living, promotes competitiveness, provides employment and offers

consumers a variety of goods. As civilization occurs, there are several factors imposed on international trade that affect the trade

flow in the country like inflation rate, exchange rate and the average tariffs in order to protect the government of one country and
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the domestic economy. The stated economic variables have their own advantages and disadvantages. Economists chose to put up
these variables to eliminate greater problems like when there is a decrease in tariff, the prices of imported goods also decrease.
And because of this, domestic producers should reduce the prices in order for them to compete with international competitors.
Likewise, this will be an advantage to the domestic consumers since they will be paying lower prices.

2.7 Research Simulacrum

This research will be focusing on the implications of given rates and average tariffs on the free trade policies within the
conglomerated Southeast Asian bloc. The factors or variables that will be used as a basis are inflation, FDI, as well as percentage
tariffs—analyzing how these variables affect the trade between the Philippines and the rest of the ASEAN 6.

The study will work on the hypothesis that inflation and FDI, along with the tariffs, are important in influencing the trade policies
of the ASEAN 6. Specific measurements for each of the variables will be looked into. The measurement for trade will focus more
on the total value of exports and imports between the Philippines and the other 5 ASEAN nations.

Tariffs will be measured using their percentage rates. As stated in the review, tariffs refer to measures imposed by the government
on incoming products. The tariffs rates that will be used in the analysis will depend on whether they will be looked at through
foreign imports coming into the Philippines or exports from the Philippines coming into the other nations of the ASEAN-6. Tariffs
imposed by the Philippine government will be used when imports coming into the Philippines are looked at, while the tariffs of
each of the remaining 5 member states will be looked at when exports from the Philippines go into the rest of the ASEAN-6 are
studied.

Inflation will be analyzed within the context of imports and exports separately. The inflation rates for imports will be taken from
the Philippines only. The inflation rates for exports will be gathered from each respective member state of the ASEAN-6. The effects
of inflation on imports and exports will be determined using the data accumulated through thorough studying. Inflation rates are
defined as the increase of prices in either the Philippines or the other ASEAN-6 members.

Foreign Direct Investment will be looked at similarly as well. Exports will be analyzed using data from the FDI in the Philippines.
Imports will be looked at through data gathered from the FDI in the other ASEAN-6 nations. FDI refers to investments made by
foreign parties to countries.

A dummy variable will be included in our analysis to represent the necessary data that will be regressed. This dummy variable will

be used to signify the presence of the data and will help in the simplification of the analysis.

Independent Dependent

FDI

Export

\ 4

Inflation Rate

Import

A 4

Average Tariff

3. Research Methodology

3.1 Study Design

The study will use a Quantitative research design. The numerical data will be collected and analyzed. This research design will be
used to find the changes in exports and imports, make predictions, investigate the variables, and generalize the effect of trade
policy.

3.2 Study Site
The research is a cross-country study exclusive to the so-called six main ASEAN members, namely Brunei, Indonesia, Malaysia,
Singapore, Thailand and the Philippines. The data will be gathered in the period of the Year 1993 — 2015.
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3.3 Instrumentation/Data Measures

The study will analyze the relationship between the value of exported and imported goods and the independent variables, namely:
FDI, Inflation and average tariff in ASEAN-6 countries. The data used in the study are the imported and exported goods between
the Philippines and ASEAN countries. This research made use of secondary data taken from the Philippine Statistics Authority
(PSA), ASEAN, and the World Bank.

The study will make use of Microsoft Excel and Eviews to validate the data gathered from various sources. The same software will
also be used to perform several tests on the data to answer the questions of the study.

3.4 Data Collection Procedure

The study will analyze the implication of AFTA based on the following: foreign demands of the exported goods; increased number
of imported products circulated in the Philippine market brought by the Free Trade Policies; and the effects of FDI, Inflation, and
tariff in the imported and exported goods.

The data used in the study are the imported and exported goods of ASEAN countries. Imports are goods of foreign origin that
importers bring into another country and exported goods or products that leave a country.

The following data will be gathered from the Philippine Statistics Authority (PSA) are the total value of imports and exports of the
Philippines from 5 ASEAN countries, while inflation, tariff, and FDI data will be taken from the World Bank.

3.5 Data Analysis/Mode of Analysis

The Ordinary least squares (OLS) regression is a method used in statistics wherein the parameters of the linear regression model
are estimated. It gives an estimation of the relationship between the independent variables and the dependent variable by
diminishing the sum of the squared errors, a difference between the observed and predicted values of the dependent variable
constructed as a straight line. While doing any econometrics test, the OLS can be easily used and feasible to compute but need to
know the underlying assumptions of the OLS regression in order to give correct results for the completed econometric test. In
order to derive the OLS estimators in linear regression models, these assumptions must be taken into account: the linear regression
model is “linear in parameters"; observations must be randomly sampled; the conditional mean must be zero; no multi-collinearity
(or perfect collinearity) or linear relationship between the independent variables should exist; there is homoskedasticity and no
autocorrelation, meaning that the error terms of different observations should not be tied in with each other and error terms
should be in a normal distribution. The Gauss-Markov Theorem states that if the assumption from 1 to 5 are satisfied, then the
Best Linear Unbiased Estimator (BLUE) will be the determining OLS Estimator.

Ex = Bo + B1FDIpyy + BoTRF N, 1p,my,s6,r1) + B3INFn ip,my,s6,rH) + Bd + €

Im = By + B1FDIgn 1p,my,sc,Hy + B2TRF(py + B3INFpyy + pd + e
Where:
= Export
= Import
= Intercept
= FDI of Brunei, Indonesia, Malaysia, Singapore & Thailand
=Tariff of Brunei, Indonesia, Malaysia, Singapore & Thailand
=Inflation Rate of Brunei, Indonesia, Malaysia, Singapore & Thailand
= FDI of Philippines
=Tariff of Philippines
=Inflation Rate of Philippines
=Dummy Variable
=Residuals

4. Results and Discussion

The study determines the relationship between the dependent variables such as FDI, and the independent variables as import,
exports of the six ASEAN countries. Coefficient Correlation is used to analyze how strong the linear association is between the
variables and the direction of the relationship if it exists.
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Dependent Variable: EXPORT 6 LOG10
Method: LeastSquares

Date: 12/10/221 Time:14:00

Sample: 1993 2015

Included observations: 23

Variable Coefficient Std. Error t-Statistic Prob
PH FDI LOG10 -0.126420 293E-14 4 32E+12 0.0000
BR INF LOG10 -0.049208 9.89E-15 4 98E+12 0.0000
BR TRF LOG10 -0609189 7T86E-14 -776E+12 0.0000
IN INF LOG10 -0217813 368E-14 -592E+12 0.0000
IN TRF LOG10 -0.859570 126E-13 -682E+12 0.0000
ML_INF_LOG10_ -0.134864 511E-14 -264E+12 0.0000
M._TRF_LOG10_ -0.104275 529E-14 -197E+12 00000
SG_INF_LOG10_ -0235831 197E-14 -120E+13 0.0000
SG_TRF_LOG10_ -0004698 146E-14 -321E+11 0.0000
TH_INF_LOG10_ 0338207 2 19E-14 155E+13 0.0000
TH_TRF_LOG10_ 0560367 104E-13 537E+12 0.0000
RESIDUAL 1000000 7.89E-14 127E+13 0.0000
& 4406159 960E-14 4 59E+13 0.0000
R-squared 1000000 Mean dependentvar 3703827
Adjusted R-squared 1000000 SD. dependentvar 0278708
SE ofregression 2 16E-14 Sum squared resid 4 68E-27
F-statistic 305E+26 Durbin-Watson stat 2.399190
Prob(F-statistic) 0000000

Table 1. The Ordinary Least Squares (OLS) of the Export

The table above shows the OLS regression model for Export using the log-transformed dataset. The probability of all the variables
is less than 0.05. This indicates that the relationship of the influence of all the independent variables such as inflation and tariff of
ASEAN 5 (Brunei, Indonesia, Malaysia, Singapore and Thailand as well as the foreign direct investment of the Philippines is
significant to the dependent variable (export). This shows that there exists a negative relationship between export and the
independent variables (FDI, inflation and tariff). Based on Albahi (2016) work, there is a positive relationship between FDI and
exports wherein the value changes in FDI affect the changes in the export value. In the short term, the increase in the value of FDI
causes a decrease in the export value. Thus, the FDI of the Philippines has a negative effect on exports which means that FDI has
not influenced positively to exports.

All the 5 ASEAN except Thailand that the inflation and tariff have a positive influence on export, such that there is a positive
relationship with these variables, meaning that as export increases, the independent variables such as inflation and tariff increase.
The r-square value of 1.0 indicates that the variation on the values of Export (dependent variable) can be explained by the
explanatory/independent variables included within this model on a 100% level, though one should note that this R-square value
always equates to reliability on predictability since there might be a tendency of bias due to the size of data points present (23
observations). The S.E. of regression 0.0000000000000216 shows the average distance of the fitted data points is
0.000000000000216% away from the actual observations of the dependent variable, indicating that the model has a high power
of predictability, although this should be noted that this will be obvious because the residual is part of the predictor variables for
this model. The F-statistic 0.0000000000000000000000000305 (3.05E+26) with a p-value of 0.00000 further verifies the predictive
power of the model that contains the included predictors/independent variables is statistically significant, though the F-ratio is
extremely small. The Durbin-Watson statistic 2.399190 signifies that no statistically significant level of autocorrelation across
independent variables exists within the model. In terms of the extent of influences as well as the significance of such to the
dependent variable, it is highly observable that all predictors for this model 11 predictors including the residual are all statistically
significant, with TH_Trf having the greatest positive influence (B = 0.560357 p = 0.0000) and IN_Trf with the highest negative
influence (B = -0.859570).
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16 Root Mean Squared Emor 1.42E-14
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Figure 1. Time Series Plot of the Export Forecast/Fitted Values

The time series plot above shows the forecast/fitted values with -2 and +2 standard errors from 1994 to 2014, plotted with the
observed values. The following coefficients (RMSE, MAE, MAPE, TIC) are all measures of errors. Low RMSE and MAE indicate a good
fit, while the MAPE of 0.00000000000118% clearly indicates that the error of predictability of this model is extremely low.
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Figure 2. Graph of Fitted Values and Observed Values of Exports

The graph shows the fitted and observed values (of the dependent variable) plotted close to each other on the same axis. This is
basically a visual representation of the calculated values from the model summary table. Apparently, there are NO observable
differences between the observed values and the fitted values since one of the predictors in this model is the residual itself. The
graph below shows the residuals moving on a random pattern, indicating that the model (if it won't be treated as a TIME SERIES
regression) provides a fairly decent fit for the data.
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Dependent Variable: IMPORT_6_LOG10_
Method: Least Squares

Date: 12/05/21 Time: 13:03

Sample: 1993 2015

Included observations: 23

Variable Coefficient Sud, Error t-Statistic Prob,
BR_FDI_LOG10_ 0.035086 9.25E-15 3.79E+12 0.0000
IN_FDI_LOG10_ 3.82E-06 461E-18 8.28E+11 0.0000
ML_FDI_LOG10_ -0.015254 1.19E-14  -128E+12 0.0000
SG_FDI_LOG10_ 0.208497 2.76E-14 7.56E+12 0.0000
TH_FDI_LOG10_ 0.212938 2.22E-14 9.59E+12 0.0000
PH_TRF_LOG10_ -0.184113 1.39E-14 -132E+13 0.0000
PH_INF_LOG10_ -0.005202 248E-14 -210E+11 0.0000
RESIDUALO1 1.000000 517E-14 1.93E+13 0.0000
Cc 2174213 1.32E-13 1.65E+13 0.0000
R-squared 1.000000 Mean dependentvar 3.845463
Adjusted R-squared 1.000000 S.D.dependentvar 0.270654
S.E. ofregression 2.24E-14 Sum squared resid 7.04E-27
F-statistic 4. 00E+26 Durbin-Watson stat 1.653742
Prob(F-statistic) 0.000000

Table 2. The Ordinary Least Squares (OLS) of the Import

Table 2 displays the OLS regression model for import using the log-transformed dataset. The probability of all the variables is less
than 0.05. This indicates that the relationship of the influence of all the independent variables such as inflation and tariff of ASEAN
5 (Brunei, Indonesia, Malaysia, Singapore and Thailand as well as the foreign direct investment of the Philippines is significant to
the dependent variable (import). The foreign direct investment of Brunei, Indonesia, Singapore and Thailand had a positive
influence on import, such that there is a positive relationship when it comes to these variables, meaning that as the FDI increases,
the import also increases. While the FDI of Malaysia had a negative influence on imports, thus there is a negative relationship with
imports. This signifies that as FDI decreases, the import increases. Li et al. (2003) stated that imports in services such as business-
related ones are a huge factor in bringing economic progress to developing countries. And in comparison to the present study,
where the import increases and an increase in FDI signify that the 5 ASEAN countries increase their production, which results in an
increase in imports to the Philippines. Based on the study of Chand (2018) that when the inflation rate of the country is high,
domestic households opt to have goods from other countries. On the other hand, when the country's inflation rate is low, it would
increase the country's competitiveness and reduce the number of imports and increase the number of exports. Therefore, the
inflation rate and the trade flow of the country has an inverse relationship Chand (, 2018). In congruence with the present study,
where the number of imports increased, and the consumers spent more on imports, this leads to a reduction in the domestic
demand and a decrease in inflation. Based on the work of Amity et al. (2018) that the term "tariff" refers to a form of "protectionist
measure” wherein a government imposes taxes on a certain good that is being imported into the country of destination
congruence. Like the present study, the decrease in tariff in the Philippines manifests to reduce competition among domestic
industries and protect domestic employment as well as increase the government's revenue.

The r-square value of 1.0 indicates that the variation on the values of import (dependent variable) can be explained by the
explanatory/independent variables included within this model on a 100% level, though one should note that this R-square value
always equates to reliability on predictability since there might be a tendency of bias due to the size of datapoints present (23
observations). The S.E. of regression 0.0000000000000224 shows the average distance of the fitted data points is
0.00000000000224% away from the actual observations of the dependent variable, indicating that the model has a high power of
predictability, although we should note that this will be fairly obvious considering the fact that the residual is part of the predictor
variables for this model. The F-statistic 0.00000000000000000000000004 (4.0E+26) with a p-value of 0.00000 further verifies the
predictive power of the model that contains the included predictors/independent variables is statistically significant, though the
F-ratio is extremely small. The Durbin-Watson statistic 1.653742 indicates that there exists no statistically significant level of
autocorrelation across independent variables within the model. In terms of the extent of influences as well as the significance of
such to the dependent variable, it is highly observable that all 16 predictors for this model, including the residual, are all statistically
significant, with TH_FDI having the greatest positive influence (B = 0.212938 p = 0.0000) and PH_Trf with the highest negative
influence (B = -0.184113).
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The figure below shows the time series plot of the import forecast/fitted values with -2 and +2 standard errors from 1994 to 2014,
plotted with the observed values. The following coefficients (RMSE, MAE, MAPE, TIC) are all measures of errors. Low RMSE and

MAE indicate a good fit, while the MAPE of 0.0000036213% clearly indicates that the error of predictability of this model is

extremely low.
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Figure 4. Graph of Fitted and Observed Values of Imports

The graph shows the fitted and observed values (of the dependent variable) plotted close to each other on the same axis. This is
basically a visual representation of the calculated values from the model summary table. Apparently, there are NO observable

differences between the observed values and the fitted values since one of the predictors in this model is the residual itself. The
graph below shows the residuals moving on a random pattern, indicating that the model.

5. Conclusion

The goal of this undertaking is to determine the economic effects brought about by free-trading policies between the Philippines
and the six (6) main member states of the ASEAN region. The topic was analysed by looking at the relationship between the
dependent variables such as imports and exports and independent variables such as inflation, foreign direct investments, and
tariffs. Initially, the hypothesis rested on whether a significant relationship exists between each of the aforementioned factors.
When run through the relevant statistical software package, the given data do show a high degree of predictability between the
independent variables. These findings confirm that there exists a significant degree of negative correlation between the import
and inflation, tariff and FDI. While on the other hand, there is a significant positive correlation between the FDI and import of 4
ASEAN countries, namely Brunei, Singapore, Thailand, and Indonesia, and a negative correlation between FDI and import of
Malaysia, while the tariff and inflation of the Philippines and imports come up with a negative relationship. This brings us to the
conclusion that the independent variables are affected by the policy of free trade but for the good of the economies of the
countries involved. In the bigger picture of economic analysis, focusing on the effects brought about by free trade on inflation, FDI
and tariffs are not really that looked upon in greater depth. With this undertaking, it is expected that further examination of this
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topic will expound more as the zeitgeist affecting the ASEAN bloc continues to tentatively change. Probing how each variable is
affected given the change of time will give this undertaking new light.

Given that the member nations of the ASEAN bloc are in the process of recovery because of the current global situation, it is fitting
that these new findings be taken seriously into consideration. However, it should be noted that certain factors had to be placed
into consideration when analyzing the given data. Prudence and proper knowledge must still be exercised to ensure the balance
is ensured.

6. Policy Implication

The aim of AFTA is to gradually eliminate tariff barriers and create a regional market for people. It also aims to reinforce the intra-
ASEAN industrial linkages to create a strong and competitive small and medium enterprise. This results in the consumer obtaining
goods from the more competent producer.

The Rice Tariffication Law (RA11203) states that the law removed quantitative restrictions on rice importation. Hence, the rice
farmers will not have enough time to adjust to the change in rice supply. Unlike in AFTA, the tariff is gradually eliminated to give
enough time for the local producers to adjust to the market supply change.

RA 11203 is just a band-aid solution to the real problem, which is the shortage of rice, but the government should address a
solution to this problem that the people will benefit from it in the long term.

The government should support the local farmer's improvement of irrigation system through seminar workshops/training to
promote and disseminate modern technologies to improve the production and utilization of products and by-products and
provide technical assistance and services in the field of agriculture and the small and medium enterprise.

The policy-makers should build an inclusive and sustainable trading system by identifying priorities for improvement and clarifying
the design of new trade rules. The policy-makers should also come up with indicators, trade facilitation performance of different
countries, information on the degree of trade in services restrictiveness, and also records on export restrictions.

The present research findings can contribute to the Law of Comparative Advantage and International Trade Theory. Company
Advantage Law is defined as how an economy is able to produce a certain good or service whilst making use of a more reasonable
opportunity cost than its other forbears. The result is that a company can sell goods and services at a lower price than its other
forebears in the market and thus bring about a stronger profit margin. The theory of comparative advantage believes that even if
one country can produce goods cheaper than can another country, both can still trade under conditions wherein each of them will
benefit. While the International Trade Theory explains how two parties from two completely different parties exchange goods, it
must be remembered that people or entities trade because they believe that there is a benefit from that exchange. They may need
or want the goods or services from other countries that may not have been available domestically, and as a result, there will be a
market increase, making them more competitive. The more competitive pricing brings a cheaper product to the consumer.
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