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1.1  Highlights of Asia’s Trade in 
2012

1.1.1  Asia’s Trade in the World

Consistent with the global trend in 2012, Asia’s trade 
grew at a much moderate rate. On merchandise, 
while the exports of the Asian economies continued 
increasing, its share in the world trade remained 
at roughly the same level as in 2011. Meanwhile 
as the Asian economies grow, the import demand 
of the Asian economies is becoming increasingly 
important for the sustained growth of the world 
economy. For commercial services trade, the Asian 
economies also made slight gains in both exports 
and imports in 2012.

In 2012, the total merchandise exports of Asia 
were USD5.64 trillion, accounting for 31.5 percent 
of the global total exports. Compared to 2011, 
Asia’s exports increased by 1.8 percent in value. 
With the much moderate recovery of global trade 
in 2012, Asia’s share in the world’s total exports 
only increased slightly in 2012 as compared to the 
share of 31.1 percent attained in 2011. Asia’s total 
merchandise imports were over USD5.33 trillion 
in 2012, accounting for 29.7 percent of the world 
total. While Asia’s global share in imports continued 
to follow an upward trend after 2008, the pace of 
growth in the share has slowed.

Figure  1 .1  shows that  owing to  As ia’s 
important role in the global production network 

Figure 1.1  Asia’s Shares in World Merchandise Trade, 2005-2012
Source: International Trade Statistics 2006-2013, WTO.
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and its expanding large internal market, Asia had 
significantly improved its position in the global 
economy after the global financial crisis in 2009. 
As the Asian economies continue to develop and 
upgrade their industries, commercial services trade 
would become another engine for the regional 
sustained growth. In 2012, Asia’s services trade 

in both imports and exports kept increasing. As 
shown in Table 1.1, Asia’s exports of commercial 
services were over USD1.13 trillion, accounting for 
26.1 percent of the world total commercial service 
export while its imports of commercial services 
reached around USD1.18 trillion, taking up 28.6 
percent of the global total.

Table 1.1  World Trade in Commercial Services by Region, 2012 (USD billion)

Exports Transportation Travel
Other 

Commercial 
Services

Total 

  World 890 1,110 2,345 4,345

  North America 97 193 426 716

  South and Central America 29 48 63 140

  Europe 416 428 1,187 2,031

  EU (27) 373 369 1,089 1,831

  Commonwealth of Independent States 39 24 41 104

  Africa 27 43 22 92

  Middle East 32 51 46 129

  Asia 253 322 558 1,133

Imports     

  World 1,145 995 1,965 4,105

  North America 125 136 282 543

  South and Central America 55 44 86 185

  Europe 363 379 911 1,653

  EU (27) 337 340 848 1,525

  Commonwealth of Independent States 29 56 67 152

  Africa 62 26 70 158

  Middle East 110 67 60 237

  Asia 399 287 489 1,175

Source: International Trade Statistics 2013, WTO.

1.1.2  Destinations of Asia’s Merchandise 
Exports

Figure 1.2 illustrates the market distribution of Asia’s 
merchandise exports. Three features are important.

First, the North American market seemed to 
be improving after several years of decline. In 2006, 
21.6 percent of Asia’s merchandise exports went 
to North America. But the share dropped below 20 
percent to 19.9 percent in 2007. From 2008 to 2010, 

around only 17 percent of the Asian exports went 
to North America until the share further declined to 
16.4 percent in 2011. However, the share stopped 
declining for the first time after 2006 in 2012.

Second, the share of the European market 
suffered a further decline in 2012. The share of 
Asia’s exports to Europe dropped from 18.8 percent 
in 2007 to 15.2 percent in 2012. While it is still 
Asia’s major market for merchandise exports, its 
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importance has been weakened over the last six 
years.

Third, Asia’s intra-regional merchandise trade 
had been rising, with a share of 49.7 percent in 2007, 
but increasing to 53.4 percent in 2012.

1.1.3  Trade of the Two Largest Trading Nations

In 2012, the balance of global merchandise trade 
nearly shifted in favor of China. In that year, China 
remained as the 2nd largest trading economy in 
the world, ahead of Germany and Japan. In 2012, 
China maintained its position as the world largest 
exporter with its merchandise exports continuing 
to increase to USD2.1 trillion. Meanwhile China was 
the world’s second largest importer with a value of 
USD1.82 trillion. Comparing the gap between China 
and the US, the gap of total trade between the two 
economies in 2012 decreased from USD104 billion 
in 2011 to USD14 billion. 1 

Two facts should be noted for China’s trade 
in 2012. First, China’s trade surplus on merchandise 
goods was larger than that in 2011, but still smaller 
than that of Germany. China’s trade surplus on 
merchandise trade was USD230 billion in 2012, 
larger than the value USD155 billion attained 
in 2011. In 2012, with USD1,407 of exports and 
USD1,167 billion of imports, Germany recorded a 
USD240 billion of surplus on its merchandise trade. 

1 According to the data published in International Trade Statistics 
(2013 and 2012) by WTO, which show the data for years 2011 
and 2012.

Second, while China registered positive growth rates 
for both imports and exports of services in 2012, it 
continued to run a deficit in services trade. In the 
year, China exported USD190 billion of services and 
imported USD280 billion, leaving a deficit of USD90 
billion in the services account, as compared to 
USD55 billion in 2011.2 

In 2012, the US remained the world’s largest 
trader of merchandise goods, with a total of imports 
and exports of USD3,881 billion. Its trade deficit 
amounted to USD790 billion. It can be seen from 
Figure 1.3 that US merchandise exports and imports 
kept increasing after the slump in 2009. However, 
the US trade deficit in 2012 remained at about the 
same level as in 2011.

1.1.4  Asia’s Trade in 2013

Table 1.2 shows the amount of merchandise 
trade of top 10 Asian economies (ranked by their 
trade volume) for the first eight months in 2013. 
Growth rates vary across different economies in 
Asia. For example, the export growth rates of some 
economies, such as China, China’s Hong Kong and 
India, exceeded the world average of 1.8 percent, 
whereas for some other economies exports grew at 
negative rates.

The bottom of Table 1.2 also shows the 
merchandise trade of Russia, the US and EU. From 

2 International Trade Statistics, 2013, published by WTO, P25.

Figure 1.2  Asia’s Merchandise Exports by Destination, 2007-2012
Source: International Trade Statistics, 2008-2013, WTO.
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Figure 1.3  Merchandise Trade of China and the US
Source: International Trade Statistics, 2013, WTO.

Table 1.2  Merchandise Trade of Some Economies in the First Eight Months in 2013

Economy

Exports Imports

Value 
(USD billion)

Growth Rate 
(percent)

Value 
(USD billion)

Growth Rate 
(percent)

China, People’s Republic of 1,429.6 9.1 1,273.4 7.2

Japan 474.0 -12.4 545.6 -8.0

Korea, Republic of 368.6 0.7 341.4 -1.7

China’s Hong Kong 294.5 3.5 336.3 4.1

India 207.6 5.0 324.2 1.6

Singapore 269.8 -2.2 245.9 -3.1

Australia 167.5 -3.1 168.6 -7.7

Thailand 150.5 0.1 170.6 3.2

Malaysia 148.1 -1.4 137.0 5.3

Indonesia 121.1 -4.7 129.6 2.3

Russia 335.7 -1.7 211.9 1.1

US 1,041.0 1.8 1,505.2 -1.0

EU 3,825.4 3.7 3,769.8 0.2

World 11,998.2 1.8 12,302.2 0.6

Source: IMF Trade Statistics, accessed in January 26, 2014.



Chapter 1
Trends of Asia’s Trade and Investment in the Previous Year

5

January to August in 2013, the US exports increased 
to USD1.04 trillion, up by 1.8 percent compared to 
same period in 2012. This is the rate exactly equal to 
the world average. During the same period, the US 
imports decreased by 1 percent as compared to the 
same period in 2012. From Table 1.2, the total trade 
of China has already exceeded the US in the first 
eight months of 2013. The gap is USD157 billion. 
China’s total trade was USD2.70 trillion, and that of 
the US was USD2.55 billion. In addition, according 
to the data recently published by the Ministry of 
Commerce of China1  and the Census Bureau of the 
US,2  China is the top trading nation in the world in 
merchandise goods in 2013. In 2013, China’s total 
exports and imports were USD4.16 trillion, while 
for the US, the total trade was USD3.85 billion. 
Meanwhile, the EU’s merchandise trade seemed to 
be recovering slowly in 2013, particularly on the 
export side. Compared to the first eight months in 
2012, the EU’s export growth was positive in 2013 
instead of negative 5.5 percent in 2012.

1 http://english.mofcom.gov.cn/article/statistic/BriefStatistics/ 
201401/20140100466521.shtml, accessed in February 8th, 2014.

2 http://www.census.gov/foreign-trade/statistics/highlights/top/top 
1312yr.html, accessed in February 8th, 2014.

1.1.5  Prospect of the Emerging Economies

Figure 1.4 shows the trends of exports of selected 
Asian and emerging economies from the first 
quarter of 2009 to the 2nd quarter of 2013. The 
three dashed lines in the Figure represent the 
merchandise exports of BRIC countries except 
China. All the other lines present some selected 
Asian emerging economies.

Three aspects are highlighted about the 
BRIC countries in the Figure. First, Figure 1.4 clearly 
shows that Brazil, Russia, and India all demonstrated 
strong growth momentum after 2010. Second, 
Brazil’s exports seemed to be on a downward 
trend after mid-2011. Third, different from Brazil, 
India and Russia were able to achieve a high level 
of merchandise export, though their growth 
momentum seemed to be diminishing.

For the Asian emerging economies, Figure 
1.4 shows that Indonesia, Malaysia, Thailand and 
Vietnam all demonstrated an upward trend after the 
first quarter of 2009. The third quarter of 2011 is a 
critical turning point. After the third quarter of 2011, 
Indonesia had been largely on a downward trend. 
While Malaysia and Thailand were able to maintain 
their exports at a high level, the growth momentum 

Figure 1.4  Merchandise Exports of Selected Asian and 
Emerging Economies, 2009-2013

Source: IMF Trade Statistics, accessed in January 28, 2014.
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seemed to be tapering down. After the third quarter 
of 2011, Vietnam continued the trend of steady 
growth from late 2012 to early 2013.

Asia’s emerging economies are faced with 
both challenges and opportunities in 2014. On the 
challenge side, the Asia’s emerging economies may 
be subject to the potential shock from the US exit 
of easy monetary policies. The current uncertainty 
in the global capital movement may also bring 
volatility to the region. Furthermore, the domestic 
demand of these Asian emerging economies 
has not been sufficiently developed to offset the 
slowdown of demand in the international markets.

For the opportunities, as shown in Figure 1.2, 
over 30 percent of Asia’s merchandise exports go 
to the US and Europe. Based on the forecast by 
the International Monetary Fund, the growth rate 
of the US economy will be 2.8 percent and that of 
Europe will be 1 percent in 2013. 1  If the forecast 
comes true, the emerging economies in Asia will 
get a boost from the increased demand in the 
developed economies. In addition, within Asia, 
as China is upgrading its industrial structure and 
carrying out reforms to boost its domestic demand, 
the Asia’s emerging economies markets will surely 
be beneficiaries. The growth of Asia’s emerging 
economies will be slower in 2014, with rates 
varying across economies, and the ones with weak 
economic policies are likely to be most affected 
(Blanchard 2014).

India does not seem to be on a downward 
trend in the coming year. Its exports grew at 5 

1 International Monetary Fund, World economic Outlook, January 
21, 2014, Washington, DC. 

percent in the first eight months of 2013, well 
above the world average, while its imports grew 
at 1.6 percent, which is also higher than the world 
average of 0.6 percent. Based on the merchandise 
trade data, it is difficult to come to conclusion that 
India’s merchandise trade will stop growing in 2014. 
In addition, the Indian economy is competitive 
in service exports. In 2012, with USD141 billion 
of export and 3 percent growth, India is the 7th 
largest services exporter in the world. The Indian 
economy will keep growing in 2014. However, due 
to the weak recovery in the world economy, the 
fundamental constraints in the economy, such as 
poor infrastructures and higher borrowing costs, the 
economy may grow at a slow pace in 2014.

1.2  Trends of Intra-regional 
Trade
In 2012, products from the manufacturing sector 
dominated the merchandise trade in Asia. Table 1.3 
indicates that exports in manufacturing products 
accounted for 64.1 percent of world’s merchandise 
exports in 2012, while the share in Asia is the 
highest at 78.3 percent of all the regions. In contrast 
to exports, Asia’s share of manufacturing in imports 
was the lowest of all the regions at only 58.4 percent 
in 2012 as shown in Table 1.3. Furthermore, as 
compared to resource-based trade patterns in the 
Middle East, South and Central America, and Africa, 
the economies of Asia and Europe have a higher 
proportion of manufacturing in their export trade.

Table 1.3  Ratio of Manufacturing Trade to Merchandise Trade, 2012 (percent)

World North 
America

South and 
Central 

America
Europe Africa Middle East Asia

Export 64.1 66.7 26.6 74.1 16.4 19.7 78.3

Import 64.1 72.2 66.3 65.4 61.6 71.0 58.4

Source: WTO International Trade Statistics, 2013.

Fi g u re  1 . 5  s h ow s  t h e  c o m p o s i t i o n  o f 
Asian merchandise exports in 2012. Besides 
manufacturing products that took up 78.3 percent 
of the total, fuels and mining products accounted 
for 12.3 percent, agricultural products accounted 
for only 6.8 percent, while exports from a myriad of 

miscellaneous industries took up the remaining 2.6 
percent.

Figure 1.6 further shows the composition of 
Asia’s manufactured exports by product category. 
As compared to the share of 27 percent in 2010, the 
share of office and telecom equipment declined to 
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around 19 percent in 2012. Other exports that have 
followed a declining trend also include chemical 
products, automobile product and clothing. 
Chemical exports which accounted for 8 percent in 
2012 was 2 percent lower than that in 2010, while 
automobile exports, which accounted for 6 percent 
of the total exports, was 1 percent lower than that 
in 2010. The comparative advantage that Asia has 

Figure 1.5  Asian Merchandise Exports by 
Industry, 2012

Source: WTO International Trade Statistics, 2013.

Figure 1.6  Asian Manufactured-exports by 
Category,2012

Source: WTO International Trade Statistics, 2013.

in clothing for a long time in recent history also 
shows signs of stagnation. In 2012, clothing 
accounted for 4.4 percent of Asia’s exports, but 
the figure was 0.6 percent lower than that in 2010. 
Miscellaneous products, which deserved a more 
detailed analysis, rose from 43 percent in 2010 to 
56.6 percent in 2012. In general, Asia shows a more 
diversified pattern of exports, indicating that the 
region may be undergoing some transformation in 
the pattern of exports.

Figure 1.7 shows merchandise exports in Asia 
by source in 2012. More than half of Asia’s exports 
are sold within Asia, and the share has been steady, 
with a slight rise from 52.6 percent in 2010 to 53.4 
percent in 2012. Outside Asia, Europe and North 
America are the major export destinations for Asian 
exports. In 2013, 15.2 percent of Asia’s merchandise 
trade exports went to Europe, while North America 
received 17.3 percent of Asia’s exports.

Figure 1.7  Asian Merchandise Exports by 
Source, 2012

Source: WTO International Trade Statistics, 2013.

Figure 1.8 shows merchandise imports in 
Asia by source. Asia’s imports mostly come from 
the region. In 2012, 56.5 percent of Asia’s imports 
were within the region. The Middle East is the 
second largest source of supply to Asia. In 2013, 
the Middle East accounted for 13.7 percent of Asia’s 
total imports, while imports from Europe and North 
America accounted for 12 percent and 9.2 percent, 
respectively.
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Figure 1.8  Asian Merchandise Imports by 
Source, 2012

Source: WTO International Trade Statistics, 2013.

Figure 1.9 indicates the top 8 Asian economies 
in manufacturing trade. China has remained as 
the top economy in manufacturing trade. In 2012, 

China’s total trade in manufacturing products 
was USD2,984 billion in 2012, which ranked after 
Europe’s USD8,290 billion of manufacturing trade. 
Other top Asian trading economies that lag behind 
China in manufacturing trade include Japan, China’s 
Hong Kong, Korea, Singapore, China’s Taiwan, India 
and Thailand.

Figure  1 .10  ind icates  the  top  8  As ian 
economies in intermediate trade. As in the ranking 
in manufacturing trade, China ranked first in Asia 
and second in the world in terms of intermediate 
products. In 2011, China’s total trade in intermediate 
products was USD1,829 billion, which ranked 
after Europe’s USD5,481 billion of intermediate 
products trade. Other top Asian intermediate 
trading economies include Japan, Korea, China’s 
Hong Kong, Singapore, India, China’s Taiwan and 
Thailand. Although in Asia, China ranked first in 
both manufacturing trade and intermediate trade, 
there is an obvious difference in trade structure. In 
manufacturing trade, the value of exports is greater 
than the value of imports, while in intermediate 
trade, China’s import value exceeds export value.

Figure 1.9  Asian Economies with Largest Trade Value  
in Manufacturing Products, 2012

Source: WTO International Trade Statistics, 2013.
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1.3  Intra-regional Flow of 
Intermediate Goods
Research by the economists in the past few years 
has shown that after the 1990s a fundamental 
change occurred in the developing Asian economies 
(Witada 2011). In the past, these economies tended 
to produce their own intermediate goods for 
domestic use and imported very little intermediate 
inputs. After the 1990s, the Asian developing 
economies began to import substantial amounts of 
parts and components from the US, Japan, Korea, 
China’s Taiwan and China’s Hong Kong. By 2000, the 
developing Asian economies, particularly Thailand 
and China, started to move away from simple export 
processing trade and became major suppliers of 
intermediate goods to the global market. Today, 
the development of the global supply chain in Asia 
has gone beyond the scope of export-oriented 
processing trade.

Table 1.4 shows Asia's top three traded 
intermediate goods. Asia has a high degree of 
concentration on the intermediate products of 

electronics, telecommunications, textiles, and iron 
and steel. By value of trade, the largest product 
category is SITC 776 (thermionic, cold cathode or 
photocathode valves and tubes), followed by SITC 
764 (telecommunications equipment and parts) 
and SITC 67 (iron and steel). Others include SITC 65 
(textile yarn, fabrics, made-up articles, n.e.s., and 
related products), SITC 759 (office or automatic data 
processing machines), SITC 772 (electrical apparatus 
for switching), SITC 784 (motor vehicles), SITC 
667 (pearls and precious or semiprecious stones, 
unworked or worked), SITC 713 (internal combustion 
piston engines, and parts thereof, n.e.s.), SITC 699 
(product of parts and components), SITC 641 (paper 
and paperboard) and SITC 714 (engines and motors, 
non-electric).

Figure 1.11 shows the growth of Asia’s 
intra-regional trade in intermediate goods from 
2001 to 2012. In 2001, the intra-regional trade in 
intermediate goods within Asia was only USD486.3 
billion, but by 2012, it more than quadrupled, rose 
to nearly USD2 trillion. Today, it seems that Asia still 
maintains the growth momentum.

Figure 1.10  Asian Economies with Largest Trade Value  
in Intermediate Products, 2011

Source: WTO International Trade Statistics, 2013.
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Table 1.4  Major Categories of Parts and Components by SITC, 2012 (USD billion)

SITC SITC Code Product of parts and components Value

SECTION 6. 
MANUFACTURED 

GOODS CLASSIFIED 
CHIEFLY BY MATERIAl

625
Rubber tires, interchangeable tire treads, tire flaps  

and inner tubes for wheels of all kinds
44.4

641 Paper and paperboard 33.7

65
Textile yarn, fabrics, made-up articles, n.e.s.,  

and related products
211.3

667
Pearls and precious or semiprecious stones,  

unworked or worked
96.6

67 Iron and steel 262.2

699 Product of parts and components 69.5

SECTION 7. 
MACHINERY AND 

TRANSPORT 
EQUIPMENT

713
Internal combustion piston engines,  

and parts thereof, n.e.s.
69.1

714 Engines and motors, non-electric 38.1

7,239 Parts, n.e.s., of the machinery of civil engineering and contractors 29.7

7,285
Parts, n.e.s., of the machines and mechanical  

appliances of headings
28.5

747
Taps, cocks, valves and similar appliances  

for pipes, boiler shells, tanks
40.9

748
Transmission shafts (including camshafts and  

crankshafts) and cranks
29.7

759 Office or automatic data processing machines 202.0

764 Telecommunication equipment and parts 535.1

772 Electrical apparatus for switching 205.1

773 Equipment for distributing electricity, n.e.s. 61.8

776 Thermionic, cold cathode or photo-cathode valves and tubes 848.2

77,812 Electric accumulators (storage batteries) 27.9

7,788 Electrical machinery and equipment, n.e.s. 39.0

784 Parts and accessories of the motor vehicles 157.0

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 

ARTICLES

8,211 Seats 32.2

88,419 Optical fibres and optical fibre bundles and cable 30.0

Share of Asia’s total intermediate goods trade (percent) 83.9

Source: United Nations, ComTrade Database and Calculate.

Figure 1.12 is about the importance of Asia’s 
intra-regional trade in intermediate goods vis-a-
vis its total intermediate goods trade. From 2001 
to 2012, the share of Asia’s intra-regional trade in 
intermediate goods had remained over 50 percent. 
The fastest growth occurred during the period from 

2001 to 2002. Then it entered into a period of steady 
growth. In 2001, the share of intra-regional trade in 
intermediate goods was 54 percent, and rose to 60 
percent in 2009. In 2012, the share still remained 
high at 61 percent.

Figure 1.13 shows the growth rate of Asia’s total 
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Figure 1.11  Intermediate Goods Trade in Asia, 2001-2012
Source: United Nations, ComTrade Database and Calculate.

Figure 1.12  Asia’s Share of Intra-regional Trade Intermediate Goods, 2001-2012
Source: United Nations, ComTrade Database and Calculate.
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intra-regional trade and that of total intermediate 
goods trade. From 2002 to 2012, the growth of 
the intra-regional trade and the total intermediate 
goods trade followed similar path. However, in 
recent years, the growth of the intra-regional trade 
has shown some sign of diminishing. The fastest 
growth had occurred during the period from 2001 
to 2007, with an average growth rate of 21 percent. 
But after 2009, the growth of the intra-regional trade 
in intermediate goods began to decline. In 2011, the 
growth of the intra-regional trade was 9.2 percent 
and it dropped to only 3 percent in 2012. Though 
it is still significantly higher than the 1.3 percent 
growth of world intermediate goods trade, the 
question arises of whether Asia is facing a structural 
change in this form of international business.

1.4  Growth of FDI Flows in Asia

1.4.1  FDI Inflows

Global foreign direct investments (FDI) dropped 
by 18.2 percent in 2012 and by 31.6 percent 
in developed economies. However, the Asian 
economies out-performed the average of the world, 

shown in Table 1.5. In 2012, FDI inflows to the Asian 
developed economies, including Australia and New 
Zealand, reduced by only 8.8 percent. FDI inflows to 
the Asian developing economies fell by 7 percent 
in 2012. In East Asia, China saw a slight decline in 
the FDI inflow for the first time after 2009. In 2012, 
though still ranked the second largest FDI recipient 
economy in the world, China’s FDI inflow dropped 
by 2.3 percent, attracting a total of USD121.1 billion 
of FDI. China’s Hong Kong, the third largest FDI 
recipient in the world in 2012, experienced a sharp 
decline of 22.4 percent in the FDI inflow. However 
the amount of inflow in 2012 was still higher than 
that in the years before the global financial crisis.

In contrast, FDI inflows into the Association 
of Southeast Asian Nations (ASEAN) economies 
hit a record level of USD113.1 billion in 2012, an 
increase of 2.1 percent. This is partly due to the 
increase in the lower-income countries within 
ASEAN, such as Cambodia (a rise of 72.6 percent), 
the Philippines (up by 54 percent) and Vietnam (up 
by 12.6 percent). Singapore and Indonesia, the two 
top destinations of FDI in ASEAN, also recorded 
positive growth in the FDI inflow. The situation in 

Figure 1.13  Growth Rate of Asia’s Intra-regional vis-a-vis  
Total Intermediate Goods Trade, 2002-2012

Source: United Nations, ComTrade Database and Calculate.
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Table 1.5  Foreign Direct Investment into Asian Economies, 2010–2012 (USD billion)

Economy

FDI Inflows Net Cross-border 
M&A Sales

Greenfield 
Investment Project 

(As Destination)

2010 2011 2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

World 1,408.5 1,651.5 1,350.9 -18.2 308.1 -44.5 612.2 -33.0

Developed Economies 696.4 820.0 560.7 -31.6 260.3 -40.0 225.5 -23.4

 Asia-Pacific 39.9 78.9 72.0 -8.8 26.0 -40.5 24.7 17.3

  Israel 5.5 11.1 10.414 -6.0 0.9 -74.3 1.7 143.1

  Japan -1.3 -1.8 1.7 .. 1.3 -72.6 5.2 -15.1

  Australia 35.2 65.3 57.0 -12.8 23.1 -33.3 16.5 34.6

  New Zealand 0.4 4.3 2.9 -32.6 0.7 -12.5 1.3 -33.3

Developing Economies 637.1 735.2 702.8 -4.4 49.3 -44.3 346.1 -38.2

 Asia 414.1 454.7 423.0 -7.0 27.8 -56.4 235.4 -33.1

  East Asia 211.7 233.1 213.2 -8.5 12.1 -15.8 90.7 -24.1

   China, People’s  
   Republic of 114.7 124.0 121.1 -2.3 10.0 -15.6 73.8 -26.7

   China’s Hong Kong 82.7 96.1 74.6 -22.4 2.8 28.0 8.0 11.5

   Korea, Republic of 10.1 10.2 9.9 -3.3 -1.6 -165.2 6.3 -11.4

   Mongolia 1.7 4.7 4.5 -5.6 0.08 -6.8 0.12 -33.3

   China’s Taiwan 2.5 -2.0 3.2 .. 0.9 -141.7 2.6 -41.9

  South-East Asia 97.9 109.0 111.3 2.1 11.2 -54.7 54.4 -36.8

   Brunei 0.6 1.2 0.9 -29.6 .. .. 0.08 -98.7

   Cambodia 0.8 0.9 1.6 72.6 -0.1 .. 1.6 -31.3

   Indonesia 13.8 19.2 19.9 3.2 0.5 -92.9 16.8 -30.6

   Lao PDR 0.3 0.3 0.3 -2.3 .. .. 0.6 -39.9

   Malaysia 9.1 12.2 10.1 -17.4 0.7 -84.2 6.8 -50.1

   Myanmar 1.3 2.2 2.2 2.0 .. .. 1.9 169.7

   The Philippines 1.3 1.8 2.8 54.0 0.4 -84.1 4.3 46.9

   Singapore 53.6 55.9 56.7 1.3 8.0 62.3 9.8 -52.1

   Thailand 9.1 7.8 8.6 10.6 0.7 -84.2 6.2 50.5

   Vietnam 8.0 7.4 8.4 12.6 0.9 -19.4 6.3 -41.1

  South Asia 28.2 43.8 33.0 -24.6 2.6 -80.0 38.9 -31.9

   Bangladesh 0.9 1.1 1.0 -12.9 .. .. 2.4 381.8

   India 21.1 36.2 25.5 -29.4 2.5 -80.8 30.9 -36.7

   Iran 3.6 4.2 4.9 17.3 0.02 .. .. ..

   Pakistan 2.0 1.3 0.8 -36.2 .. .. 4.3 79.9

   Sri Lanka 0.5 1.0 0.8 -20.9 0.15 236.4 1.3 -63.3

  Central Asia 17.3 19.5 18.9 -2.8 -2.4 -721.4 6.8 -63.9

   Kazakhstan 11.6 13.9 14.0 0.9 -2.4 -902.0 1.2 -84.8

   Kyrgyzstan 0.4 0.7 0.4 -46.4 -0.01 -106.9 0.08 -76.8
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South Asia was depressed and FDI inflows dropped 
by 24.6 percent. India, the largest FDI recipient in 
the region, registered a -30 percent growth in the 
inflow, attracting only USD25.5 billion FDI in 2012.

As for the modes of FDI inflows, the value of 
net cross-border merger & acquisition (M&A) sales 
surpassed that of the greenfield investment in the 
Asian developed economies, while in the Asian 
developing economies the greenfield investment 
is still the dominant mode, as shown in Table 1.5. 
The attractive destinations of cross-border M&A 
in Asia include Australia, China, Singapore, China’s 
Hong Kong and India. Among them Singapore had 
the largest increase in M&A sales. The following 
economies experienced more rapid increase in 

the inflow of the greenfield projects: Bangladesh, 
Myanmar, Israel, Kuwait, Pakistan, Thailand, the 
Philippines, and Australia, as shown in Table 1.5.

Figure 1.14 shows that the FDI inflows to 
the main Asian economies fluctuated during the 
second half of 2012 and the first half of 2013. Except 
for Singapore, the FDI inflows to the main Asian 
economies started to creep upward in the second 
quarter of 2013. According to UNCTAD (2014), global 
FDI inflows rose by 10.9 percent in 2013, but East 
Asia, South-East Asia and South Asia saw a narrower 
growth in the inflow. West Asia is the only region to 
see a decline in the inflow for five consecutive years 
in 2013. While the FDI inflows to China, India, Japan, 
Korea and ASEAN increased in 2013, Singapore 

Economy

FDI Inflows Net Cross-border 
M&A Sales

Greenfield 
Investment Project 

(As Destination)

2010 2011 2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

   Tajikistan 0.02 0.01 0.3 2,536.4 .. .. 0.7 -37.8

   Turkmenistan 3.6 3.4 3.2 -7.1 .. .. 0.01 -99.6

   Uzbekistan 1.6 1.5 1.1 -25.4 .. .. 4.8 -36.4

  West Asia 59.1 49.4 46.5 -5.7 4.2 -62.4 44.6 -36.5

   Bahrain 0.2 0.8 0.9 14.1 .. .. 3.5 -10.1

   Iraq 1.4 2.1 2.5 22.4 0.2 -68.8 1.0 -90.8

   Jordan 1.7 1.5 1.4 -4.8 0.02 -87.8 1.7 -47.3

   Kuwait 0.5 0.9 1.9 116.5 0.4 2,256.3 1.1 112.8

   Lebanon 4.3 3.5 3.8 8.7 0.3 .. 0.2 -62.1

   Oman 1.2 0.7 1.5 104.9 -0.7 .. 5.0 -38.2

   Qatar 4.7 -0.1 0.3 -475.9 0.01 -53.6 2.2 -50.2

   Saudi Arabia 29.2 16.3 12.2 -25.3 1.0 57.6 8.4 -46.8

   Syria 1.5 .. .. .. .. .. 0.01 -99.2

   Turkey 9.0 16.0 12.4 -22.6 2.7 -69.9 9.5 -7.6

   United Arab Emirates 5.5 7.7 9.6 25.0 0.2 -61.2 12.1 3.7

Notes: ..= Not available; negative value of FDI inflow = net outflow;
Net cross-border M&A sales in a host economy = Sales of companies in the host economy to foreign TNCs (-) Sales of foreign 
affiliates in the host economy.
According to World Investment Report, data of FDI flows (www.unctad.org/fdistatistics), cross-border M&As (based on information 
reported by Thomson Reuters) and greenfield investment projects (based on the information provided by FDI markets of Financial 
Times) are from different sources, and the value of M&As and the value of greenfield investment projects may include investments 
that are not qualified as FDI, so FDI inflows ≠M&A sales + greenfield investment project (as destination) in the report.

Source: UNCTAD, World Investment Report 2013.

continued
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and Indonesia saw a modest decline and Australia 
experienced a sharp fall in the inflow in 2013.

1.4.2  FDI Outflows

The outflow from developing economies grew by 
1 percent in 2012, compared to a global decline. 
The Asian developing economies remained the 
largest source of FDI, accounting for three quarters 
of the outflow from the developing world while 
the outflow from East Asia accounted for two thirds 
of the Asian developing economies, as shown in 
Table 1.6. Japan, the largest source of FDI in Asia and 
the second largest investor in the world, showed a 
further increase of FDI outflows. In 2012, Japan FDI 
outflows increased by 13.9 percent amounting to 
USD122.6 billion, which is next to the peak level of 
USD128 billion in 2008. The FDI outflows from China 
hit the new height of USD84.2 billion, moving its 
ranking from the sixth largest investor in the world 
in 2011 to the third in 2012. China’s Hong Kong, 

the fourth largest investor in the world, saw a drop 
of 12.4 percent in the outflows to USD84 billion. 
The outflows from India and Indonesia recorded a 
sharp decline of nearly 30 percent. Although the 
outflows from Singapore and Indonesia, the two 
main investors from ASEAN, fell in 2012, the outward 
FDI from ASEAN as a whole increased by 2.8 percent 
to USD60.6 billion, with Malaysia up by 12.2 percent, 
Thailand by 45 percent, the Philippines by 242.3 
percent and Vietnam by 26.3 percent.

As for modes of the outward FDI, greenfield 
investment was the main mode for the Asian 
economies. Newly developed economies in Asia 
become more active in cross-border M&A purchases. 
Although there was uncertainty in the global 
economy, cross-border M&A purchases by China, 
Korea, China’s Taiwan, Malaysia, the Philippines and 
Thailand still increased in 2012.

Figure 1.14  Quarterly FDI Inflows to Main Asian Economies, 2012-2013
Notes: The data of China’s FDI inflows are not including FDI inflows to the financial sector.

The original data of Singapore’s FDI inflows are counted with Singapore dollar, and the data in the figure are counted with US dollar 
with an average exchange ratio of 0.8.

Source: OECD, FDI in Figures, October, 2013; Ministry of Commerce of China, http://www.fdi.gov.cn, January 16, 2014; Statistics 
Singapore, Monthly Digest of Statistics Singapore, December, 2013.
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Table 1.6  Foreign Direct Investment Outflows from  
Asian Economies, 2010–2012 (USD billion)

Economy

FDI Outflows Net Cross-border 
M&A Purchases

Greenfield 
Investment Project 

(As Source)

2010 2011 2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

World 1,504.9 1,678.0 1,391.0 -17.1 308.1 -44.5 612.2 -33.0

Developed Economies 1,029.8 1,183.1 909.4 -23.1 175.6 -59.0 404.3 -37.2

 Asia-Pacific 92.7 127.7 141.4 10.7 28.5 -65.5 57.4 -39.5

  Israel 8.7 3.3 3.178 -4.0 -2.1 .. 2.8 -19.2

  Japan 56.3 107.6 122.6 13.9 35.7 -43.1 42.7 -43.7

  Australia 27.3 14.3 16.1 13.0 -5.1 .. 10.4 -27.9

  New Zealand 0.5 2.5 -0.5 .. 0.11 -97.8 1.5 38.6

Developing Economies 413.2 422.1 426.1 1.0 113.1 4.4 197.8 -21.7

 Asia 292.2 315.1 309.5 -1.8 79.7 -14.5 183.7 -7.8

  East Asia 207.2 212.4 214.3 0.9 52.8 -2.7 79.5 -7.7

   China, People’s  
   Republic of 68.8 74.7 84.2 12.8 37.1 1.5 19.1 -52.5

   China’s Hong Kong 98.4 95.9 84.0 -12.4 8.0 -38.1 12.0 -7.7

   Korea, Republic of 28.4 29.0 33.0 13.7 5.5 21.9 38.7 85.8

   Mongolia 0.06 0.09 0.04 -53.2 .. .. .. ..

   China’s Taiwan 11.6 12.8 13.0 2.1 2.2 786.2 9.7 -19.8

  South-East Asia 47.4 59.0 60.6 2.8 16.5 -9.1 38.9 34.8

   Brunei 0.006 0.01 0.008 -20.0 .. .. .. ..

   Cambodia 0.021 0.029 0.031 6.9 .. .. .. ..

   Indonesia 2.7 7.7 5.4 -29.7 0.3 -23.0 0.7 -85.4

   Lao PDR -0.001 .. -0.02 .. .. .. .. ..

   Malaysia 13.4 15.2 17.1 12.2 9.3 124.6 18.4 345.0

   Myanmar .. .. .. .. .. .. .. ..

   The Philippines 0.6 0.5 1.8 242.3 0.7 42.6 0.6 94.1

   Singapore 25.3 26.2 23.1 -12.1 0.8 -90.6 16.5 24.3

   Thailand 4.5 8.2 11.9 45.0 5.5 9.3 2.4 -45.7

   Vietnam 0.9 1.0 1.2 26.3 0.003 .. 0.2 -87.5

  South Asia 16.4 13.0 9.2 -28.8 2.7 -56.8 27.6 -22.5

   Bangladesh 0.02 0.01 0.05 307.7 .. .. 0.1 32.1

   India 15.9 12.5 8.6 -31.1 2.7 -56.8 24.9 -28.2

   Iran 0.35 0.36 0.43 19.4 .. .. 1.6 206.4

   Pakistan 0.047 0.062 0.073 17.7 .. .. 0.1 -53.3

   Sri Lanka 0.04 0.06 0.08 33.3 0.001 -83.3 0.9 962.2

  Central Asia a 7.9 4.6 1.6 -65.8 -0.03 .. 0.1 -64.0

   Kazakhstan 7.9 4.6 1.6 -65.8 -0.03 .. 0.1 -64.0
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1.5  Inter-regional Flows of FDI
Table 1.7 shows the stock of inward and outward 
FDI between some Asian economies and their 
major outside partners by the end of 2012. China 
holds the largest stock of inward FDI in Asia while 
Singapore, India, Australia, Indonesia and Japan 
has also attracted substantial amounts. Japan is the 
largest supplier of outward FDI in Asia, followed by 
China, Australia, Singapore and Korea.

As for the sources of inward FDI to the Asian 
economies, Australia is the largest source of FDI for 
New Zealand, with a share of 62.4 percent and also 
the largest destination for New Zealand’s outward 
FDI, absorbing 54.2 percent of its total outward FDI. 
Singapore and Indonesia are the two largest FDI 
recipient countries in ASEAN. The ASEAN economies 
account for 9.5 percent of Singapore’s total stock of 

FDI inflow while the inflows from the RCEP dialogue 
countries, formally including Japan, Australia, New 
Zealand, China, Korea and India (hereafter referred to 
as RCEP 6), take up a share of 18.5 percent. Most of 
Singapore’s FDI comes from EU with a share of 27.3 
percent and the US, with a share of 10.2 percent. 
For Indonesia, the largest portion of FDI comes 
from ASEAN with a share of 23.9 percent and RCEP 
6 countries, accounting for 9.3 percent of the total. 
EU is also an important supplier of FDI for Indonesia 
with a share of 15.6 percent while the US takes up 4.8 
percent.

Figure 1.15 shows the distribution of the 
sources of FDI for Japan, Australia, China, Korea and 
India by the end of 2012. EU was the largest source 
of FDI for Japan, Australia, Korea and India, whereas 
China’s Hong Kong stands out as the largest FDI 
source of Chinese mainland, with a share of 46 

Economy

FDI Outflows Net Cross-border 
M&A Purchases

Greenfield 
Investment Project 

(As Source)

2010 2011 2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

2012
Growth 

Rate 
(percent)

  West Asia 13.3 26.1 23.9 -8.7 7.8 17.8 37.5 -22.3

   Bahrain 0.33 0.89 0.92 3.1 0.5 .. 3.5 -10.1

   Iraq 0.13 0.37 0.55 50.0 -0.014 .. .. ..

   Jordan 0.028 0.031 0.005 -83.9 -0.002 .. 1.0 1,894.2

   Kuwait 1.5 8.9 7.6 -15.0 0.4 -81.5 1.3 -70.4

   Lebanon 0.49 0.75 0.61 -19.0 0.08 -90.4 0.4 30.6

   Oman 1.5 1.2 1.4 12.4 0.4 59.5 0.1 -38.8

   Qatar 1.9 6.0 1.8 -69.5 4.6 .. 8.7 -32.9

   Saudi Arabia 3.9 3.4 4.4 28.3 0.2 87.9 2.4 -52.5

   Syria .. .. .. .. .. .. 0.0 -100.0

   Turkey 1.5 2.3 4.1 73.4 2.0 121.6 3.2 -35.4

   United Arab Emirates 2.0 2.2 2.5 16.4 -0.4 .. 16.7 4.7

Notes: Lao PDR = Lao People’s Democratic Republic; Iran = Iran, Islamic Republic of.
a  = Kazakhstan’s FDI outflow due to lack of other countries’ data in Central Asia.
..= Not available; negative value of FDI outflow = net inflow;
Net cross-border M&A purchases by a home economy = Purchases of companies abroad by home-based TNCs (-) Sales of foreign 
affiliates of home-based TNCs.
According to World Investment Report, data of FDI flows (www.unctad.org/fdistatistics), cross-border M&As (based on information 
reported by Thomson Reuters) and greenfield investment projects (based on the information provided by FDI markets of Financial 
Times) are from different sources, and the value of M&As and the value of greenfield investment projects may include investments 
that are not qualified as FDI, so FDI outflows ≠M&A purchases + greenfield investment project (as source) in the report.

Source: UNCTAD, World Investment Report 2013.

continued
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percent in its total FDI inflows.
The ASEAN FDI inflows among ASEAN and 

RCEP 6 countries increased rapidly after 2009 as 
shown in Figure 1.16. The intra-ASEAN FDI inflow 
took a share of 13.4 percent in 2009 and increased 
to 18.3 percent in 2012, while the inflow from RCEP 
6 countries accounted for 19.5 percent in 2009 and 
31 percent in 2012. The RCEP countries including 
ASEAN were responsible for nearly 50 percent of 
the total ASEAN FDI inflow in 2012. During the same 
period, the share of EU varied from 17 percent to 26 
percent, but the share of the US dropped sharply 
from 12.2 percent in 2009 to 6.4 percent in 2012.

As for the destinations of outward FDI from 
Asia, Asian investors showed strong preference 
to invest in Asia (Figure 1.17). By the end of 2012, 
Japan, Australia, China, Korea and India accounted 
for 11.7 percent, 6 percent, 3.6 percent, 13.8 percent 
and 27.8 percent, respectively, of investment in 
ASEAN, while the shares of their investment in the 

RCEP-6 countries were 19 percent, 14.9 percent, 3.5 
percent, 31.5 percent and 2.4 percent, respectively. 
Overall, these countries invested, respectively, 30.7 
percent, 20.9 percent, 7.2 percent, 45.2 percent 
and 30.2 percent of their outward FDI in the RCEP 
economies.

1.6  China (Shanghai) Pilot Free 
Trade Zone
China (Shanghai) Pilot Free Trade Zone (FTZ), 
officially approved in August 2013, serves as a 
testing ground for China’s next-stage of reforms. 
The adoption of the Pilot Zone is motivated by two 
major considerations. The first is to support the 
structural transformation of the Chinese economy. 
Second, the US-led TPP and the proposed TTIP 
negotiations between the US and EU, triggered a 
new wave of reforms in the major part of the world, 
while the US-China bilateral investment treaty (BIT) 

Figure 1.15  Sources of FDI for Selected Asian Economies
Notes: Share of FDI source is the percentage of inward FDI stock from a source over the total inward FDI stock of the Asian economy.

RCEP6 refers to six RCEP partner economies of ASEAN, i.e., Japan, Australia, New Zealand, China, Korea and India.
Source: IMF, Coordinated Direct Investment Survey (CDIS), January 13, 2014.
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Figure 1.16  Inward FDI Dependence on Partner Economies of ASEAN, 2009-2012
Note: RCEP6 refers to six RCEP partner economies of ASEAN, i.e., Japan, Australia, New Zealand, China, Korea and India.
Source: ASEAN Foreign Direct Investment Statistics Database, January 27, 2014.

Figure 1.17  Destinations of Asia’s Outward FDI—Selected Economies
Notes: Share of FDI destination is the percentage of outward FDI stock to a destination over the total outward FDI stock of the Asian 

economy.
RCEP 6 refers to 6 RCEP dialogue countries to ASEAN, including Japan, Australia, New Zealand, China, Korea and India.

Source: IMF, Coordinated Direct Investment Survey (CDIS), January 13, 2014; The Statistical Yearbook of China 2013.
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negotiations were moving at a snail’s pace.
Table 1.8 shows the main differences in the 

inbound FDI approval process between China and 
the US to help understand the central issues of 
the US-China BIT negotiations. This situation also 

contributed to the decision by China to take its own 
action. For the long-term sustained growth of the 
economy, China should keep up with the changes in 
the world economy and create a more competitive 
environment for trade and investment.

Table 1.8  US and China Inbound FDI Approval Processes

Administrative Procedures US China, People's Republic of

Anti-monopoly review Yes, but looser Yes

National security review Yes, but looser Yes

Ex anti registration Yes Yes

Approval from relative departments Yes Yes

Project approval No Yes

Foreign investment specific approval No Yes

Regulation review Sometimes Yes

Strategy review for listed company To some extent Yes

Source: China’s Approval Process for Inbound Foreign Direct Investment: Impact on Market Access, National Treatment and Transparency, 

the United States Chamber of Commerce, 2012.

The Shanghai Pilot FTZ is designed as a 
testing ground for comprehensive reforms. I t 
broadly focuses on deepening the government 
regulatory reform, improving the legal environment, 
investment and ser vice l iberal ization,  trade 
facilitation, promoting industrial upgrading, the 
financial reform, etc. The Pilot Zone is expected to 
achieve the following objectives:

Its first aim is to foster the capital account 
liberalization, interest rate reform and the RMB 
internationalization. Capital account liberalization 
will  be an important part of the reform and 
Shanghai is expected to serve as a pioneer in 
guiding the country how to move forward with this 
reform. 

S e c o n d ,  t h e  g o a l  i s  t o  b o o s t  d e e p e r 
liberalization of trade, particularly the liberalization 
of trade in services and, trade facilitation. More 
flexible policies will be considered for Shanghai 
to relocate from the current over dependence on 
manufacturing into a global trading center based 
on entrepot trade and/or offshore trading.

Third, the aim is to establish a regulatory and 
policy framework compatible with international 
practices to improve the structure of inbound 
FDI and facilitate bilateral, regional or multilateral 
negotiations on investment and services.

The fourth goal is to explore the establishment 
of  a new type of  tax pol icy framework and 
accelerate the social security reform.

The fifth is, through redefining the role of 
the government in the market and improving the 
current legal and regulatory framework, to establish 
an efficient administrative system that is consistent 
with widely accepted international rules on trade 
and investment.

To achieve the above objectives, the Shanghai 
FTZ will have to undertake reforms in many aspects, 
as summarized in Table 1.9. These reforms, if 
successfully carried out, would have a far-reaching 
impact on the future of the Chinese economy.

First, the Shanghai FTZ may have strong 
“hub-and-spoke” effect. It may lead to resource 
reallocation in the Yangtze river delta area or 
even throughout the country, to a redistribution 
of industry agglomeration and population in the 
area to promote higher quality urbanization and 
provide more incentives for the Chinese firms to 
get involved more deeply in the global production 
network.

Second, the establishment of the Shanghai 
FTZ may create external pressure on domestic 
reforms and the reform experience in the Shanghai 
FTZ may be important assets for the future 
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Table 1.9  Main Reform Measures Adopted by the Shanghai FTZ

Fields Measures

Financial system

Capital account liberalization, interest rate marketization and cross-border use of RMB; allow 
private capital and foreign financial institutions to establish banks; allow Chinese banks to 
conduct offshore business; encourage financial innovation; establish platform for for equity 
exchange.

Service liberalization
Remove restrictions on qualifications, foreign ownership and business scope in financial 
service, transportation, business services professional service, culture, education and 
medicare. 

Trade facilitation
Simplify the clearance procedures; logistics integration; encourage cross- boarder 
e-commerce.

Tax reform
Implement the “7+2” tax policies to boost investment and trade, shift from business to value 
added tax in service sector. 

Foreign investment
Remove inbound FDI approval to adopt a “Negative List” approach;. grant national treatment 
at pre-establishment. The time for completing all the procedures shortened from 20 dyas to 
4 days.

Government function
Shift emphasis from prior approval to mid-period (ex-ante) supervision; Establish an online 
information platform for tracking, review and supervision.  

Notes: 7 tax policies will be implemented and 2 policies will be tested for promotion of trade and inbound FDI. The policies targeting 
investment promotion include mainly favorable tax for investment in non-monetary assets and equity incentives of high-skilled 
human capital. The policies targeting trade promotion include the test of polices of export tax refund for exports though financial 
leasing, value added tax of imports, alternative import duty calculation, import taxes exemption for certain goods and departure-port 
tax refund.

Source: based on Framework Plan for the China (Shanghai) Pilot Free Trade Zone,2013.

reform throughout the country because of its 
demonstration effects.

Third, the Shanghai FTZ policy may speed up 
the pace of transforming Shanghai into a global 
center of trade, finance and shipping.

Finally, the Shanghai FTZ could serve as 
a testing ground for many new international 
investment rules and a catalyst for the bilateral, 
plurilateral or multilateral investment negotiations.

Some progress has been achieved by the 
Shanghai FTZ. According to Yang Xiong, the mayor 
of Shanghai, the Shanghai FTZ has opened 19 
service sectors out of all the 23 sectors planned 
initially. The Shanghai public credit system, also 
included in the initial planning of the Pilot Zone 
proposal, is almost completed and open to the 
government and to the target customers.  I t 

has collected credit information from various 
government agencies, consisting of over 1,100 
variables and more than 22 million observations and 
the whole project is due to complete in April 2014.

The 2014 version of Negative List for inbound 
FDI is under re-evaluation to ensure greater 
transparency and accuracy with respect to market 
access. This version of the Negative List is expected 
to be in effect in the first half of 2014. The reforms 
in 2014 will also focus on shifting from ex ante 
approval to a mid-period (ex post) monitoring and 
review system in six areas including the national 
security review for inbound FDI, application of 
anti-monopoly provisions, the reporting business 
reporting to the public, business credibility, joint law 
enforcement and information sharing.
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2.1  Index of Trade 
Interdependence among Asian 
Economies
The following is an update of our indices of trade 
interdependence among the Asian economies. As 
compared to 2011,1  Japan’s trade dependence on 
China had remained more or less unchanged around 
19.8 percent in 2012. Korea’s dependence on China 
was 18.8 percent in 2011 and increased to 20.2 
percent in 2012. China’s Hong Kong has also shown 
significant increase in its dependence on Chinese 
mainland, with trade dependence index increased 
from 39.1 percent in 2011 to 46.4 percent in 2012. 
Singapore was following a similar path, though to a 
1 See Boao Forum Annual Report Progress of Asian Economic 

Integration, http://www.boaoforum.org/, PP. 12.

lesser degree. In 2011, Singapore’s dependence on 
China was 8.7 percent, but increased to 11.0 percent 
in 2012.

Compared to 2011, China’s dependence 
on Japan slightly decreased from 9.4 percent 
to 9.0 percent. During the period, China had 
increased its dependence on Korea,  China’s 
Hong Kong, Singapore, the US and India. China’s 
trade dependence indices for these economies 
were, respectively, 7.0 percent, 9.1 percent, 1.9 
percent, 13.2 percent, and 1.8 percent. For India, 
its dependence on China, China’s Hong Kong and 
the US all decreased. India’s dependence on China 
was 9.3 in 2011 and fell to 8.4 percent in 2012. 
However, during the period, India increased its 
dependence on Japan, Korea and Singapore (See 
Table 2.1).

Chapter 2
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Table 2.1  Regional Trade Dependence Indices—Selected Asian 
Economies, 2012 (percent)

Of　    
    On

China, 
People’s 

Republic of
India Japan

Korea, 
Republic 

of

China’s 
Hong 
Kong

Singapore US US
(2011)

China, People’s Republic of — 1.8 9.0 7.0 9.1 1.9 13.2 12.3

India 8.4 — 2.4 2.2 2.4 2.8 7.7 7.3

Japan 19.8 1.1 — 6.0 2.3 1.7 13.0 11.8

Korea, Republic of 20.2 1.8 9.7 — 3.2 3.1 9.6 9.0

China’s Hong Kong 46.4 1.9 7.4 3.8 — 6.1 6.0 5.5

Singapore 11.0 3.1 5.4 5.5 5.9 — 8.0 7.1

US 15.3 1.7 5.8 2.8 0.8 1.2 —

US (2011) 13.9 1.5 5.3 2.7 0.7 1.2

Note: For comparison purpose, the results for the US in 2011 are given in last row/column.
Source: WITS, World Bank.
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Table 2.2 shows the regional trade dependence 
indices of selected Asian economies and Asia as a 
whole for the years of 2004, 2007 and 2010-2012. 
While experiencing some economic downturn, India 
and Indonesia had increased its trade dependence 
on Asia, with the index rising to 55.91 percent and 
74.10 percent, respectively. The US dependence on 
Asia had reached a record level of 38.97 percent, 
while EU’s dependence on Asia remained more or 
less stable around 39 percent. Finally, Asia’s self-
dependence continued to increase in 2012. In 2011, 
the dependence index was 54.07 percent and rose 
to 59.49 percent in 2012.

2.2  Index of Interdependence in 
Factory Asia
Table  2 .3  shows the indices  of  economies’ 
interdependence in Factory Asia in 2012. For the 
convenience of comparison, similar indices are 
also shown in Table 2.4 for the year of 2009. The 
calculation is based on the top 22 intermediate 
goods traded by the Asian economies.  The 
economies included in the ca lculat ion are 
the major players in the Asia’s international 
production network .  Unfor tunately,  China’s 
Taiwan, also being an important participant of

Table 2.2  Regional Trade Dependence Indices—Selected Asian Economies (percent)
Economies 2004 2007 2010 2011 2012

China, People’s Republic of 55.16 50.06 48.13 47.72 51.14

China’s Hong Kong 78.95 76.46 73.31 71.47 79.52

Japan 54.40 53.69 57.92 58.08 61.29

Korea, Republic of 56.57 56.07 57.58 57.92 65.95

China’s Macao 48.01 52.46 49.82 48.33 60.05

South Asia1 40.25 48.28 52.25 51.71 56.15

India 37.33 48.75 52.13 51.28 55.91

Sri Lanka 50.93 49.30 53.91 55.53 62.86

Bangladesh 44.83 42.05 52.12 47.07 —

ASEAN2 64.75 60.24 62.18 61.43 70.93

Singapore 67.25 55.54 55.76 53.12 70.55

Malaysia 63.28 62.56 64.99 65.42 71.71

Thailand 65.56 65.30 66.93 67.83 69.69

The Philippines 63.37 63.44 67.81 66.86 72.02

Indonesia 60.39 61.92 65.72 65.28 74.10

Vietnam 63.82 58.44 59.10 — 66.95

Cambodia 51.12 53.20 61.40 56.47 65.23

Lao PDR — — — — —

Brunei 76.38 — — — 84.79

New Zealand* 37.89 40.91 41.64 45.26 50.97

Australia* 50.75 51.85 60.83 59.14 67.85

US* 36.86 35.80 37.20 36.51 38.97

EU* 39.07 38.14 40.01 39.82 39.97

Asia 55.83 53.07 54.89 54.07 59.49

Notes: — means data not available.
 Economies with * indicating a different formula for computation (i.e., trade volume with Asia/trade volume with rest of world). Since 

these economies are out of Asia, the indices give underestimated results.
Source: WITS, World Bank.

1       2

1 South Asia includes India, Bangladesh, Sri Lanka, Pakistan, Nepal, Bhutan and the Maldives, among others. Due to space limit, three 
countries are listed, namely India, Bangladesh and Sri Lanka.

2 The 10 ASEAN members include Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand and 
Vietnam.
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Factory Asia, is not included in the calculation 
due to the unavailability of its data in the UN 
ComTrade. 

The global  production network in Asia 
is deep and thick. Table 2.3 shows that all the 
Asian economies have high degree of regional 
dependence on Asia, measured by the intensity 
of intra-regional trade in intermediate goods. This 
high dependence slightly increased from 0.609 
in 2009 to 0.611 in 2012. China’s Hong Kong, with 
highest dependence on Asia among all, saw a small 
decrease in dependence from 0.775 in 2009 to 
0.723 in 2012. Japan, well known as a “headquarter 
economy” in the global supply chain also has a high 
dependence on Factory Asia and such dependence 
increased as measured by the index of 0.603 in 2012 
compared to 0.586 in 2009. China, as the largest 
“factory economy” in the world, had a dependence 
index of 0.446 on Asia in 2012, lower than most 
of the economies included in Table 2.3. However, 
compared to the dependence of 0.429 in 2009, 
China’s dependence on Factory Asia increased. 

The US, also known as one of the “headquarter 
economies” in the world, had a dependence index 
of only 0.320 on Asia in 2012. Compared to the level 
of 0.382 in 2009, the US dependence on Factory Asia 
slightly decreased. Among all the Asian economies, 
the US is most dependent on China in the trade of 
intermediate goods while its dependence on other 
economies is not as important. In 2009, the US 
dependence on China was 0.163 and increased to 
0.176 in 2012. 

Both Table 2.3 and Table 2.4 indicate that 
China is a hub in Factory Asia at least in quantity 
terms. In 2009, Factory Asia’s dependence on China 
is the highest with an index of 0.212. In 2012, 
such dependence on China slightly increased 
to 0.219. China’s hub position in Factory Asia is 
mostly due to the intensive trade in intermediate 
goods with China by China’s Hong Kong, Korea 
and Japan. Compared to 2009, all these three 
economies increased their dependence on China 
in 2012 shown by the increase in each economy’s 
dependence index on China. 

Table 2.3  Index of Interdependence in Factory Asia, 2012

                    On　

    Of         
Japan

China, 
People’s 
Republic 

of

Korea, 
Republic

 of
India Indonesia Thailand

China’s 
Hong 
Kong

Malaysia Singapore The 
Philippines Asia US

Japan 0.000 0.280 0.085 0.013 0.031 0.066 0.034 0.029 0.022 0.022 0.603 0.138 

China, People’s 
Republic of

0.096 0.000 0.107 0.015 0.010 0.017 0.130 0.040 0.019 0.014 0.446 0.102 

Korea, Republic of 0.116 0.288 0.000 0.020 0.015 0.015 0.060 0.017 0.036 0.015 0.496 0.113 

India 0.035 0.133 0.039 0.000 0.009 0.019 0.086 0.014 0.015 0.004 0.327 0.114 

Indonesia 0.179 0.168 0.072 0.019 0.000 0.058 0.029 0.041 0.091 0.011 0.504 0.050 

Thailand 0.234  0.159 0.041 0.025 0.031 0.007 0.050 0.059 0.033 0.022 0.451 0.068 

China’s Hong Kong 0.054 0.548 0.032 0.030 0.004 0.015 0.000 0.019 0.051 0.011 0.723 0.051 

Malaysia 0.096 0.190 0.044 0.015 0.021 0.053 0.070 0.000 0.129 0.013 0.559 0.118 

Singapore 0.063 0.141 0.082 0.017 0.056 0.035 0.107 0.116 0.000 0.028 0.591 0.093 

The Philippines 0.162 0.120 0.052 0.006 0.012 0.045 0.087 0.028 0.126 0.000 0.485 0.149 

Asia 0.082 0.219 0.069 0.018 0.017 0.027 0.078 0.037 0.033 0.015 0.611 0.098 

US 0.063 0.176 0.041 0.023 0.004 0.011 0.015 0.024 0.015 0.008 0.320 0.000 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/.
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Three economies out of the 10 sample 
economies (excluding Japan and China) in the 
two Tables had a higher dependence on Japan 
than on China, including Indonesia, Thailand and 
the Philippines. In 2009, the dependence index of 
Indonesia, Thailand and the Philippines on Japan 
was 0.152, 0.216 and 0.152, respectively. In 2012, 
all the three economies saw some increase in their 
dependence on Japan with the respective index 
increased to 0.179, 0.234 and 0.162 shown in Table 
2.3.

Asia’s dependence on the US is surprisingly 
low. In 2009, Asia’s dependence on the US was 
0.100 and in 2012, the dependence index slightly 
decreased to 0.098. All the Asian economies 
except the Philippines had higher dependence on 
China than on the US in the trade of intermediate 
goods. In 2012, this pattern remained more or less 
unchanged. 

2.3  Index of Inward FDI 
Dependence among Asian 
Economies
The inward FDI dependence index is defined as the 
ratio of the FDI inflow from a particular economy 
to the total FDI inflow from the world. Table 2.5 
shows that China had the highest dependence in 
its FDI inflows, with an index of 54.1 percent in 2012, 
indicating that 54.1 percent of China’s total FDI 
inflow had come from China’s Hong Kong. Japan 
ranked second in China’s inward FDI dependence, 
with an index of 6.1 percent.  Korea is  most 
dependent on EU in the inward FDI, with an index 
of 37.2 percent, followed by Japan and the US. In 
general, the Asian economies tend to have relatively 
high dependence on Japan in the inward FDI.

The negative percentage means the negative 
value of FDI inflow from its partner economy. For 
example, in 2012, the inward FDI dependence of 
Singapore on the EU was -10.1 percent, meaning 
disinvestment from Singapore by the EU. 

Table 2.4  Index of Interdependence in Factory Asia, 2009

On 　
   Of        Japan

China, 
People’s 
Republic 

of

Korea, 
Republic 

of
India Indonesia Thailand

China’s 
Hong 
Kong

Malaysia Singapore The
Philippines Asia US

Japan 0.000 0.266 0.093 0.011 0.022 0.053 0.045 0.031 0.028 0.020 0.586 0.137 

China, People’s 
Republic of

0.115 0.000 0.104 0.018 0.008 0.016 0.120 0.038 0.022 0.014 0.429 0.099 

Korea, Republic of 0.126 0.272 0.000 0.020 0.012 0.013 0.051 0.019 0.049 0.015 0.594 0.115 

India 0.033 0.140 0.039 0.000 0.009 0.015 0.094 0.013 0.029 0.004 0.342 0.102 

Indonesia 0.152 0.135 0.063 0.025 0.000 0.044 0.040 0.042 0.132 0.015 0.665 0.058 

Thailand 0.216 0.129 0.044 0.022 0.023 0.000 0.046 0.070 0.053 0.022 0.660 0.076 

China’s Hong Kong 0.062 0.529 0.033 0.033 0.006 0.015 0.000 0.024 0.055 0.013 0.775 0.054 

Malaysia 0.095 0.174 0.049 0.011 0.018 0.053 0.073 0.000 0.136 0.011 0.556 0.128 

Singapore 0.065 0.119 0.090 0.021 0.057 0.037 0.099 0.134 0.000 0.032 0.661 0.109 

The Philippines 0.152 0.087 0.055 0.006 0.011 0.034 0.100 0.032 0.101 0.000 0.587 0.138 

Asia 0.089 0.212 0.070 0.019 0.016 0.026 0.072 0.040 0.039 0.016 0.609 0.100 

US 0.061 0.163 0.046 0.021 0.003 0.012 0.015 0.030 0.019 0.010 0.382 0.000 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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2.4  Regional Tourism 
Dependence Index
Though the global economy has not fully recovered, 
the global tourism industry achieved an historic 
breakthrough in 2012. The global inbound tourist 
volume grew by 4 percent to 1.04 billion and the 
total inbound tourism revenue was up to USD1.04 

trillion.
The Asian-Pacific region, with a growth rate 

of 7 percent or 233 million visitors, had the highest 
growth in the inbound tourists in 2012. As shown 
by the dependence index in Figure 2.1, the share 
of intra-Asian tourism remained high and  “travel-
in-Asia” is still the fundamental feature of Asian 
tourisms.

Table 2.5  Index of Inward FDI Dependence among Asian Economies, 2012 (percent)

Of (j)　　
　　On (i) Japan Australia New 

Zealand

China, 
People’s 
Republic 

of

Korea, 
Republic 

ofb
Indiac Singapored ASEAN

Japan / 17.9 -3.4 6.1 21.7 6.4 8.1 21.0

Australia 7.1 / 34.9 0.3 0.3 0.1 1.6 1.7

New Zealand -0.1 -1.0 / 0.1 0.01 0.01 -0.2 0.2

China, People’s Republic of 4.2 6.5 0 / 1.5 0.5 -0.2 3.9

Korea, Republic of 32.3 -0.5 0 2.5 / 1.2 -1.4 1.9

India 1.1 0.2 0 0.04 4.0 / -5.7 2.4

Singapore 56.5 6.0 34.7 5.2 4.7 9.7 / ..

Indonesia -0.06 0 0 0.05 0.06 0.02 1.3 ..

Malaysia -0.9 1.4 .. 0.3 1.2 0.7 13.4 ..

ASEAN 57.9 8.9 34.8 5.8 6.1 10.6 15.5 18.3

RCEP a 102.5 31.9 66.3 14.8 33.6 18.7 17.7 49.3

China’s Hong Kong 50.4 -0.8 11.3 54.1 2.9 0.6 7.6 4.5

Switzerland 290.8 1.1 -0.2 0.7 1.3 0.9 4.5 ..

EU -173.6 25.8 18.9 4.4 37.2 44.9 -10.1 21.1

US -6.4 22.8 -5.1 2.1 15.3 2.1 48.8 6.4

Others -163.7 19.2 8.7 23.7 9.8 32.7 31.5 18.6

World 100 100 100 100 100 100 100 100

Notes: Inward FDI dependence on i of j (FDIDij) = FDIij/FDIwj, FDIij = FDI infl ow from economy i to j, FDIwj = total global FDI infl ow 
to economy j.

 .. =  Not available; 0 = absolute zero observation.
 The negative percentage means the negative value of FDI infl ow from economy i to j, i.e., net outfl ow from economy j to i.
 a RCEP = Regional Comprehensive Economic Partnership, including Japan, Australia, New Zealand, China, Korea, India and ten       

   ASEAN members.
 b FDI infl ows to Korea are the data of 2011.
 c FDI infl ows to India are the data of FDI equity infl ows.
 d FDI infl ows to Singapore in 2012 come from the FDI stock of 2012 minus the FDI stock of 2011.
Sources: Japan External Trade Organization, http://www.jetro.go.jp/en/reports/statistics/, January 8, 2014; Australian Bureau of Statistics,  

International Investment Position, Australia: Supplementary Statistics, 2012; Statistics New Zealand, Balance of Payments 
and International Investment Position, March 31, 2013; The Statistical Yearbook of China 2013; OECD, International Direct 
Investment Statistics 2013; Ministry Commerce and Industry of India, Fact Sheet on Foreign Direct Investment (FDI) as of 
December 2012; Singapore Department of Statistics, December 30, 2013; ASEAN Foreign Direct Investment Statistics Database, 
January 30, 2014.
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Figure 2.2 shows the trend of  regional 
dependence in tourism for major Asian economies 
from 2010 to 2012. Clearly, tourism in these 
economies is becoming more Asia-oriented. Except 
for China, the index of dependence on Asia for 

all the other eight economies increased in 2012.1 
China’s Hong Kong’s regional tourism dependence on 
Asia exceeded that of Malaysia and its dependence 
index reached 90.24 percent (See Figure 2.1).

1 Indonesia has not published the fi gures of Asian inbound tourists 
for 2012 at the time of this writing.

Figure 2.1  Dependence Indexes on Asian Tourism of Selected Economies, 2012
Sources:  1. UNWTO Tourism Highlight 2013 Edition, www.unwto.org. 

                 2. National Tourism Offi ce and National Statistical Offi ce of various economies.

Figure 2.2  Dependence Indexes on Asian Tourism of Selected Economies, 2010-2012
Sources: 1. UNWTO Tourism Highlight 2011-2013 Edition, www.unwto.org. 
 2. National Tourism Offi ce and National Statistical Offi ce.
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In 2012, the pattern of interdependence 
of international inbound tourists for different 
dest inat ions in Asia remained more or  less 
stable and tourists still prefer to “travel to the 
n e i g h b o r s”.  H owe ve r,  t h e  d e p e n d e n c e  o n 
Chinese mainland for all the economies except 
Australia has increased significantly. For Malaysia, 
the dependence index for Chinese mainland 
increased by 24.7 percent, for China’s Hong Kong 
7.1 percent, for Singapore 17.1 percent, for Korea 
12.4 percent, Japan 45.6 percent, for Indonesia 
19.6 percent, for China’s Taiwan 20.7 percent, and 
for the US 25.7 percent.

2.5  Direction of Portfolio 
Investment Flows in Asia 
This is an update on the latest flows of portfolio 
investment Asia1. Table 2.6 shows the sources and 
destinations of portfolio investment of major Asian 
economies in 2011 and 2012. Several notable 
patterns are observed:

Fi r s t ,  o u t w a r d  p o r t f o l i o  i n v e s t m e n t 
surpasses inward portfolio investment, which 
means that the overall Asia has excess savings or 
capital account surplus. In 2012, 10 major Asian 
economies received USD3.9 trillion in total, which 
constitutes 8.9 percent of international portfolio 
capital flow.2 At the same time, the outflow of 
investment from these economies amounted to 
USD5.5 trillion. 

The region is clearly divided into portfolio 
creditors and portfolio debtors. With a net portfolio 
asset position of USD2.09 trillion, Japan is the 
region’s largest investor. Two newly industrialized 
economies (China’s Hong Kong and Singapore) are 
also important capital suppliers, with a net asset 
position of USD631.54 billion and USD590 billion, 
respectively. The rest of the Asian economies are 
net capital importers. Korea had a net liability 
position of USD335.9 billion, the ASEAN group 
(excluding Singapore) received USD372.5 billion 

1 Portfolio investment represents investing in debt securities and 
equity securities with less than 10 percent ownership. Data is 
obtained from the Coordinated Portfolio Investment Survey 
(CPIS) by the International Monetary Fund (IMF). CPIS 
contains both the source and destination of each economy’s 
portfolio investment. Currently there are 75 economies 
voluntarily participate in this survey. 

2 Japan, China’s Hong Kong, Chinese mainland, Singapore, 
Korea, India, Malaysia, Thailand, the Philippines and Indonesia. 

and India had USD313 billion in 2012. 3  While 
outward investment is not reported, inward 
portfolio investment to Chinese mainland is 
recorded as USD644 billion. 

Second, thanks to the global economic 
recovery, total international portfolio investment 
increased by 10 percent in 2012. Asian economies 
become very attractive to international capital. 
Unl ike  the year  of  2011 when major  As ian 
economies experienced negative growth of capital 
inflow, the year of 2012 saw a significant increase 
in inward portfolio investment. Net portfolio capital 
grew by 34 percent to Chinese mainland and by 22 
percent to India. Inward portfolio investment to the 
ASEAN group (excluding Singapore) surged by 86 
percent. Meanwhile, net capital to the US slowed 
down. In 2012, the US invested 16.2 percent more 
to other economies, but inward capital inflow 
only increased by 5.5 percent, resulting to a net 
drop of USD630 billion in net portfolio capital. Net 
portfolio capital to the UK also fell by USD101.5 
billion. 

Third, as a rather stable pattern, outward 
portfolio investments in Asia mainly go to the US 
and Europe. Figure 2.3 plots the destinations of 
portfolio investment. As shown in the Figure, the 
majority of Asian’s portfolio capital went to the 
developed economies outside the region, with 
China’s Hong Kong as an exception. It only held 23 
percent of its portfolio assets in the United States 
and Europe. Portfolio investment from India fell by 
30 percent due to the depreciation of the Rupee. In 
comparison, developed economies tend to invest 
more to other developed economies. For example, 
France invested 74 percent of its total portfolio 
assets into the EU, and the US invested 35 percent 
there in 2012.

Finally, capital inflow to Asia mainly goes 
to Japan, China and Korea. Figure 2.4 shows the 
sources of portfolio investment. In 2012, Japan 
received USD1.43 trillion portfolio investment, of 
which 69 percent came from the US and Europe. 
With USD644 bil l ion capital  inf low, Chinese 
mainland ranked the region’s second largest capital 
importer, but 45 percent of China’s capital inflow 
came from China’s Hong Kong. 

The recent economic slowdown in India seems 
not to cool down investors’ enthusiasm. Portfolio 
investment to India reached USD313 billion in 2012, 

3 The ASEAN members that participate in CPIS survey include 
Singapore, Thailand, the Philippines, Indonesia and Malaysia. 
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a 22 percent increase from 2011. Comparing to the 
country’s USD1 billion outward investment, India 
rather heavily relies on international capital to boost 
its economy. Meanwhile, the US received USD8.9 

trillion and the EU (15) absorbed USD19.67 trillion. 
The capital flow to Asia only constitutes a small 
fraction of the international total flow. 

Figure 2.3  Destinations of Outward Portfolio 
Investment, 2012

Figure 2.4  Sources of Inward Portfolio Investment, 2012



Chapter 2
Indices of the Asian Integration

31

Ta
bl

e 
2.

6 
 M

at
ri

x 
of

 P
or

tf
ol

io
 In

ve
st

m
en

t i
n 

A
si

a,
 2

01
1-

20
12

 (U
SD

 m
ill

io
n)

In
ve

stm
en

t f
ro

m
:  

In
ve

stm
en

t i
n:

Ch
in

a’s
 

Ho
ng

 
Ko

ng
Ja

pa
n 

Ko
re

a, 
Re

pu
bl

ic 
of

In
do

ne
sia

 
M

ala
ys

ia
Th

e 
Ph

ilip
pi

ne
s 

Sin
ga

po
re

 
Th

ail
an

d 
AS

EA
N 

In
di

a
Fr

an
ce

 
Ge

rm
an

y
UK

EU
 (1

5)
US

To
ta

l 
Va

lu
e o

f 
In

ve
stm

en
t

<2
01

2 
M

at
rix

>

Ch
in

a’s
 H

on
g 

Ko
ng

0
16

,9
84

7,
22

2
42

4
2,

79
8

24
7

18
,7

42
1,

50
6

23
,7

17
62

6,
99

9
3,

46
7

41
,5

59
11

9,
46

4
14

4,
74

3
35

8,
02

9

Ch
in

es
e 

m
ai

nl
an

d
28

8,
21

4
10

,4
23

6,
65

1
90

4
55

1
36

9
50

,8
94

52
7

53
,2

45
3

12
,5

14
2,

88
2

33
,0

88
11

6,
87

4
12

0,
39

2
64

4,
16

9

Ch
in

a’s
 Ta

iw
an

3,
72

9
2,

76
8

81
5

2
36

3
0

17
,6

63
0

18
,0

29
13

2,
55

0
1,

94
3

24
,4

51
63

,7
38

87
,6

40
19

4,
25

2

Ja
pa

n
36

,9
34

0
5,

44
0

14
2

22
2

36
0

14
7

54
7

13
10

8,
13

8
23

,1
73

18
3,

94
0

48
4,

57
0

50
6,

33
9

14
3,

08
16

Ko
re

a, 
Re

pu
bl

ic 
of

21
,3

82
24

,2
28

0
11

2,
51

2
48

1
49

,6
95

3,
42

6
56

,1
25

11
11

,6
71

8,
32

8
42

,2
37

14
2,

53
8

17
4,

68
9

47
1,

96
5

In
do

ne
sia

65
3

7,
54

3
54

6
0

1,
80

3
1,

02
2

28
,0

60
53

30
,9

39
7

1,
27

3
2,

77
5

8,
09

8
45

,4
00

44
,9

91
14

0,
09

5

M
al

ay
sia

11
,7

69
5,

67
6

69
1

12
…

68
26

,0
07

13
2

26
,2

20
1

3,
09

3
2,

35
1

12
,8

67
52

,5
74

42
,4

19
15

2,
47

7

Th
e 

Ph
ilip

pi
ne

s
84

0
3,

04
5

16
1

2
24

8
…

5,
89

0
12

6,
15

1
18

84
1

1,
70

9
5,

44
8

22
,8

69
22

,4
16

75
,6

87

Si
ng

ap
or

e
14

,2
54

15
,0

79
1,

27
6

42
5

15
,3

77
87

…
85

3
16

,7
43

7
1,

59
9

2,
59

1
18

,9
39

59
,4

83
72

,8
96

21
1,

19
8

Th
ai

la
nd

3,
14

7
3,

08
2

68
6

4
78

6
88

10
,5

71
…

11
,4

49
52

87
8

1,
43

7
7,

52
9

41
,1

68
36

,7
32

10
4,

18
8

AS
EA

N
31

,1
53

34
,6

20
4,

11
7

44
6

18
,2

23
1,

26
6

70
,9

16
1,

11
2

91
,9

62
84

7,
78

7
10

,9
85

53
,7

15
22

3,
80

7
22

1,
25

9
69

0,
42

7

In
di

a
6,

19
2

5,
19

5
2,

02
5

61
28

6
0

47
,8

22
42

5
48

,5
94

0
4,

65
0

1,
07

4
22

,0
24

76
,0

43
78

,8
46

31
2,

97
8

W
es

t a
nd

 C
en

tra
l A

sia
1,

47
5

8,
57

8
1,

04
1

68
2,

16
0

17
12

3
1,

96
5

4,
33

3
6

6,
46

0
9,

21
7

42
,9

85
11

9,
76

2
54

,9
50

26
8,

61
2

Fr
an

ce
10

,0
63

21
5,

94
7

6,
07

8
8

12
4

76
0

39
0

59
9

0
0

37
5,

39
4

23
4,

52
8

1,
61

8,
06

0
36

9,
81

3
2,

87
5,

15
7

Ge
rm

an
y

12
,6

40
18

1,
49

0
2,

82
9

5
47

8
20

0
0

17
9

86
2

2
25

5,
10

7
0

30
1,

46
0

1,
68

3,
42

5
32

5,
21

8
3,

06
1,

24
4

UK
71

,5
28

21
5,

92
9

8,
35

0
35

1
1,

68
9

34
2

53
,0

19
42

7
55

,8
28

36
23

0,
96

7
22

2,
05

1
0

1,
43

8,
76

9
1,

12
8,

50
8

3,
70

0,
25

7

EU
 (1

5)
15

9,
07

4
1,

07
8,

91
3

33
,0

85
2,

63
4

3,
27

8
78

5
79

,0
82

2,
93

0
88

,7
08

39
5

1,
90

5,
36

0
2,

11
6,

72
9

1,
35

4,
90

3
11

,8
71

,4
33

2,
87

2,
05

7
19

,6
70

,4
44

US
76

,2
09

1,
18

3,
09

3
45

,7
48

42
2

13
,5

81
2,

43
9

20
1,

83
5

3,
80

4
22

2,
08

1
10

6
20

1,
67

2
21

9,
57

7
84

8,
45

5
3,

19
8,

27
3

0
8,

98
3,

76
5

To
ta

l V
al

ue
 o

f 
In

ve
st

m
en

t
98

9,
57

4
3,

52
5,

26
7

13
6,

07
4

13
,4

86
50

,5
85

6,
78

7
80

1,
20

0
29

,0
75

90
1,

13
2

1,
02

1
2,

57
0,

10
0

2,
76

0,
14

1
3,

55
1,

80
7

19
,6

48
,6

62
7,

91
7,

76
4

43
,5

70
,3

52



Boao Forum for Asia
Progress of Asian Economic Integration Annual Report 2014

32

co
nt

in
ue

d

In
ve

st
m

en
t f

ro
m

: 

In
ve

st
m

en
t i

n:

Ch
in

a’s
 

Ho
ng

 
Ko

ng
In

di
a

Ja
pa

n
Ko

re
a,

 
Re

pu
bl

ic 
of

In
do

ne
sia

M
al

ay
sia

Th
e 

Ph
ili

pp
in

es
 

Si
ng

ap
or

e
Th

ai
la

nd
AS

EA
N

Fr
an

ce
Ge

rm
an

y
UK

EU
(1

5)
US

To
ta

l V
al

ue
 

of
 

In
ve

st
m

en
t

<2
01

1 
M

at
rx

>

In
di

a
5,

91
1

—
5,

16
0

1,
67

6
16

33
6

—
38

,1
03

39
6

38
,8

51
3,

49
6

74
3

24
,8

11
62

,6
57

58
,5

94
25

6,
65

4

Ja
pa

n
35

,7
63

35
—

4,
86

7
23

43
8

43
55

,0
08

14
2

55
,6

55
99

,8
71

24
,8

11
19

5,
95

2
47

8,
52

2
49

2,
45

6
1,

43
7,

63
4

Ko
re

a, 
Re

pu
bl

ic 
of

18
,6

95
25

22
,2

80
—

19
4

2,
28

5
15

4
46

,1
48

6,
71

0
55

,4
92

7,
61

0
6,

97
0

42
,0

79
12

1,
64

4
14

6,
20

6
40

1,
41

8

Ch
in

a’s
 H

on
g 

Ko
ng

0
69

14
,5

13
5,

52
3

16
6

2,
37

5
16

9
19

,9
83

1,
46

7
24

,1
61

4,
06

4
2,

20
7

36
,0

60
92

,0
50

11
5,

64
4

28
3,

54
1

Ch
in

es
e 

m
ai

nl
an

d
19

3,
31

6
0

10
,6

50
6,

89
4

31
2

41
6

25
5

62
,4

62
55

7
64

,0
01

10
,4

90
2,

35
5

26
,9

96
97

,4
24

76
,7

99
47

9,
47

4

Ch
in

a’s
 Ta

iw
an

3,
69

6
15

2,
46

2
72

1
4

41
2

—
17

,5
72

0
17

,9
88

2,
29

9
1,

84
9

26
,4

78
59

,8
18

72
,1

46
16

5,
69

3

In
do

ne
sia

50
6

41
6,

02
0

48
7

—
1,

38
1

93
9

18
,8

12
70

21
,2

02
1,

52
1

2,
05

3
6,

94
0

39
,1

66
39

,1
12

11
2,

63
9

M
al

ay
sia

7,
62

6
0

4,
41

0
51

8
40

...
31

21
,7

24
59

21
,8

55
1,

55
8

1,
75

3
11

,1
28

41
,4

95
35

,7
27

11
8,

23
6

Th
e 

Ph
ilip

pi
ne

s
78

2
18

2,
83

0
13

2
2

26
5

...
4,

46
2

2
4,

73
0

41
3

1,
51

1
3,

30
0

15
,3

37
17

,8
55

49
,2

44

Si
ng

ap
or

e
8,

62
1

21
12

,2
02

77
8

50
8

10
,6

82
11

7
—

76
6

12
,0

73
1,

17
0

1,
57

6
18

,9
67

54
,3

34
59

,5
52

17
1,

65
8

Th
ai

la
nd

1,
30

1
58

2,
40

0
41

3
13

49
0

42
8,

27
2

—
8,

81
8

56
2

1,
05

3
6,

86
7

28
,1

70
23

,1
67

69
,0

16

AS
EA

N
19

,1
37

13
9

28
,0

02
2,

85
9

56
3

12
,8

19
1,

13
0

53
,7

54
89

7
69

,2
17

5,
22

5
8,

02
9

48
,0

85
18

0,
36

8
17

6,
78

1
52

5,
67

3

W
es

t A
sia

1,
33

1
6

6,
94

6
82

0
18

1,
50

7
0

1,
30

8
1,

64
3

4,
47

6
6,

47
8

7,
60

4
37

,8
08

96
,3

14
91

,2
60

27
2,

87
6

Fr
an

ce
14

,5
80

0
14

2,
25

4
3,

81
1

11
9

98
52

23
,0

81
38

9
23

,7
39

...
30

1,
54

3
21

8,
28

6
1,

32
9,

87
4

30
0,

68
3

2,
69

3,
43

2

Ge
rm

an
y

10
,6

86
36

17
9,

03
0

1,
96

8
8

41
9

—
28

,4
72

18
9

29
,0

89
26

7,
47

9
—

17
5,

12
5

1,
46

2,
79

1
26

2,
59

7
2,

83
5,

12
2

UK
63

,1
94

14
5

22
9,

81
2

7,
11

2
36

7
2,

26
8

49
1

69
,9

49
35

0
73

,4
26

20
3,

07
7

20
2,

23
4

—
1,

31
8,

51
9

98
9,

27
3

3,
46

9,
12

3

EU
 (1

5)
14

8,
50

9
59

3
99

0,
99

6
23

,4
68

49
4

2,
78

5
54

3
15

6,
19

5
92

9
16

5,
89

8
47

0,
55

6
1,

84
2,

72
5

1,
12

3,
78

5
10

,0
76

,1
09

2,
41

0,
73

5
18

,0
82

,9
88

Au
st

ra
lia

31
,3

42
13

8
15

6,
56

2
2,

28
9

13
3

1,
30

1
18

8
33

,8
22

2,
31

8
37

,7
62

23
,4

49
18

,7
32

88
,7

74
23

3,
00

0
33

3,
58

4
96

5,
43

4

US
72

,9
76

23
2

1,
16

8,
35

3
36

,0
76

1,
52

9
10

,1
15

1,
59

6
19

6,
45

7
3,

01
2

21
2,

70
8

20
7,

35
3

20
2,

48
4

86
7,

04
1

3,
01

5,
52

5
—

8,
51

1,
23

6

To
ta

l V
al

ue
 o

f I
nv

es
tm

en
t

81
7,

81
8

1,
44

2
3,

37
5,

24
4

10
3,

07
0

8,
29

7
40

,2
90

5,
47

8
77

0,
42

7
22

,5
41

84
7,

03
4

2,
36

6,
44

7
2,

38
0,

35
0

3,
21

9,
15

8
16

,9
16

,2
81

6,
81

5,
65

0
39

,4
66

,9
86

N
ot

es
: “

—
” 

In
di

ca
te

s a
 z

er
o 

va
lu

e 
or

 a
 v

al
ue

 le
ss

 th
an

 U
SD

50
0,

00
0;

 ..
. I

nd
ic

at
es

 a
n 

un
av

ai
la

bl
e 

da
tu

m
.

So
ur

ce
: I

M
F,

 C
oo

rd
in

at
ed

 P
or

tfo
lio

 In
ve

st
m

en
t S

ur
ve

y 
(C

C
C

C
C

C
PI

S)
.



Chapter 2
Indices of the Asian Integration

33

2.6  De jure and De facto 
Measures of Financial 
Integration in Asia, 1999-2012
The following is an update of our de jure and de 
facto measures of Asia’s financial openness.1  The 
computation is based on the data of 15 economies 
including the ASEAN (10), China, Japan, the US, India 
and Korea. 

2.6.1  De jure Measure of Financial Openness

The calculation is based on the annual report 
Exchange Arrangements and Exchange Restrictions 
(AREAER) released by the International Monetary 
Fund, using a 14-point scale for an economy to 
assess the degree of statutory openness. According 
to the descriptions on capital transactions and the 
specific provisions about the financial sector in the 
report, 14 indicators are selected for scoring. These 
14 indicators mainly include controls on capital 
transactions, repatriation requirements, controls on 
capital and money market institutions, controls on 
derivatives and other instruments, specific provisions 
to commercial banks and other credit institutions, 
and so on. According to the classified descriptions 
in the report, each indicator gets a simple weighted 
1 The De jure measures of financial openness concern the legal 

restrictions of cross-border capital flows (capital controls), 
while the de facto focuses on the actual fl ow of capital without 
considering the legal restrictions.

average rating score between 0 and 1, and then a 
de jure index is obtained by adding the scores of 
the 14 indicators.

Figure 2.5 shows the results of the de jure 
financial openness. The higher the value of the 
index of the economy is, the higher the level of 
financial openness. According to Figure 2.5, the 
developed economies, such as Japan and the US, 
consistently have high degree of statutory openness 
with the de jure index remaining about 8.7 from 
1999 to 2012, far ahead of other economies. Korea 
showed a significant increase in the de jure financial 
openness from 1999 to 2005 as it had achieved a 
major breakthrough in reforming the restrictive 
legislations and rules governing the international 
capital flows. In recent years, Korea has been able 
to maintain a similar level of financial openness as 
the US and Japan. After 1999 until the outbreak 
of the global financial crisis in 2008, the ASEAN 
members made continuous progress in financial 
liberalization. However, after 2008, the progress 
seemed stagnated. 

China and India has been in the lower position. 
Their de jure indexes are below 3.0, indicating 
that there were still a lot of legal and institutional 
restrictions on financial integration in both two 
countries After 2007, China's de jure index of 
financial openness began to show an upward trend. 

Figure 2.5  De jure of Financial Openness, 1999-2012
Note: Here’s Ave. of ASEAN shows the average de jure index of the ten ASEAN members, including Brunei, Myanmar, Cambodia, 

Indonesia, Laos, Malaysia, the Philippines, Singapore, Thailand and Vietnam.
Source: Annual Report on Exchange Arrangements and Exchange Restrictions from IMF.
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Table 2.7 is the ranking of the de jure measure 
of financial openness of 15 economies from 1999 
to 2012. The US, Singapore, Japan, Korea and Brunei 
have remained in the top five rankings, indicating 
that their financial sectors opened up earlier 
and have a higher level of financial integration. 
Indonesia, Malaysia, Laos and other ASEAN members 

remain in the middle position while Vietnam and 
the Philippines show an upward trend in financial 
openness. 

The degree of statutory openness in China during 
the period from 2005 to 2007 remained low. But in 
2007 and later it showed signs of gradual liberalization, 
consistent with the change in Figure 2.5. 

Table 2.7  Ranking of Financial Openness by De jure Measure, 1999-2012
DEJURE 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

1 US US US US US US US US US Singapore Singapore Singapore Singapore Singapore

2 Japan Japan Japan Japan Japan Japan
Korea, 

Republic of
Korea, 

Republic of
Singapore Brunei Brunei Brunei Brunei Brunei

3 Brunei Brunei Brunei Brunei Brunei Singapore Japan Japan
Korea, 

Republic of
Korea, 

Republic of
Korea, 

Republic of
Korea, 

Republic of
US US

4
Korea, 

Republic of
 Singapore

Korea, 
Republic of

Korea, 
Republic of

Singapore Brunei Singapore Singapore Japan Japan US US Japan Japan

5  Singapore
Korea, 

Republic of
Singapore Singapore

Korea, 
Republic of

Korea, 
Republic 

of
Brunei Brunei Brunei US Japan Japan

Korea, 
Republic of

Korea, 
Republic of

6 Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia Cambodia

7
China, 

People’s 
Republic of

Indonesia Indonesia Indonesia Lao PDR Lao PDR Indonesia Indonesia Indonesia Indonesia Indonesia Indonesia Indonesia Indonesia

8 Indonesia Malaysia Malaysia Malaysia Indonesia Indonesia Malaysia Malaysia Malaysia
The 

Philippines
Malaysia Malaysia Malaysia Malaysia

9 Malaysia Lao PDR Lao PDR Lao PDR Malaysia Thailand Lao PDR Lao PDR
The 

Philippines
Malaysia

The 
Philippines

Lao PDR
The 

Philippines
The 

Philippines

10 Lao PDR Thailand
China, 

People’s 
Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of
Malaysia Thailand Thailand Lao PDR Lao PDR Lao PDR Vietnam Lao PDR Lao PDR

11 Thailand
China, 

People’s 
Republic of

Thailand
The 

Philippines
The 

Philippines

China, 
People’s 
Republic 

of

The 
Philippines

The 
Philippines

Thailand Thailand Thailand Thailand Thailand Vietnam

12  Myanmar Myanmar Myanmar Myanmar Thailand Myanmar Vietnam Vietnam Vietnam Vietnam Vietnam
The 

Philippines
Vietnam Thailand

13
The 

Philippines
The 

Philippines
The 

Philippines
Thailand Myanmar

The 
Philippines

Myanmar Myanmar Myanmar Myanmar
China, 

People’s 
Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of

14 India India India India India India India India India
China, 

People’s 
Republic of

Myanmar Myanmar India India

15  Vietnam Vietnam Vietnam Vietnam Vietnam Vietnam
China, 

People’s 
Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of
India India India Vietnam Vietnam

Source: Annual Report on Exchange Arrangements and Exchange Restrictions from IMF.

2.6.2 De facto Measures of Financial Openness

The de facto focused on a country’s actual flow 
of funds across its border,  rather than legal 

restr iction. Referring to the approach of Lane 
and Milesi-Ferretti (2007), two de facto calculation 
methods have been employed, namely IFIGDP 
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and GEQY.1 Figures 2.6 and 2.7 show the results 
from 1999 to 2011 obtained by the two de facto 
calculations.

Figure 2.6 shows that, by de facto measure, the 
average financial openness of ten ASEAN members 
is high with some fluctuations, while the US, Japan, 
Korea, Chinese mainland and India show an obvious 
1  IFIGDP = (FA + FL) / GDP, which the FA represents the total 

of foreign direct investment assets, portfolio investment assets, 
other investment assets, financial derivatives and foreign 
exchange reserves; FL represents the total of direct investment 
liabilities, portfolio investment liabilities, other investment 
liabilities and financial derivatives liabilities. GEQY financial 
integration calculation method is based on portfolio investment 
and FDI investments in equity securities, GEQY = (PEQA + FDIA 
+ PEQL + FDIL) / GDP, in which PEQA (PEQL) represents that 
stock in portfolio investment assets (liabilities), FDIA (FDIL) 
represents stock in direct investment assets (liabilities). 

upward trend. However, during the period from 
2007 to 2009, the IFIGDP index of all economies 
declined or became stagnant. This may be due to 
the shrinking of financial assets in these economies 
after the subprime crisis. 

Figure 2.7 shows the results of GEQY based on 
the flow of equity securities. Consistent with IFIGDP 
in Figure 2.6, the de facto financial openness is also 
affected by the subprime crisis from 2007 to 2009. 
The indexes showed a sharp decline first and then a 
quick rebounce. In general, the GEQY index of each 
economy followed a similar upward trend from 1999 
to 2011 with the ASEAN displaying a more volatile 
pattern.

Figure 2.6  De facto Financial Openness in IFIGDP
Note: Here’s Ave. of ASEAN shows the average de facto index of the ten ASEAN members, including Brunei, Myanmar, Cambodia, 

Indonesia, Laos, Malaysia, the Philippines, Singapore, Thailand,Vietnam.
Source: IMF, International Financial Statistics, CD-ROM, CEIC database and author calculations.

Figure 2.7  De facto Financial Openness in GEQY
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Table 2.8 is the ranking of the IFIGDP based 
de facto measure of financial openness of 15 
economies from 1999 to 2012. According to the 
table, Singapore and Brunei have been most open in 
de facto terms. Conversely, Indonesia, Laos and other 

economies are falling down in the ranking, implying 
that these economies’ GDP growth have been 
negatively correlated with the foreign investment. 
Although China does not rank high, it is showing a 
clear, but gradual upward trend. 

Table 2.8  Ranking of Financial Openness by IFIGDP 
Based De jure Measure, 1999-2011

DEFACTO 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

1 Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore Singapore

2 Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei Brunei

3 Lao PDR Lao PDR Lao PDR Lao PDR Malaysia Malaysia US US US US US US US

4 Malaysia Malaysia Malaysia Malaysia Lao PDR US Malaysia Malaysia Malaysia Japan Malaysia Malaysia Malaysia

5 Indonesia Cambodia Malaysia Cambodia Cambodia Lao PDR Lao PDR Japan Japan Malaysia Japan Japan Japan

6 Thailand US Cambodia Malaysia US Cambodia Japan Lao PDR Lao PDR Lao PDR Thailand Thailand Thailand

7 US Thailand US US
The 

Philippines
Japan Cambodia Cambodia Thailand Cambodia

Korea, 
Republic of

Cambodia Cambodia

8
The 

Philippines
Indonesia Thailand Thailand Thailand Thailand Thailand Thailand Cambodia Thailand Lao PDR

Korea, 
Republic of

Korea, 
Republic of

9 Cambodia
The 

Philippines
The 

Philippines
The 

Philippines
Japan

The 
Philippines

The 
Philippines

The 
Philippines

Korea, 
Republic of

Vietnam Cambodia Lao PDR Lao PDR

10 Japan Vietnam Indonesia Japan Myanmar Myanmar
Korea, 

Republic of
Korea, 

Republic of
Vietnam

Korea, 
Republic of

Vietnam Vietnam Vietnam

11 Vietnam Myanmar Vietnam Vietnam Vietnam
Korea, 

Republic of
Myanmar

China, 
People’s 

Republic of

The 
Philippines

China, 
People’s 

Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of

China, 
People’s 

Republic of

12 Myanmar Japan Japan Indonesia Indonesia Vietnam Vietnam Vietnam
China, 

People’s 
Republic of

The 
Philippines

The 
Philippines

The 
Philippines

The 
Philippines

13
Korea, 

Republic of
Korea, 

Republic of

Korea, 
Republic 

of

Korea, 
Republic 

of

Korea, 
Republic of

Indonesia
China, 

People’s 
Republic of

Myanmar Myanmar Myanmar Indonesia Indonesia Indonesia

14
China, 

People’s 
Republic of

China, 
People’s 

Republic of

China, 
People’s 
Republic 

of

China, 
People’s 
Republic 

of

China, 
People’s 

Republic of

China, 
People’s 

Republic of
Indonesia Indonesia Indonesia Indonesia India India Myanmar

15 India India India India India India India India India India Myanmar Myanmar India

2.7  Index of Business Cycle 
Synchronization
The degree of business cycle synchronization 
gauges the extent that macroeconomic activities 
in Asia as a whole move in unison with those of 
individual Asian economies and major national and 
regional economies in the world. It is measured as 
the correlation between the cyclical component 
of the real GDP of an economy and the cyclical 
component of the aggregate real GDP in Asia. The 
higher the correlation is, the higher the degree of 
business cycle synchronization.1 

1 Annual data for real GDP (at 2005 constant price) was obtained 
from International Financial Statistics (IFS). The original time 
series was fi rst fi ltered with the Baxter and King band-pass fi lter 
to separate the trend component from the cyclical component. 
A 10-year rolling correlation was then calculated based on the 
cyclical component.

Table 2.9 shows the values of the business 
cycle synchronization index for the individual Asian 
economy and the world’s major economies. At a 
correlation of 0.677 with the world, Asia keeps almost 
the same pace with the international economic 
up-and-downs. Within the region, Japan has the 
highest degree of synchronization index with the 
aggregate economy in Asia, probably because Japan 
contributes about 59 percent of total GDP to Asia 
until recently. Higher correlations are also observed 
for economies like Korea, Singapore and Southeast 
Asia. However, China and India, which rank the Asia’s 
first and third largest economies, have relatively low 
correlations with the aggregate economy in Asia. 
The average degree of synchronization index is 0.168 
and 0.423 for China and India respectively; both are 
below the mean level of 0.523. In fact, the correlations 
are so low that some economies outside the region 
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have higher synchronization index values than China 
and India. The EU, for example, has a correlation of 
0.522 with Asia. Clearly, China and India have their 
own business cycles which are independent of the 
aggregate level in Asia. The Middle-East region also 
keeps a low correlation with Asia as a whole.

Table 2.9 also shows the evolution of business 
cycle synchronization over time. Clearly, business 
cycle synchronization has strengthened in the recent 
decade, particularly for China. In 1990s, China had 
opposite business cycle to the aggregate economy 
in Asia. But after 2000, along with the access to 

WTO, the Chinese economy becomes more and 
more correlated to the aggregate economy in Asia. 
Figure 2.8 plots the values of the business cycle 
synchronization index between Asia and some 
major individual economies. There is a rising trend 
in each series over the last decade. Finally, in terms 
of business cycle synchronization between Asia 
and the rest of the world, the recent decade sees 
a strengthened macroeconomic linkage between 
Asia and the US, while the correlation between Asia 
and the EU has weakened. 

Table 2.9  Business Cycle Synchronization, 1990-2013
Economies 1990-1999 2000-2013 1990-2013

China, People’s Republic of -0.244 0.516 0.168
Japan 0.896 0.943 0.920
Korea, Republic of 0.540 0.795 0.638
India 0.492 0.331 0.423
Singapore 0.464 0.872 0.664
Southeast Asia 0.644 0.946 0.779
Middle East 0.035 0.498 0.256
EU(15) 0.627 0.415 0.522
US 0.038 0.289 0.184
World 0.644 0.706 0.677
Minimum -0.244 0.289 0.168
Maximum 0.896 0.946 0.920
Mean 0.414 0.631 0.523

Note: Average 10-year rolling correlations of business-cycle components between country and the aggregate GDP in Asia. Baxter and King 
fi lter with p=2 and q=8 years. 

Figure 2.8  Business Cycle Synchronization
Note: Average 10-year rolling correlations of business-cycle components between the economy and the aggregate GDP in Asia.
Source: IFS data series. 
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2.8  Stock Market Correlation 
in Asia—Financial Integration 
Process Has Changed
It is interesting to illustrate how the stock markets 
are correlated within the Asian economies, to show 
the degree of the financial integration. The sample 
periods were divided into three sub-periods: January 
2002 to December 2006, January 2007 to December 
2011, and January 2012 to December 2013 to check 
how the degree of correlation had evolved over 
time. Table 2.10 reports the adjusted correlation 
matrix of monthly returns among the Asian-Pacific 
economies during 2002-2013. 1

First, owing to the subprime crisis in the US 
and the debt crisis in Europe during 2007-2011, 
many economies have implemented expansionary 
fiscal and monetary policies to stimulate economic 
recover y,  leading to the growing f inancia l 
integration in Asia. Compared with Table 2.10(a), 
all the correlation coefficients in Table 2.10(b) 
are significant. Meanwhile, after 2007, a higher 
correlation among the Asian-Pacific economies was 
observed as compared to the previous periods. For 

1  We refer to Forbes and Rigobon (2001) to calculate the adjusted 
correlation coeffi cient ρ* between x and y. 

    p is the correlation coeffi cient between x and y. ∆ is the ratio of 
the variance of x sample to the variance of the total sample.

example, the correlation coefficients between China 
and others increased from less than 0.1 to about 0.2. 
All this shows that the financial integration in Asia 
was moving forward.

However, after 2012, due to the worsening 
debt crisis in Europe and quantitative easing 
monetary policies in the US and Japan, the financial 
integration in Asia had a significant change. 
Compared with 2007-2011, nearly all the correlation 
coefficients became lower in 2012-2013 and the 
number of insignificant coefficients increased 
significantly. For instance, as shown in Table 2.10(b) 
and (c), most of the correlation coefficients between 
Japan and the others were higher than 0.5 in 
2007-2011, but lower than 0.2 after 2012. And the 
correlation coefficient between China’s Hong Kong 
and Malaysia was even close to zero. In addition, 
China’s stock market was correlated in a decreasing 
manner with that of others after 2012, and even 
negatively correlated with that of New Zealand, 
but was generally more correlated with that of 
others than in 2002-2006. Moreover, both India and 
Indonesia were seriously affected by their domestic 
economic recession and their correlations with 
others decreased sharply after 2012. Therefore, the 
above analysis shows that the degree of financial 
integration in Asia decreased significantly after 2012. 
This is partly because the economies in Asia have 
diverted their attention from sharing international 
risk to stimulating domestic outputs.

Table 2.10 (a)  Stock Market Correlation Coefficients in Asia Pacific, 2002-2006

AUS HK IND IDN KOR MYS NZL JPN PHL CHN SGP

Australia 1

China’s Hong Kong 0.46* 1

India 0.30* 0.42* 1

Indonesia 0.35* 0.43* 0.39* 1

Korea, Republic of 0.45* 0.60* 0.37* 0.44* 1

Malaysia 0.26* 0.37* 0.20* 0.36* 0.36* 1

New Zealand 0.06* 0.04 -0.01 0.20* 0.07* 0.16* 1

Japan 0.49* 0.54* 0.32* 0.38* 0.34* 0.34* 0.23* 1

The Philippines 0.26* 0.23* 0.19* 0.28* 0.26* 0.24* 0.05 0.27* 1

China, People’ Republic of 0.04 0.08* 0.06* 0.05* 0.07* 0.08* 0.01 0.05* 0.01 1

Singapore 0.47* 0.64* 0.41* 0.46* 0.55* 0.39* 0.04 0.5* 0.26* 0.06* 1
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2.9  Inflation Correlation Indices 
in Asia
Table 2.11 presents a correlation matrix of CPI 
indices in Asia Pacific (including the US) during 
period from 2002 to 2013. The sample periods 
were divided into two sub-periods: January 2002 
to December 2006, and January 2007 to December 
2013 to check how the degree of CPI correlation 
had changed over time.

Since the subprime and the debt crisis in the 
US and Europe, many economies have implemented 
expansionary fiscal and monetary policies to 
stimulate economic recovery. In particular, both the 
US and Japan have adopted quantitative easing 
policies and released much liquidity into the market, 
leading to the fear of higher inflation in Asia. After 
2007, a more significant CPI correlation among 
the Asia economies was observed as compared to 
2002-2006. Moreover, quantitative easing monetary 
policy in the US have positively correlated with 

Table 2.10 (b)  Stock Market Correlation Coefficients in Asia Pacific, 2007-2011

AUS HK IND IDN KOR MYS NZL JPN PHL CHN SGP

Australia 1

China’s Hong Kong 0.68* 1

India 0.47* 0.62* 1

Indonesia 0.55* 0.64* 0.51* 1

Korea, Republic of 0.67* 0.70* 0.48* 0.57* 1

Malaysia 0.37* 0.38* 0.27* 0.42* 0.37* 1

New Zealand 0.60* 0.39* 0.28* 0.38* 0.43* 0.27* 1

Japan 0.71* 0.67* 0.40* 0.52* 0.71* 0.38* 0.53* 1

The Philippines 0.50* 0.45* 0.28* 0.44* 0.42* 0.34* 0.49* 0.47* 1

China, People’s Republic of 0.22* 0.35* 0.20* 0.21* 0.25* 0.17* 0.16* 0.22* 0.16* 1

Singapore 0.62* 0.77* 0.64* 0.64* 0.66* 0.38* 0.38* 0.60* 0.37* 0.24* 1

Table 2.10 (c)  Stock Market Correlation Coefficients in Asia Pacific, 2012-2013

AUS HK IND IDN KOR MYS NZL JPN PHL CHN SGP

Australia 1

China’s Hong Kong 0.28* 1

India 0.08 0.23* 1

Indonesia 0.15* 0.12 0.15 1

Korea, Republic of 0.12* 0.19* 0.11* 0.13* 1

Malaysia -0.01 0.00 0.01 0.10* 0.03 1

New Zealand 0.15* 0.06 0.05 0.09 0.04 -0.01 1

Japan 0.14 0.21* 0.16 0.14 0.17 0.10 0.07 1

The Philippines 0.18* 0.13 0.15 0.30* 0.14 0.04 0.19* 0.10 1

China, People’s Republic of 0.10 0.22* 0.01 0.03 0.23* 0.04 -0.03 0.08 0.07 1

Singapore 0.17* 0.23* 0.17* 0.20* 0.17* 0.06 0.14* 0.16* 0.21* 0.03 1

Note: * denotes signifi cance of statistical correlation coeffi cient at the 5 percent level.
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the inflation levels in China, Japan, Singapore 
and Malaysia ,  as evidenced by a s ignif icant 
increase in the correlation coefficients in 2007-
2013. However, after 2007, Japan’s CPI had only 
positively correlated with that of Malaysia and 
the US. India is a rather special case with its CPI 
negatively correlated with that of the others. 
This may be partly due to its domestic recession 
and partly to the quantitative easing monetary 

policies in the US and Europe. The case may imply 
that India might have the risk of exiting from 
the ranks of BRICS in the future. In addition, after 
2007, Indonesia’s inflation showed significant 
correlations with more economies, suggesting 
that Indonesia’s inflation, to a certain degree, was 
imported from the economies that adopted the 
loose monetary policies.

Table 2.11 (a)  Inflation Correlation in Asia  Pacific and the US, 2002-2006

CHN HK IDN IND JPN KOR MYS PHL SGP AUS NZL US

China, People’s Republic of 1

China’s Hong Kong 0.48 1

Indonesia -0.58 0.38 1

India -0.22 0.65 0.82 1

Japan 0.72 0.78 -0.11 0.43 1

Korea, Republic of 0.45 -0.54 -0.98* -0.88* -0.07 1

Malaysia -0.02 0.86 0.79 0.83 0.42 -0.89* 1

The Philippines 0.51 0.90* 0.30 0.37 0.54 -0.43 0.78 1

Singapore 0.94* 0.55 -0.45 0.05 0.86 0.31 0.07 0.44 1

Australia -0.55 0.33 0.82 0.92* 0.16 -0.84 0.63 0.02 -0.27 1

New Zealand -0.04 0.70 0.81 0.70 0.17 -0.84 0.90* 0.74 0.01 0.48 1

US 0.58 0.93* 0.14 0.39 0.77 -0.33 0.71 0.90* 0.55 0.09 0.49 1

Table 2.11 (b)  Inflation Correlation in Asia  Pacific and the US, 2007-2013

CHN HK IDN IND JPN KOR MYS PHL SGP AUS NZL US

China, People’s Republic of 1

China’s Hong Kong 0.64 1.00

Indonesia 0.56 0.30 1.00

India -0.59 -0.21 -0.39 1.00

Japan 0.73 0.62 0.85* -0.55 1.00

Korea, Republic of 0.56 0.23 0.45 -0.20 0.32 1.00

Malaysia 0.81* 0.63 0.84* -0.42 0.86* 0.73 1.00

The Philippines 0.45 0.28 0.74 -0.11 0.57 0.86* 0.84* 1.00

Singapore 0.77* 0.81* 0.48 -0.30 0.72 0.67 0.86* 0.68 1.00

Australia 0.77* 0.51 0.76* -0.20 0.65 0.82* 0.93* 0.85* 0.75 1.00

New Zealand 0.64 0.32 0.45 -0.28 0.27 0.90* 0.70 0.70 0.55 0.83* 1.00

US 0.98* 0.67 0.58 -0.66 0.80* 0.57 0.85* 0.50 0.83* 0.74 0.59 1.00

Note: * denotes signifi cance of statistical correlation coeffi cient at the 5 percent level.
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To fur ther  demonstrate  the impac t  of 
quantitative easing monetary policies in Japan and the 
US, the trends of CPI in Asia and the US are analyzed 
as shown in Figure 2.9. With the exceptions of India, 
Indonesia and Japan, the CPI trends of other economies 
are very similar, all falling in 2009 and 2012, but 
steadily rising, maybe, as a result of the quantitative 
easing monetary policies in the US and Japan. 

The economic recession of India and Indonesia 
is also noted in Figure 2.9. In particular, the trend of 
India’s inflation was in opposite to that of the others 
and its inflation level was always highest in Asia. 
Besides, Indonesia, ranked not only as an economy 
with the second highest inflation, but also has the 
largest increase of CPI during 2012-2013. As some 

signs of economic recession such as continuous 
decline in GDP growth have already appeared 
in India and Indonesia in 2013, higher inflation 
expectations would undoubtedly aggravate their 
economic worsening in the future. 

Moreover, to stimulate the economic recovery, 
Japan not  only  cont inuously  implemented 
quantitative easing monetary policies, but also set 
an inflation target for further monetary easing. But 
Japan’s quantitative easing policies seemed to have 
no obvious effects, because that Japan’s CPI, always 
the lowest among all the economies, did not show a 
sharp increase in 2011 as those of the US and other 
economies did.

Figure 2.9  Trends of CPI in Asia  Pacific and the US, 2007-2013
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3.1  Introduction
In the progress of Asian economic integration, the 
production network formed by the transnational 
flow of intermediate goods is an important feature, 
therefore, in this chapter, the nature of value chains 
and their prospects are discussed. This framework 
provides a checklist of trade and investment policy 
measures which are relevant for their development. 
The relevance of the use of trade agreements 
to deal with these issues is discussed, which is 
followed by a discussion of how some key issues 
might then be treated in the negotiation of the 
Regional Comprehensive Economic Partnership 
(RCEP). The RCEP negotiations proceed alongside 
those of other multi-member trade agreements in 
the Asian-Pacific region. The chapter concludes with 
some observations about the interaction of these 
negotiations, with reference to the APEC-specified 
goal of a free trade area in the Asian-Pacific region 
and with comments on approaches for reconciling 
these agreements in a way that contributes to that 
APEC objective. These comments are provided in 
the context of the discussion of the significance of 
value chains in world trade.

3.2  Value Chains and Trade 
Policy 
This section contains discussion of the origins of 
value chains, their significance, and their prospects. 
The origin lies in the organisation of business and 
this perspective is then applied to the identification 

of policy which is relevant to their development and 
which therefore might be considered in the design 
of regional trading arrangements.

3.2.1  Value Chain Patterns

The value chains are result of decisions by firms 
on where to do what. Firms take in intermediate 
inputs and then with the further inputs of labour 
and capital create items of greater value. They can 
make their own intermediate goods or services 
or outsource them. The external supplier could 
be in the same economy or offshore. The offshore 
operation could also be their own, and the result 
of their own foreign direct investment. In either 
case the consequence is a flow of semi-processed 
or intermediate products across borders. These 
flow in a chain of increasing value, or are combined 
through a network, to produce a final product for 
consumption. There could also be a flow of services 
across borders which provides inputs to the value 
adding process or which support the organisation 
of the chain. A key indicator of this phenomenon is 
then the significance of intermediate products and 
services in world trade.
Reviews of trends in world trade find that
● Since the mid-1990s over 45 percent of world 

trade has been made up of intermediate 
products and that share grew over the following 
decade to about 48 percent.

● Value chains are relatively more important in Asia.
— The share of intermediate products in both 

exports and imports was much higher in Asia, 
at about 60 percent.

Chapter 3
Global Value Chains and Trade Policy 
Implications on the Progress of Asian 
Economic Integration
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— Their importance in intra-Asia trade was 
higher than in Asia’s trade with the rest of the 
world.

— The growth in trade in intermediate products 
was particularly notable in intra-Asia trade 
in the category which includes electronic 
machinery. In Asia, the share of automotive 
products in the chains is relatively low, maybe 
due to policy in that sector.

— China’s participation in the world economy 
has led to rapid growth of component trade 
from the rest of East Asia into China, for the 
purpose of final assembly.

● Rich economies participate but in order to 
produce outputs, not so much as providers of 
intermediate inputs.
— Among OECD economies,  the trade in 

intermediates is biased towards imports, 
that is, offshoring procurement; the share of 
intermediates in exports was much lower 
than in imports.

● Value chains are not a new phenomenon.
— The growth in trade in intermediates appears 

to be concentrated in the 1990s, with less 
change in the 2000s.

— There is some assessment that the extent 
of vertical specialisation may have levelled 
off in goods, but for services the extent of 
offshoring could be continuing to increase.

● Value chains are actually regional, not global.
— The chains appear to be organised around 

hubs (China and Japan in Asia, the US in 
North America and Germany in Europe).

— Chains are regional because contact between 
people is important in their management 
and proximity makes that easier, despite the 
development of communications technology.

● The reliance on world markets for finished 
products remains high for Asian economies 
because, the apparent growth in concentration 
of regional trade is a consequence of the growth 
of component trade.
— In 2007-2008, intra-regional trade accounted 

for 55.2 percent of total manufacturing trade 
in East Asia, up from 53.2 percent in 1992-
1993 but when parts and components are 
netted out the share of intra-East-Asian final 
goods trade in 2007-2008 was 44.2 percent, 
down from 50.3 percent in 1992-1993. A 
majority of East Asian final goods trade goes 

to the rest of the world.1 

3.2.2  Prospects

The prospects for value chains depend on the forces 
now operating in different directions. These include 
the impact of policies, which are also discussed in 
more detail below.

Drivers of the future development of value 
chains include, according to research in this field
● the rate of improvement of communication 

technology,
● the rate  of  improvement of  informat ion 

technology,
● the extent of gaps in wage rates between 

economies and
● the cost of trade and transportation.

If barriers to trade continue to be reduced then 
that is a positive force for the development of value 
chains. On the other hand, higher transportation 
costs, the result of higher oil prices for example, 
would collapse the chains. The facilitation of 
border crossings helps their development. Better 
communication at lower costs reduces the costs of 
their management.

Improvements in information technology 
(IT ) on the other hand can have some interesting 
effects. Better IT would be expected to make it easier 
to break up and specify the value adding process 
into component activities, each of which could then 
be relocated along the value chain. But there is an 
argument that IT improvements could lead a re-
bundling of tasks and consolidation of production, 
where machines work in a complementary way with 
skilled and higher cost labour. If so, then the extent 
of the value chain shrinks and could collapse back 
to economies well-endowed with skilled labour. The 
net effect is not yet clear.

Wage gaps and complementarities between 
economies have been important in value chain 
development. The process of integration that 
follows may itself narrow those wage gaps. But 
the outcome might be the more rapid growth of 
forms of trade within industries which are already 
observed between developed economies. These are 
based on the capabilities of the firms involved rather 
than wage gaps. This form of trade is based on what 
has been called “horizontal specialisation”, compared 

1 These data are found in Prema-Chandra Athokorala, Global 
production sharing and trade patterns in East Asia, Working 
Paper No. 2013/10, Arndt-Corden Department of Economics, 
Crawford School of Public Policy, ANU College of Asia and the 
Pacific.
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to the vertical specialisation associated with value 
chains. Other economies in Asia have the potential 
to become more involved in value chains, providing 
more options for their development. In the longer 
run, however, this form of horizontal trade could 
become more important as wage gaps narrow; even 
so most of the same sets of policy issues remain 
relevant. Another factor supporting the continued 
evolution of vertical specialisation within value 
chains could be the capability of providing services 
inputs from different locations through trade and 
investment.

3.2.3  Trade Policy Implications

The value chain process involves the import of 
intermediate inputs, followed by local value adding 
activity and then re-exports. Policy applied at the 
border and policy affecting the costs of transferring 
products into and out of an economy will therefore 
matter. Examples include the following.

Tariffs

Relevant policy at the border includes primarily 
tariffs on imported inputs. There is a problem of 
tariff amplification, that is, even a small tariff can 
add up to a large consequence if product crosses a 
border many times. Arrangements such as special 
trade zones or the use of schemes where firms 
are refunded the tariffs paid on imports when the 
processed product using those inputs is exported 
again are found not to be sufficiently broad or 
managed well enough to offset the problem of 
tariffs on inputs.

Export restrictions

Restr ict ions on expor ts of raw mater ials,  or 
agricultural products, depending on the significance 
of that source country in world trade, may affect 
prices which will reduce incentives for investment in 
downstream processors located in other countries.

The predictability of policy

The construction of the value chain is accompanied 
by significant set up costs, including establishment 
of the local operations and of relationships with 
local suppliers. Not all the production process has to 
be created in each location, only that part in which 
the host is competitive. Even so, a set up cost is 
incurred. The attraction of a location will depend on 
its trade policy and the costs of trade in that location 
(discussed below). It will also depend on how 
predictable and stable is that trade policy, since a 
shock change such as imposition of a tariff on inputs 

or an application of an anti-dumping measure 
will affect the value of investment. Measures to 
demonstrate and institutional arrangements 
that sustain a commitment to current policy will 
therefore be important.

Investment

In many cases, the chain is organised by foreign 
investment, not just by local providers. The regime 
applied to foreign investment, both the regulations 
applying to establishment and to operations, is 
therefore relevant to the attractiveness of a host 
economy as a member of the value chain.

Services

A competitive and efficient services sector is 
important for the performance of the value adding 
process in each location, especially for those 
activities related to the value chain. Logistics services 
are the most obvious example but a wide range 
of services are demanded, such as local business 
services. Value chains will also be associated with 
the movement of technical experts as part of the 
coordination process and the sharing of information. 
The ease and security of the movement of people is 
therefore also important.

Competition

Competition in the provision of inputs in the value 
chain will be important for its operation. The service 
sector, for example, should be open to procurement 
through different channels,  from local f irms 
including foreign invested firms and from across the 
border. This is the principle of neutrality in terms of 
modes of supply. The value chain will depend on 
access to infrastructure services, such as transport 
and communications, where there are natural 
monopoly elements to be regulated.

Intellectual property

The basis of  the value chain is  not just the 
opportunity to shift production activities to lower 
cost locations but also involves the transfer of 
information and know-how between the stages 
of production. The value chain coordinator brings 
to the host country the knowledge of how to 
undertake the value adding activity at that stage 
in the chain, and how to prepare the output for 
the next stage. This knowledge is valuable and the 
investor or chain coordinator will be concerned 
about their ability to protect the value of their asset. 
The intellectual property rights regime of the host 
therefore also matters.
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Trade facilitation

The value chain involves crossing country borders 
so that the administrative processes at the border 
will be important and these costs are cumulative 
and can generate a magnification effect, like tariffs. 
Trade facilitation is the agenda designed to deal 
with these costs and its benefits are estimated to be 
significant.

Standards

Differences in technical or safety standards may also 
be a problem for the development of value chain. 
The managers of the chain will have their own 
commercial standards which participants in the 
chain will have to meet. There may also be a layer of 
standards at the country level which affect the trade 
in components. Even more important than those 
standards could be the certification processes, and 
the costs and delays that they incur.

3.2.4  Use of Trade Agreements

The previous section identified a long list of 
measures which are relevant to value chain 
development. How to make progress in policy 
reform in all these areas, in order to support the 
development of the value chain model?

According to some assessments, unilateral 
action works in some areas is preferred: there is 
evidence of this outcome, especially in services. 
There is also an argument for being the first mover 
in order to compete for a place in the value chain. 
Some developing country governments will be 
keen to “supply” reform as part of an effort to 
respond to the demand from investors who want 
to set up these chains. However, in other areas, like 
standards and trade facilitation, coordination is likely 
to be more important.

When trade agreements are used what 
principles might be relevant? The review of the 
literature suggests the following.

Facilitate imports in order to export

That “imports are bad and exports are good” or “I 
offer my market for yours” is an old view of trade 
negotiations. In the value chain world, firms have 
to import in order to export, being in the chain 
makes them more productive and there is a gain 
from being a “first mover”. In this setting, the role 
of trade agreements is different, since they are 
about assuring investors that the host economy is a 
reliable partner which is committed to reform in the 
relevant areas—see the list above. Factories from 
higher cost economies are more likely to relocate 

following a commitment to reform from the host.

More members are better

Agreements are more valuable if they include 
more members, and members who have the 
complementarities relevant to value chain design. 
That is, the membership of a regional agreement 
should match the likely scope of value chains. A 
high correlation of that form is observed in Asia and 
more so compared to the rest the world. However 
while multiple membership matters, the group 
given its size and mix must also be chosen to be 
able to reach an effective agreement, one “worth 
more than the paper on which it is written”.

Depth matters

It has been argued that a range of policy measures 
are relevant to value chain design, in other words, the 
depth of coverage matters. Research on the impact 
of depth of coverage finds a two way relationship 
between the depth of regional agreements and 
trade within value chains, so that signing deeper 
agreements increases trade in production networks 
among signatories. The presence of higher levels 
of trades at the same time raises the likelihood of 
signing deeper agreements. There is scope of circle 
of reinforcing effects, in that case. All these effects 
vary however between industries—more important 
for electronics and less so for textiles and clothing.

Other measures could also be used

There is some argument that because of the 
complexity of value chains, because of the lack 
of relevance so far of the WTO to their design, 
and because of the difficulty of reaching regional 
agreements that meet the previous principles, then 
ad hoc governance structures have filled the gap. 
These include for example bilateral investment 
treaties.

Question discrimination and relax the rules of 
origin

If regional agreements are used then a further 
question is whether they should be discriminatory. 
The design and application of rules of origin are an 
issue. The value chain process makes it more difficult 
to meet tight rules of origin. More liberal rules are 
better, for example, an allowance to accumulate 
value added over a series of steps. The costs of 
compliance also have to be reduced. Further, the 
deeper reforms that are relevant to value chains are 
difficult to design and implement in a discriminatory 
way. The scope for the group to adopt a set of 
reforms which applies to all trading partners should 
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always be considered.

3.2.5  Conclusion
● A  p a c k a g e  o f  p o l i c i e s  m a t t e r s  f o r  t h e 

development of value chains, including border 
barriers to both imports and exports, not only 
measures such as tariffs but also the process of 
border administration.

● Predictability of policy, in terms of commitments 
to reform and in avoiding the application of 
measures such as competition policy, matters.

● Foreign direct investment is a key driver of the 
development of value chains and its treatment is 
important.

● Services are critical to the performance of value 
chains and reform of services policy also matters.

● The intel lectual proper ty regime and the 
adoption of global standards or the coordination 
of standards will also facilitate the development 
of the chains.

Policy reform in most of these areas can be 
undertaken unilaterally, and there is advantage in 
doing so, to be competitive as a link in the value 
chain. But in other areas such as standards there 
is value in coordination. Trade agreements can 
play a role, but not in traditional terms of deals on 
market access. More important in this context is the 
evidence of the commitment to policy reform in 
order to “fill the governance gaps”. Such agreements 
are more valuable if they include a group of 
economies and are aligned to the value chain maps. 
Depth of coverage is important. Many measures 
are difficult to apply in a discriminatory way and for 
this reason, and because of the patterns of global 
trade and the global distribution of markets for final 
products, there is value in the non-discriminatory 
application of policy reforms. More liberal rules of 
origin are important where they are relevant.

3.3  Proposals for Next Steps in 
RCEP
In this section, given the check list above, a series of 
proposals are summarised as priorities for action in 
the Regional Comprehensive Economic Partnership 
(RCEP). More detail on these measures is provided in 
the following two chapters in this report.

The RCEP histor y is  the fol lowing.1 The 

1 This section is based on extracts from C. Findlay and S. 
Thangavelu, The Future of the ASEAN+ Structure—Pathways to 
Integration, chapter 4 in BoAo Forum for Asia, Progress of Asian 
Economic Integration, Annual Report, 2013, available at http://
english. boaoforum.org/u/cms/www2/201303/26160215mht5.pdf.

goal of the ASEAN Vision 2020 is that of “a stable, 
prosperous and highly  competi t ive ASEAN 
economic region in which there is a free flow of 
goods, services and investment and a freer flow of 
capital”. For this purpose, the first step of ASEAN 
was to accelerate the pace of economic integration 
through its four main pillars namely the Agreement 
on the Common Effective Preferential Tariff Scheme 
for the ASEAN Free Trade Area (CEPT-AFTA) signed 
in 1992, the ASEAN Framework on Services (AFAS) 
signed in1995, the Basic Agreement on the ASEAN 
Industrial Cooperation Scheme (AICO) signed in 
1996 and the Framework Agreement on the ASEAN 
Investment Area (AIA) which was signed in 1998. It 
also developed projects like those related to ASEAN 
infrastructure and to harmonizing regulations, 
customs and standards to further enhance trade 
in the region. The concept of an ASEAN Economic 
Community was introduced in November 2002, 
at the ASEAN Leaders’ Summit meeting in Phnom 
Penh, Cambodia. A blueprint was considered at the 
ASEAN Economic Ministers (AEM) in January 2007 in 
Cebu, the Philippines.

ASEAN economies as a group had, between 
2005 and 2010, also signed individual free trade 
agreements with China, Japan, Korea, India and 
Australia/New Zealand (forming the ASEAN+6 
group) to more closely integrate with those 
economies and increase its capacity to serve as 
a production base. In 2011, ASEAN moved to 
establish an even larger regional agreement based 
on these agreements. The proposal for a Regional 
Comprehensive Economic Partnership (RCEP) 
was then made by ASEAN shortly afterwards at 
the Summit meetings in November 2011 in Bali. 
Leaders agreed to launch negotiations early in 
2013 and to complete them by the end of 2015, 
according to a set of principles for negotiation (see 
the Attachment). At the first round of negotiations, 
working groups were set up on
● goods,
● services and
● investment.

At the third round of negotiations in January 
2014, new working groups were set up on the 
following items:
● competition,
● intellectual property,
● economic and technical cooperation and
● dispute settlement.

The following chapter provides detail on 
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the circumstances of the RCEP negotiations and 
provides suggestions for progress. In that chapter, 
a common observation in the areas of the three 
original working groups is the lack of consistency of 
treatment of policy in the existing +1 agreements 
on which RCEP is to be built. This observation then 
leads to the following suggestions:
● A  “c o m m o n  c o n c e s s i o n ” a p p r o a c h  t o 

commitments on tariffs, with a clear schedule 
for sensitive products to which that approach 
cannot be applied, plus an effort to make 
more liberal the rules of origin, by relaxing the 
criteria of the rules and abandoning any special 
requirements as well as improving the processing 
of the certificates of origin.

● In services, identifying clusters of sectors within 
particular FTAs where members make similar 
commitments and seek to generalise that 
approach across all the agreements (a prior step 
may be to build those clusters within each FTA in 
the first place).

● I n  i n v e s t m e n t ,  l i k e w i s e  t h e r e  r e m a i n s 
considerable variation in commitments, as well 
as lack of specific treatment in some agreements 
and work remains to be done to raise and remove 
the extent of variation in the commitments. Even 
if that is done, other aspects of governance and 
the performance of domestic institutions will 
continue to be important.

● In trade facilitation, it will be valuable not only 
to adopt clear commitments and processes of 
monitoring implementation but back this up 
with work on capacity building.

With respect to the more recently-established 
work ing groups, it  is  also argued that more 
meaningful provisions will have to be developed on 
intellectual property in RCEP. Intellectual property 
is playing a large role in the other major regional 
economic integration instrument being negotiated 
at present in the Asian-Pacific region, the TPP, driven 
by the state of negotiating members’ economies 
and their perceived place in global and regional 
value chains. Intellectual property protection is a 
potential determinant of foreign direct investment 
in developing economies. One way to make 
progress in this area, it is argued, is to adopt a 
negotiating strategy linking IP, knowledge flow, 
services trade and labour mobility.

With respect to competition law and policy 
there is a significant variation in capacity across 
the RCEP participants. The same can be said of 

the complementary systems for trade remedies 
such as antidumping, countervailing measures 
and safeguards, which can also be regarded as 
measures related to competition matters. This 
makes harmonisation difficult. But a way forward 
is to agree on a core set of principles upon which 
to base those systems, accompanied by capacity 
building and technical cooperation across the 
RCEP in these areas. The goal would be to achieve 
the “proper use” of regulatory mechanisms so that 
competition law and policy would be employed to 
reduce or eliminate market distortive practices, but 
not to negate other rights subject to the agreement 
(such as intellectual property, trade in services and 
labour mobility). The relevance and use of measures 
such as antidumping would then be assessed in 
that framework.

There is also a call for a sectoral approach to 
negotiations. An example is provided of the logistics 
sector. Logistics services are important for well-
functioning regional supply chains. RCEP members, 
it is argued, could adopt elements in ASEAN's 
Roadmap for the Integration of Logistics Services. 
They could agree on a comprehensive definition 
of logistics services and expand the coverage 
of measures in such a roadmap beyond freight 
logistics services. They could strengthen capacity 
building programmes, some of which are underway 
in ASEAN. They could refer to negotiations for 
the TPP and in the WTO on logistics services to 
identify elements that might be applicable for RCEP 
negotiations.

A theme of  these recommendations is 
the signif icance of complementary work on 
capacity building and to improve the operation 
of institutions. Whatever progress is made in the 
process of commitments, its effectiveness will be 
greater with cooperation in that respect as well.

3.4  Free Trade in the Asian-Pacific 
Region
RCEP is not the only multi-member trade agreement 
under consideration in the Asian-Pacific region. 
Also underway are negotiations on the Trans Pacific 
Partnership (TPP) and since 2010 it has arguably 
prompted the acceleration of effort related to 
RCEP. Original members of the TPP in 2005 were 
New Zealand, Chile, Brunei and Singapore; then 
the US, Canada, Australia, Peru, Vietnam, Mexico 
and Malaysia and more recently Japan joined. TPP 
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Ministers will next meet in Singapore in February 
2014. Also in progress in the region since 2011 is the 
work on the Pacific Alliance, by the Latin American 
economies of Chile, Colombia, Mexico and Peru, 
each of whom had existing bilateral agreements 
amongst themselves.

The TPP has set out to have a wide coverage. 
According to earlier reports from the USTR1  the TPP 
negotiations cover the following items:
● Competition
● Cooperation and Capacity Building
● Cross-Border Services
● Customs
● E-Commerce
● Environment
● Financial Services
● Government Procurement
● Intellectual Property
● Investment
● Labor
● Legal Issues
● Market Access for Goods
● Rules of Origin
● Sanitary and Phytosanitary Standards (SPS)
● Technical Barriers to Trade (TBT)
● Telecommunications
● Temporary Entry
● Textiles and Apparel
● Trade Remedies

In services, TPP members are negotiating 
on a “negative list” basis and the USTR refers to 
negotiation on government procurement packages. 
More details on the TPP are relatively difficult to find.

The TPP is a new agreement rather than a 
consolidation of existing agreements, as in the 
case of RCEP. RCEP builds up from the bottom from 
an existing set of agreements. As reported here 
and in the next chapter, those agreements differ 
significantly and there is much work to do to align 
them. This may however be less risky than starting 
a negotiation in a new framework but which leads 
to “just another agreement”. The TPP faces that 
challenge: there might be some variation in the 
schedules or the timing of implementation but 
everyone will be expected to reach the same end 
point. Both face challenges of sensitive sectors.

Furthermore, the TPP does not align readily 
with the existing supply chains—an example offered 
has been the difficulty in the TPP of exporters from 

1 http://www.ustr.gov/about-us/press-office/fact-sheets/2011/
november/outlines-trans-pacific-partnership-agreement.

Vietnam, which is in the TPP negotiations, using 
thread from China, which is not, to provide textiles 
to US importers.2 

Questions have arisen recently about the 
prospects for concluding the TPP negotiations 
because of the lack of support in the US Congress. 
Under the US constitution the Congress must 
consent  to  t rade agreements .  To fac i l i tate 
negotiation the Congress instead has given the 
US President “fast track” authority to negotiate. 
So far it is holding back that authority for the TPP, 
concerned about its impact on jobs and ownership 
of US assets.3  This constraint on TPP progress then 
opens the scenario of RCEP reaching a conclusion 
sooner than the TPP, and then taking the next 
steps in securing its own new members. In that 
respect, another important part of the context of 
the negotiations is the discussion between the US 
and EU of the Transatlantic Trade and Investment 
Partnership (TTIP).4  Concern in Asia about the 
discriminatory effects of such an agreement could 
lead to an initiative by RCEP members to engage 
with EU as their next step.

Membership differs among the Asian-Pacific 
agreements under negotiation, as illustrated in 
Table 3.1. The TPP-only members are located in the 
western Pacific, and the RCEP-only members are 
in Asia. Five economies, including Japan, belong 
to both. Apart those in the shaded area, all are also 
members of APEC and some are only members of 
APEC (the fourth column).

Reference is made to APEC in Table 3.1 since its 
members have an ambition of building a free trade 
area in the whole region. There has been reference 
to such a structure for a decade in APEC. In 2010, 
the APEC leaders said

“We will take concrete steps toward realization 
of a Free Trade Area of the Asia-Pacific (FTAAP), 
which is a major instrument to further APEC's 
regional economic integration agenda. An 
FTAAP should be pursued as a comprehensive 
free trade agreement by developing and building 
on ongoing regional undertakings, such as 
ASEAN+3, ASEAN+6, and the Trans-Pacific 
Partnership, among others.” 5 

2 http://www.eastasiaforum.org/2014/02/19/revive-multilater-
alism-or-fail-global-development/.

3 http://www.washingtonpost.com/blogs/the-fix/wp/2014/02/19/
why-the-trans-pacific-partnership-is-in-trouble-on-capitol-hill/.

4 http://ec.europa.eu/trade/policy/in-focus/ttip/.
5 http://www.apec.org/Meeting-Papers/Leaders-Declarations/ 

2010/2010_aelm.aspx.
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I n  2013,  the APEC leaders  reaf f i rmed thei r 
commitment

“To achieve a Free Trade Area of the Asia-Pacific 
(FTAAP), including by continuing APEC's work to 
provide leadership and intellectual input into the 
process of regional economic integration. APEC 
has an important role to play in coordinating 
information sharing, transparency, and capacity 
building, and will hold a policy dialogue on 
regional RTAs/FTAs. We agreed to enhance 
communication among regional RTAs/FTAs, as 
well as increase the capacity of APEC economies 
to engage in substantive negotiations.” 1 
As noted earlier, the patterns of East Asian 

trade suppor t that focus,  with a s ignif icant 
reliance on markets outside the region and with 
China leading the exports of final products. Not 
surprisingly, then available research suggests the 
gains from consolidation are very large: the value 
of benefits of TPP has been estimated to be nearly 
USD300 billion, of RCEP to be much greater at 
USD500 billion and of free trade in the whole region 
close to USD2 trillion.2  Discussion is therefore now 
turning to how these pathways of RCEP and the TPP 
as well as the Pacific Alliance might contribute to 
that outcome.

A variety of strategies have been proposed.

Scheduling membership, RCEP first

One has been to consolidate the membership of the 
agreements but in a couple of steps. RCEP has been 
argued by some to be the entry level agreement, 
1 http://apec.org/Meeting-Papers/Leaders-Declarations/2013/ 

2013_aelm.aspx.
2 http://www.iie.com/publications/pb/pb12-16.pdf.

because of its design and coverage. The second 
step would be, in this view, membership of the TPP. 
However, as scheduling will be a feature of RCEP 
and it appears likely to be introduced into the TPP, 
in order to reach an agreement, the significance of 
this point of difference may diminish. A scheduling 
approach would be accompanied by regular 
reporting of progress towards a well-defined set of 
objectives, as now occurs in the agreements among 
ASEAN members.

Identification of gaps and dialogue to close 
them, e.g., agreements on model chapters

A further step instead of a focus on membership 
is to examine the components of the agreements. 
Where there are areas of significance difference in 
treatment, then those topics would become items 
for development and alignment. A mechanism for 
doing this might be through the joint drafting of 
model chapters. This work could be led in APEC 
with the support of its partners such as the Pacific 
Economic Cooperation Council and its private sector 
network. The Pacific Alliance has been referred to 
as a source of interesting chapters in new areas, 
particularly financial markets.

Complementary actions

There are possibilities to use other building blocks 
that support reform. These include the negotiations 
first of the Trade in Services Agreement (TISA) and of 
bilateral investment treaties. China for instance has 
expressed its interest to join the TISA negotiations 
and it has been negotiating a bilateral investment 
treaty with the US. The US Trade Representative 
has said that he wants to see progress in that 

Table 3.1  Membership of TPP and RCEP
RCEP only Both TPP and RCEP TPP only APEC only Pacific Alliance

China, People’s 
Republic of Japan US China's Hong Kong Chile

Korea, Republic of Australia Chile China's Taiwan Colombia

Indonesia Brunei Canada Russia Mexico

The Philippines Malaysia Mexico PNG Peru

Thailand New Zealand Peru

India Singapore

Myanmar Vietnam

Cambodia

Lao PDR
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negotiation before further consideration of China 
joining the TPP.1 

Multilateralisation

Another option is to make a unilateral effort to 
promote multilateralisation, that is, to pass on to 
non-members preferences already established 
among members of a group. The value of this 
approach was also noted above. It has been argued 
that multilateralism can be combined with an 
effort to consolidate existing agreements, as in the 
RCEP approach, or if the consolidation referred to a 
combination of multi-member agreements across 
the region.

“The multilateralisation approach can be pursued 
either as a follow-on from consolidation, or 
independently. Consolidation is at best a means, 
while multilateralisation is the end. The two are 
not mutually exclusive, but the full gains from 
consolidation will only be realised when the 
harmonised accords of the consolidated FTA 
are multilateralised. Although consolidation 
requires multilateralisation, the reverse is not true. 
Countries are free to multilateralise independently, 
but they must overcome vested interests that 
stand to lose from the dilution of preferences—
usually the same lobbies that pushed for FTAs to 
begin with.” 2 

A further advantage of the multilateralisation of the 
agreements is that it deals automatically with the 
problems facing those who are not members of any 
agreement (see Table 3.1).

3.5  Conclusion
The chapter concludes with two observations, one 
about the significance of the value chain perspective 
and the other the significance of capacity building.

The framework adopted here to consider 
the agenda for the design of a regional trade 
agreement was that of the value chain. This 
provides a rich perspective on what matters for 
business in the choice of measures to consider 
for inclusion in a trade agreement. The inclusion 
of those measures will in turn increase business 
interest in the agreement and it would be expected 
the likelihood of progress in the negotiations. This 
view also provides a set of principles for the design 

1 http://www.reuters.com/article/2014/01/23/us-usa-china-trade-
idUSBREA0M1LV20140123.

2 Quoted from JayantMenon, How to multilateralise Asian 
regionalism, East Asia Forum, 6 January 2013.

of an agreement and for its purpose and they 
highlight the value of the strategy for designing 
commitments and the associated domestic reforms 
that apply to all trading partners.

The second point refers to the importance of 
capacity building. A theme of the commentary on 
the various trade and investment policy measures 
is the significance of capacity building. This area 
included matters related to services, to trade 
facilitation and to competition policy in particular. 
The existing agreements involving ASEAN have 
in place economic and technical cooperation 
programs which could also be applied to the 
development of RCEP for these purposes. The 
new technical cooperation working group is an 
important addition to the RCEP portfolio.

Attachment:  Guiding Principles 
and Objectives for Negotiating 
the Regional Comprehensive 
Economic Partnership3 
Recognizing the ASEAN Framework for Regional 
Comprehensive Economic Partnership (RCEP), the 
objective of launching RCEP negotiations is to 
achieve a modern, comprehensive, high-quality 
and mutually beneficial economic partnership 
agreement among the ASEAN Member States 
and ASEAN’s FTA Partners. RCEP will cover trade 
in goods, trade in services, investment, economic 
and technical cooperation, intellectual property, 
competition, dispute settlement and other issues. 
Negotiations for the RCEP will recognize ASEAN 
Centrality in the emerging regional economic 
architecture and the interests of ASEAN’s FTA 
Par tners in suppor t ing and contr ibuting to 
economic integrat ion,  equitable economic 
development and strengthening economic 
cooperation among the participating economies. 
RCEP negotiations will be guided by the following 
principles:

1. The RCEP will be consistent with the WTO, 
including GATT Article XXIV and GATS Article V.
3 In the first Economic and Trade Ministerial Conference of 

ASEAN FTA partners held in Cambodia, August 2012, 
the Economic and Trade ministers from over 10 ASEAN 
countries, Australia, China, India, Japan, Korea and Singapore 
issued a joint statement of achieving cosensus on initializing 
the RCEP negotiation and passed the "RCEP Negotiation 
Guidelines and Objectives". Accessed at http://www.asean.org/
images/2012/documents/Guiding%20Principles%20and%20
Objectives%20for%20Negotiating%20the%20Regional%20
Comprehensive%20Economic%20Partnership.pdf.
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2. The RCEP will have broader and deeper 
engagement with significant improvements over 
the existing ASEAN+1 FTAs, while recognizing 
the individual and diverse circumstances of the 
participating economies.

3. The RCEP will include provisions to facilitate 
trade and investment and to enhance transparency 
in trade and investment relations between the 
participating economies, as well as to facilitate the 
participating economies’ engagement in global and 
regional supply chains.

4. Taking into consideration the different levels 
of development of the participating economies, 
the RCEP will include appropriate forms of flexibility 
including provision for special and differential 
treatment, plus additional flexibility to the least-
developed ASEAN Member States, consistent with 
the existing ASEAN+1 FTAs, as applicable.

5.  The ASEAN+1 FTAs and the bilateral/
plurilateral FTAs between and among participating 
economies will continue to exist and no provision 
in the RCEP agreement will detract from the terms 
and conditions in these bilateral/plurilateral FTAs 
between and among the participating economies.

6 .  Any ASEAN FTA Par tner that did not 
participate in the RCEP negotiations at the outset 
would be allowed to join the negotiations, subject 
to terms and conditions that would be agreed 
with all other participating economies. The RCEP 
agreement will also have an open accession clause 
to enable the participation of any ASEAN FTA partner 
that did not participate in the RCEP negotiations 
and any other external economic partners after the 
completion of the RCEP negotiations.

7. Provisions for technical assistance and 
capacity building may be made available, building 
upon the ASEAN+1 FTAs, to the developing and 
least-developed economies participating in the 
RCEP to enable all parties to fully participate in the 
negotiations, implement obligations under the 
RCEP and enjoy the benefits from the RCEP.

8. The negotiations on trade in goods, trade 
in services, investment and other areas will be 
conducted in parallel to ensure a comprehensive 
and balanced outcome.

Tra d e  i n  g o o d s  The  R CEP wi l l  a im at 
progressively eliminating tariff and non-tariff barriers 
on substantially all trade in goods in order to 
establish a free trade area among the parties. Tariff 
negotiations will be conducted on a comprehensive 
basis. Such negotiations should aim to achieve the 

high level of tariff liberalization, through building 
upon the existing liberalization levels between 
RCEP participating economies and through tariff 
elimination on a high percentage of both tariff 
lines and trade value. The scheduling of tariff 
commitments should seek to maximize the benefits 
of regional economic integration.

Pr ior i ty  wi l l  be attached to ear ly  tar i f f 
elimination on products of interest to the least 
developed ASEAN Member States.

Tr a d e  i n  s e r v i c e s  T h e  R C E P  w i l l  b e 
comprehensive, of high quality and substantially 
el iminate restr ictions and/or discr iminator y 
measures with respect to trade in services between 
the RCEP participating economies. Rules and 
obligations on trade in services under the RCEP will 
be consistent with the General Agreement on Trade 
in Services (GATS) and will be directed towards 
achieving liberalization commitments building on 
the RCEP participating economies’ commitments 
under the GATS and the ASEAN+1 FTAs. All sectors 
and modes of supply will be subject to negotiations.

Investment The RCEP will aim at creating 
a liberal, facilitative, and competitive investment 
environment in the region. Negotiations for 
investment under the RCEP will cover the four 
pillars of promotion, protection, facilitation and 
liberalization.

Economic and technical cooperation 
Economic and technical cooperation under the 
RCEP will aim at narrowing development gaps 
among the parties and maximizing mutual benefits 
from the implementation of the RCEP agreement. 
The economic and technical cooperation provisions 
in the RCEP will build upon existing economic 
cooperation arrangements between ASEAN and 
ASEAN’s FTA partners participating in the RCEP. 
Cooperation activities should include electronic 
commerce and other areas that would be mutually 
agreed upon by the RCEP participating economies.

Intellectual property The text on intellectual 
property in the RCEP will aim to reduce IP-related 
barriers to trade and investment by promoting 
economic integration and cooperation in the 
ut i l i zat ion,  protect ion and enforcement of 
intellectual property rights.

Competition  Provisions on competition 
will form the basis for parties to cooperate in the 
promotion of competition, economic efficiency, 
consumer welfare and the curtailment of anti-
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competitive practices while cognizant of the 
significant differences in the capacity and national 
regimes of RCEP participating economies in the area 
of competition.

Dispute settlement The RCEP will include a 
dispute settlement mechanism that would provide 
an effective, efficient and transparent process for 
consultations and dispute resolution.

Other issues The RCEP negotiations will 
consider including other issues covered by FTAs 
among RCEP participating economies, which may 
be identified and mutually agreed in the course 
of negotiations, and take into account new and 
emerging issues relevant to business realities.

The RCEP negotiations will commence in early 
2013 and aim to complete by end-2015.
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4.1  Introduction
A series of feasible suggestions for progress in 
key areas of the RCEP negotiations are compiled 
in this chapter.1  These include the treatment of 
tariffs, proposals on the design of rules of origin, 
suggestions for an approach to services and to 
investment, and principles for action on trade 
facilitation. These are topics of traditional interest in 
negotiations in ASEAN on economic integration.

The summary of the key recommendations 
here is that they make a call for
● a  “c o m m o n  c o n c e s s i o n ” a p p r o a c h  t o 

commitments on tariffs, with a clear schedule 
for sensitive products to which that approach 
cannot be applied;

● effort to make more liberal the rules of origin, by 
relaxing the criteria of the rules and abandoning 
any special requirements as well as improving 
the processing of the certificates of origin;

● in services, identifying clusters of sectors within 
particular FTAs where members make similar 
commitments and seek to generalise that 
approach across all the agreements (a prior step 
may be to build those clusters within each FTA in 
the first place);

● in trade facilitation, adopt clear commitments 
and processes of monitoring implementation but 
back this up with work on capacity building;

1 This chapter was compiled by Christopher Findlay and John 
West, drawing on early results of the Economic Research 
Institute for ASEAN and East Asia (ERIA) project on 
“ASEAN+1 FTAs and Global Value Chains”. The contributors 
involved to that research and the details of their papers to be 
included as chapters in a book forthcoming are listed in each 
section below.

● i n  i n v e s t m e n t ,  l i k e w i s e  t h e r e  r e m a i n s 
considerable variation in commitments, as well 
as lack of specific treatment in some agreements 
and work remains to be done to raise and remove 
the extent of variation in the commitments. Even 
if that is done, other aspects of governance and 
the performance of domestic institutions will 
continue to be important.

There is in addition a case study of a sectoral 
approach to commitments, using the example of 
logistics.

A theme of  these recommendations is 
the signif icance of complementary work on 
capacity building and to improve the operation 
of institutions. Whatever progress is made in the 
process of commitments, its effectiveness will be 
greater with cooperation in that respect as well.

4.2  Tariffs
The liberalization of trade in goods is the primary 
aim in the RCEP negotiations, especially through 
the elimination of import tariffs.2  In this context, 
RCEP Ministers agreed on RCEP Guiding Principles 
and Objectives, notably that the RCEP will have 
“broader and deeper engagement with significant 
improvements over the existing ASEAN+1 FTAs”. 
In particular, the RCEP negotiations should “aim to 
achieve the high level of tariff liberalization, through 
building upon the existing liberalization levels 

2 This section is based on A. Kuno, Y. Fukunaga and F. Kimura, 
Pursuing the Consolidated Tariff Structure in the RCEP: 
Sensitivity and Inconsistency in ASEAN’s Trade Protection, 
Chapter 6  in C. Findlay (ed), ASEAN and Regional Free Trade 
Agreements, Routledge, 2014, forthcoming.
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between RCEP participating economies and through 
tariff elimination on a high percentage of both tariff 
lines and trade value”, with a broader coverage of 
tariff elimination. Further, “the scheduling of tariff 
commitments should seek to maximize the benefits 
of regional economic integration”, and the common 
concession approach is a key element in the 
regional FTA that leads to simple, transparent and 
business friendly concessions.

These RCEP Guiding Principles and Objectives 
a re  o f  c r i t i c a l  i m p o r t a n c e .  O t h e r w i s e  t h e 
effectiveness of the RCEP in liberalizing trade among 
the ASEAN Member States will be limited.

4.2.1  What is the Level of Tariff Elimination in 
ASEAN+1 FTAs?

It is estimated that the average tariff elimination 

rates of ASEAN’s commitments in the ASEAN+1 FTAs 
is 90.9 percent. (This is based on the share of duty-
free tariff lines at the HS six-digit level—a broadly 
similar story emerges on the HS 8-10 digit base.) Six 
ASEAN Member States have committed to eliminate 
tariffs in more than 90 percent of the products 
on average after the transition period, namely 
Singapore (100.0 percent), Brunei (95.9 percent), 
Thailand (92.4 percent), Malaysia (91.2 percent), 
the Philippines (91.1 percent), and Vietnam (90.0 
percent). The other four countries’ commitments 
are lower than 90 percent—Laos (89.1 percent), 
Cambodia (88.7 percent), Myanmar (86.9 percent), 
and Indonesia (83.3 percent) (See Table 4.1).

Table 4.1  Level of Tariff Elimination by Economy and  
by FTA (HS Six-digit Level) (percent)

ASEAN- 
ANZ

ASEAN-
China

ASEAN-
India

ASEAN-
Japan

ASEAN-
Korea

Average

All 
ASEAN+1s

Excluding 
AIFTA

Brunei 99.2 98.3 85.3 97.5 99.1 95.9 98.5

Cambodia 89.1 89.9 88.4 85.1 90.8 88.7 88.7

Indonesia 93.1 92.3 48.6 91.2 91.1 83.3 91.9

Lao PDR 91.8 97.4 80.1 86.3 90.0 89.1 91.4

Malaysia 97.3 92.6 79.7 93.9 92.4 91.2 94.1

Myanmar 88.1 93.6 76.6 84.9 91.6 86.9 89.5

The Philippines 95.1 92.5 80.9 97.1 89.6 91.1 93.6

Singapore 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Thailand 98.9 93.5 78.1 96.4 95.1 92.4 96.0

Vietnam 94.8 92.2 79.5 94.2 89.3 90.0 92.6

Australia 100.0

China, People's 
Republic of 94.7

India 78.8

Japan 91.9

Korea, Republic of 90.4

New Zealand 100.0

Average 95.6 94.3 79.6 92.6 92.7 90.9 93.6

Note: Based on the HS six-digit level of the HS2007 version. The following tariff schedules are originally based on HS2002 version and 
converted into HS2007: Indonesia in the AANZFTA, Laos in the ACFTA, all ASEAN Member States in AJCEP, and Brunei, Malaysia, 
and the Philippines in AKFTA.

Source: Kuno, A. Constructing the Tariff Dataset for the ERIA FTA Database, in Lee, C. J. and M. Okabe (eds.), Comprehensive Mapping of 
FTAs in ASEAN and East Asia, ERIA Research Project Report 2010-26, pp.13-37. Jakarta: Economic Research Institute for ASEAN 
and East Asia.
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The level of tariff elimination is higher than 
90 percent in all but one of the ASEAN+1 FTAs—
Australia/New Zealand (95.6 percent), China (94.3 
percent), Korea (92.7 percent), and Japan (92.6 
percent)—while in the case of India the figure is 
79.6 percent. Under the FTA with India, most ASEAN 
Member States have also made only limited tariff 
elimination commitments. For their part, ASEAN 
FTA partners have committed to eliminate tariffs 
for more than 90 percent of products, except for 
India under the AIFTA: Australia (100.0 percent), New 
Zealand (100.0 percent), China (94.7 percent), Japan 
(91.9 percent), Korea (90.4 percent) and India (78.8 
percent).

For RCEP negotiating economies to enjoy 
signif icant benefits,  they should consider a 
minimum tariff elimination target. The proposal here 
is to adopt a target of 90 percent and preferably 
a more ambitious level of at least 95 percent. 
Otherwise, ASEAN could gain only limited additional 
benefits from tariff liberalization. Ambitious tariff 
elimination is also desirable for ASEAN to maintain 
its centrality in crafting new regional architecture, 
since the TPP aims at 100 percent tariff elimination.

4.2.2  What is the Feasibility of Adopting the 
Common Concession Approach?

All the ASEAN+1 FTAs, as well as the agreement 
which applies to trade within ASEAN, that is the 
ASEAN Trade in Goods Agreement (ATIGA), in 
principle adopt the common concession approach 
to designing tariff reduction commitments. This 
means that each economy has a single schedule 
which is applied to all the other partners in the 
FTA—rather than a bundle of schedules or exclusion 
lists for every possible bilateral combination among 
the member economies. For example, Indonesia 
has only one tariff schedule under the ATIGA, and 
applies the same tariff rates on imports from all 
ASEAN economies.

The  common concess ion  approach  i s 
appropriate for the economic reality of East Asian 
production chains in which intermediate products 
are frequently traded within the ASEAN and East Asia 
region. If preferential tariff rates differ depending on 
the exporting economies, then complicated rules 
of origin (ROOs) could be introduced to prevent 
circumvention. But this would add significant costs 
to business administration, which could greatly 
reduce the benefits of a regional FTA. In short, the 
common concession approach results in a simple, 

transparent, and user-friendly FTA.
There can be thus three cases for each tariff 

line: (i) if an ASEAN member has committed to fully 
eliminate tariffs vis-à-vis all the six FTA partners, it 
is classified as “eliminated to all”; (ii) if a member 
has not committed to fully eliminate tariffs on 
a subheading to any FTA partners, it is called 
“protected to all”; and (iii) in between is the case 
where a member has committed to fully eliminate 
tariffs on a subheading vis-à-vis some FTA partner(s) 
but not to the other(s)—these cases called “depends 
on FTA” products.

4.2.3  What Does the Data Show?

Across the ASEAN+1 FTAs, ASEAN’s average share of 
“eliminated to all” products is 73.1 percent, ranging 
from 45.9 percent (Indonesia) to 100.0 percent 
(Singapore). With the exception of Singapore, the 
shares of “eliminated to all” products committed by 
ASEAN Member States are less than 90 percent.

ASEAN’s average share of “protected to all” 
products is only 0.8 percent of tariff lines. In other 
words, the ASEAN nations have already opened 
up 99.2 percent of tariff lines to at least one FTA 
partner. And the share of “depends on FTA” products 
accounts for 26.0 percent of total tariff lines. Some 
countries such as Singapore (0.0 percent), Brunei 
(15.9 percent), and Vietnam (19.8 percent) have 
relatively smaller shares of “depends on FTA”.

Thus, the immediate challenge for ASEAN 
economies is to reduce the number of “depends on 
FTA” products and put most of them into “eliminated 
to all”. And in the negotiation of the RCEP, ASEAN 
members should minimise the departures from the 
common concession approach by strictly selecting 
the products that are highly sensitive to trade 
liberalization. Assuming 95 percent tariff elimination 
is the target, for example, a member could choose 
up to 5 percent of products to protect (roughly 250 
tariff lines at HS six-digit level), while opening up 
trade in the rest.

4.2.4  What Are the Patterns of Trade Protection 
by Sector and Industry?

Agricultural products are especially sensitive (lower 
share of “eliminated to all” products) in Laos (24.9 
percent), the Philippines (47.6 percent), Indonesia 
(50.4 percent) ,  and Thai land (52.9 percent) . 
Manufacturing products are relatively sensitive in 
Indonesia (45.2 percent), Cambodia (63.4 percent), 
Myanmar (68.0 percent), and Malaysia (73.5 percent).
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ASEAN’s average share of “eliminated to all” 
products is higher in the manufacturing sector (74.2 
percent) than in the agricultural sector (66.6 percent). 
Its share of “protected to all” products is only 0.6 
percent in the manufacturing sector and 1.9 percent 
in the agricultural sector. The share of “depends on 
FTA” products is higher in the agricultural sector 
(31.5 percent) than in the manufacturing sector (25.1 
percent), meaning that ASEAN’s tariff commitments 
across FTAs is rather inconsistent in the agricultural 
sector.

4.2.5  Conclusion

In conclusion, it is recommended that, in order to 
realize significant improvements over the existing 
ASEAN+1 FTAs, ASEAN should

(i) aim at a high level of tariff elimination with 
95 percent thresholds,

(ii) take a common concession approach to 
make it simple and transparent,

(ii i) use policy discretion only on highly 
sensitive sectors, while substantially shifting 
“depends on FTA” products to “eliminated to all” 
categories, and

(iv) require a certain level of tariff reduction for 
sensitive products even if complete tariff elimination 
is not achievable.

4.3  Rules of Origin
Each one of the ASEAN+1 Free Trade Agreements 
(FTAs) has adopted a negotiated set of “rules of 
origin” (ROOs).

FTAs, like the ASEAN+1 FTAs, permit free 
trade between the members of the FTA without, 
in principle, import barriers like tariffs or quotas. 
Economies which are not members of an FTA 
remain subject to any import barriers.

Origin determination of traded goods is simple 
when the products are wholly made within one 
economy, or when any imported raw materials or 
components come only from other FTA partners. 
But the reality today is that, with technological 
change and the globalisation of production, many 
products are contain raw materials or components 
which are imported from economies beyond FTA 
partners.

For example, clothing manufactured in an 
ASEAN+1 economy might be made from textiles 
produced in Africa. Similarly, automobiles or 
electronic products assembled in an ASEAN+1 

economy might include components coming from 
Europe or North America.

Indeed, East Asia is now criss-crossed with 
complex “value chains” or “production networks” 
which involve widespread trade in parts and 
components, some coming from the region, while 
others come from outside the region.

Thus par ties to FTAs,  l ike the ASEAN+1 
agreements, have included ROO provisions in the 
agreements which stipulate “rules” that determine 
which products could be considered “originating” 
in the FTA economies and would thus be eligible to 
enter the economy duty free. Otherwise, imports 
from non-signatory economies could penetrate 
a FTA area, which is regarded as contrary to the 
purpose of the agreement.

4.3.1  What Are the Features and Characteristics 
of the ROOs in ASEAN+1 FTAs?

The six ASEAN+1 FTAs, as well as the ASEAN Trade 
in Goods Agreement (ATIGA), use four basic rules to 
determine origin: Wholly-Obtained (WO), Regional 
Value Content (RVC), Change in Tariff Classification 
(CTC), and Specific Process Rule (SPR). The first is 
that there would be no question about the origin 
of a wholly obtained (WO) or produced within one 
country. However, as discussed above, the majority 
of products are no longer strictly wholly obtained 
within one country. Parties to FTAs have adopted 
the notion of “substantial transformation” to confer 
“origin” to a product being traded. One criterion 
used for “substantial transformation” is that the share 
in value added comes from the member parties, 
RVC, should not be less than a specified minimum 
value (usually set at 40 percent). Another criterion 
is that the inputs used have had a change in tariff 
classification after processing (CTC). The fourth 
criterion is that the goods has undergone a specific 
process (SPR). In other words, if a product is, despite 
imported parts, components and raw materials, 
“substantially transformed” within a country, it is 
deemed to originate from that country. These rules 
could be used singly or in some combination, 
whether as options (so-called co-equal rules) or 
jointly (all rules to be satisfied). The agreements 
would provide for a General Rule (GR) and product 
specific rules (SPRs) are negotiated and usually 
spelled out in an Annex to the Agreement.

Since each FTA has adopted a negotiated set 
of ROOs, there are as many ROO systems as FTAs. 
This is costly because it compounds the sets of rules 
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that FTA (actual and potential) users need to adhere 
to, and customs administration have to implement.

This can be particularly costly for global value 
chains because of the hurdles added to the flow of 
goods in the value chain. Indeed, it is contrary to 
the very objective of regional FTAs, which is to help 
countries engage more fully in global value chains.

Value chains will operate better when content 
from the previous steps is included in the value to 
be taken into account when decided origin. This is 
called regional cumulation. To maximize the impact 
of cumulation from these FTAs, simplifying and 
liberalizing the ROO regime and its implementation 
in these FTAs is crucial. Making this operational also 
depends on the procedures for establishing origin 
and where value was created in the product being 
traded.

The impact of the ROO regime therefore also 
depends on the origin certification procedures 
(OCPs). Processing time from pre-export verification 
to the issuances of Certificates of Origin ranges 
widely. In the case of Australia and New Zealand 
it is one working day, while for most economies 
processing time could take 5-10 working days.

4.3.2  How Can the Costs of ROOs Be  
Minimised?

Although there is substantial commonality in ROOs 
across the ASEAN+1 FTAs, there is still considerable 
variation, especially with respect to specific 
restrictions, which give rise to compliance and 
administrative costs.

The ideal scenario for value chains in East 
Asia would be harmonization of the ROOs of the 
ASEAN+1 FTAs. The direction of harmonization 
should be towards the most liberal ROO and 
best practice in OCP, and not towards making 
compliance more costly and difficult.

However, adopting the most liberal ROO 
towards harmonization is a drastic change for some 
products of some members. Short of the goal of 
harmonisation, general guidelines for reforms have 
been suggested which seek simplification and 
liberalisation of ROOs, and relaxing restrictions and 
reducing compliance costs. These measures may 
include the following:
● waive the ROO requirement for low tariff items, 

which has the effect of multilateralising the tariff 
cuts in that range. These changes are expected 
to be concentrated in trade in intermediate 
products which is critical for supply chain 

operations. Remaining tariffs where the rules of 
origin continue to be relevant are more likely to 
be finished goods.

● liberalize ROOs in general. This could be done by 
lowering the minimum requirement for regional 
content, in the case of CTC, relaxing the level of 
change in tariff classification required to confer 
origin, using optional rules (providing exporters 
a choice between CTC or RVC), as well as limiting 
additional process and specific requirements.

● on measures to streamline the OCP consider 
questions such as: What are the best practices in 
OCP? Can an electronic system be put in place? 
Is self-certification a viable option, what form 
could this take and what safeguards should be 
in place? Further streamlining could also focus 
on facilitating the process of cumulation. One 
possibility is the use of mutual recognition of COs 
among these East Asian FTAs.

4.4  Trade in Services
Four ASEAN-related FTAs contain independent 
chapters focusing on trade in services. 1  These are: 
(i) the ASEAN Framework Agreement on Services 
(AFAS), (ii) the ASEAN-Australia-New Zealand Free 
Trade Agreement (AANZFTA), (iii) the ASEAN-China 
Free Trade Area (ACFTA), and (iv) the ASEAN-Korea 
Free Trade Agreement (AKFTA).

Although WTO discussions on the General 
Agreement on Trade in Services (GATS) have not 
reached an agreement, the basic framework of 
negotiation under GATS has been fully taken into 
consideration and implemented under these four 
FTAs.

4.4.1  What Is the GATS Basic Framework?

The GATS, as is usual for FTAs, uses “commitment 
tables” as a guide/reference for the liberalization 
process. There are two types of commitment tables, 
namely “specific commitment tables” and “horizontal 
commitment tables”, which refer to sector-specific 
commitments and commitments applied to all the 
GATS service sectors, respectively.

Under GATS, there is a specific commitment 
table which is divided into four modes of supply 
of services, numbered Mode 1 up to Mode 4. The 
GATS specific commitment table also specifies two 
aspects of liberalization of trade in services, relating 

1 The discussion in this section is based on H. Ishido, Services 
in ASEAN+1 FTAs, Chapter 5 in  C. Findlay (ed), ASEAN and 
Regional Free Trade Agreements, Routledge, 2014, forthcoming
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to market access and national treatment.
This study considers specific commitments 

only and does not consider horizontal commitments 
at all—because horizontal commitments are often 
described in a rather complicated way, making a 
clear-cut and consistent database construction 
extremely difficult.

4.4.2  What Is the Degree of GATS-style 
Commitment in the Service Sector for the Four 
FTAs?

Hoekman proposed an indexation method for 
measuring the GATS-style degree of commitment in 
the service sector, which has been used for the four 
FTAs. The index takes a value between 0 and 1, with 
zero indicating that the sector is not liberalised at 
all, and 1 indicating that the sector is fully open for 
foreign suppliers.

The AFAS 8th package  has the highest 
level of commitment to service trade liberalization 
among the  FTAs ,  wi th  an  average leve l  o f 
commitment by all the ASEAN members of 0.42 in 
terms of the Hoekman index, a much greater level 
of commitments than they have made under GATS.

The following countries have an average 
or above level of commitment: Cambodia (0.44), 
Indonesia (0.56), Malaysia (0.43), Thailand (0.58), 
and Vietnam (0.42), while the following are below 
average Brunei (0.30), Laos (0.38), Myanmar (0.41), 
the Philippines (0.32), and Singapore (0.41).

The sector “computer and related services” 
h a s  t h e  h i g h e s t  a v e r a g e  c o m m i t m e n t  b y 
participating economies, at 0.78. The reason for 
this is, economically speaking, that there is no 
dominant supplier of any particular services in the 
ASEAN members. So they can “safely” open up their 
domestic markets among themselves.

Th e  A A N Z F TA .  Th e  s e c to r  “c o m p u te r 
and related services” has the highest average 
commitment by participating economies, at 0.70. 
The ASEAN average is 0.20, while the total average 
commitment is 0.23.

The following countries are at or above the 
average commitment of 0.23: Australia (0.38), 
Cambodia (0.38), New Zealand (0.39), Singapore 
(0.32), and Vietnam (0.32), while the following 
countries are below: Brunei (0.07), Indonesia (0.16), 
Laos (0.12), Malaysia (0.16), Myanmar (0.11), the 
Philippines (0.11), and Thailand (0.22).

ACFTA. The sectors “hotels and restaurants” and 
“travel agencies and tour operators services” have 

the highest average commitment by participating 
economies, at 0.58. The ASEAN average is 0.23. The 
total average of commitment by economy under 
ACFTA is 0.21.

The following countries are at or above the 
average commitment of 0.21: Brunei (0.38), the 
Philippines (0.33), Singapore (0.39), Thailand (0.26), 
and Vietnam (0.35), while the following countries are 
below: Cambodia (0.10), Indonesia (0.04), Laos (0.20), 
Malaysia ((0.08), Myanmar (0.19), and China (0.05).

AKFTA.  The sector “travel agencies and 
tour operators services” has the highest average 
commitment by participating economies, at 0.50. 
The ASEAN average is 0.19. The total average of 
commitment by economy under AKFTA is 0.20.

The following countries are at or above the 
average commitment of 0.20: Cambodia (0.36), 
Korea (0.28), Singapore (0.31), and Vietnam (0.31), 
while the following countries are below: Brunei 
(0.08), Indonesia (0.18), Laos (0.07), Malaysia (0.19), 
Myanmar (0.03), the Philippines (0.16), and Thailand 
(NA).

4.4.3  What Are the Main Conclusions and 
Policy Implications?

While it is necessary to further investigate the causal 
links between restrictions on trade in services and 
the actual trade in services, this mapping exercise 
has revealed the following:

(i) The commitment level differs greatly 
between “sensitive” sectors and “less sensitive” 
sectors. This means that there is significant scope for 
further enhancing international division of labour in 
terms of trade in services, through utilising FTAs.

(ii) The commitment level under AFAS is the 
highest among the four FTAs studied. This means 
that the ASEAN members are relatively highly 
consolidated amongst themselves, leading up to 
the formation of the ASEAN Economic Community.

(iii) There are cross-country similarities in the 
pattern of service sector commitment under each 
of the FTAs. This implies that the shared domestic 
sensitivities can be overcome by a shared economic 
cooperation scheme for enhancing competitiveness.

(iv) There are sector-specific similarities (high 
correlations). This signifies that in the face of non-
ASEAN market opening, the ASEAN members 
become more consolidated in terms of the pattern 
of service commitment.

(v) Overall, Mode 4 (movement of people) is 
least committed, whereas Mode 2 (consumption 
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abroad) is most committed under all the four FTAs 
studied.

There are two possibilities for the sequence of 
further streamlining the four FTAs to realize a RCEP 
involving all the ASEAN members and Australia, 
China, India, Japan, Korea and New Zealand:

(a) start within the same “clusters” among 
similarly committed economies under a particular 
FTA, then harmonize the level of commitments 
across all the signatory economies to the FTA; or

( b )  s t a r t  w i t h  h a r m o n i z i n g  d i s s i m i l a r 
economies from different “clusters” of commitments 
under a particular FTA, then scale up this line of 
effort at an acceptably later stage to the level of the 
whole FTA, then eventually attempt to harmonize 
across all the FTAs centering on ASEAN.

Overall, the absolute degree of commitment 
in service sectors remains rather low, even under 
the FTAs with a preferential nature. Given that 
there are more benefits than costs arising from 
deepening trade in services, further harmonization 
of the service chapters under the four FTAs studied 
is valuable for achieving an RCEP. More specific 
investment issues which are related to services are 
considered in the next section.

4.5  Investment
FDI has increased dramatically faster on a global 
basis than exports in the past two decades. It has 
been accompanied by an increase in the number 
and intensity of bilateral and regional trade 
agreements (FTAs), many of which include key 
provisions for FDI. 1 

Despite the many benefits of FDI—investment, 
technology, employment and economy growth—
economies fear that multinational corporations 
may undermine the power of their domestic 
governments or crowd out domestic industries. 
Thus, FDI policies seek to balance its advantages 
and drawbacks by deciding on the degree of 
liberalization, taking account of economic factors as 
well as social impacts.

T h i s  i s  p a r t i c u l a r l y  p ro m i n e n t  i n  t h e 
liberalization of the services sectors in light of 
market failures such as natural monopolies for 
energy distribution and telecommunications 
services. Too high a level of foreign ownership in 
1 This is based on S. Thangavelu, C. Findlay and H. Lim, FDI 

Liberalization, Free Trade Agreements and Greater Regionalism 
in Asia and ASEAN, Chapter 4 in C. Findlay (ed), ASEAN and 
Regional Free Trade Agreements, Routledge, 2014, forthcoming.

key “strategic” services sectors can impede the 
effectiveness of governmental control of necessary 
resources that are needed during times of national 
crisis.

Since these important concerns are more 
present for services than other sectors, policies 
restricting FDI are mainly concentrated in the 
services sectors. Nevertheless, the global share of 
FDI stock in the services sectors increased from 49 
percent in 1990 to nearly 62 percent in 2008, a trend 
that is expected to continue.

At the same time, there is growing competition 
for FDI, as developing and transition economies 
absorbed about half of the global FDI inflows in 
2010, more than twice the share of 30 years before. 
Under such intense competition, many economies 
have negotiated bilateral and multilateral FTAs 
to exchange favourable FDI conditions that are 
exclusive to the contracted parties.

4.5.1  What Have Been the Key FDI Trends in 
ASEAN?

Initiatives like the 1992 ASEAN FTA (AFTA), and the 
1998 ASEAN Investment Area (AIA) were designed 
to, inter alia, attract FDI through a free and open 
investment regime. FDI is considered to be of critical 
importance to the economic progress of the region.

Between 2002 and 2007, FDI to the ASEAN 
region expanded from USD17.3 billion to USD73.9 
billion. While this increase was disrupted in 2008 by 
the global financial crisis, FDI inflows rebounded in 
subsequent years to the pre-global financial crisis 
level. Singapore, Thailand, Vietnam and Indonesia 
have been key FDI recipients.  With ongoing 
economic liberalization and trade reforms in the 
CLMV (Cambodia, Laos, Myanmar and Vietnam), it is 
expected that there will be increasing FDI flows into 
the region.

FDI was for a long time concentrated in the 
manufacturing sector in ASEAN. But in more recent 
years, the share of FDI flows into the services sector 
has been rising especially in the financial, real estate, 
logistics and aviation services sectors, and it has also 
been rising into the mining sector.

Overall, however, the share of global FDI flows 
into ASEAN has shown a declining trend—from 
8.8 percent in 1991 to only 3.3 percent in 2009. 
ASEAN recognizes that falling FDI is a concern and 
has taken several active steps aimed at keeping 
the region attractive to investors, like the AEC, the 
ASEAN+6 FTAs, an investment agreement with 
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China in 2010, and the RCEP now under negotiation.

4.5.2  How Liberal Are ASEAN FDI Policies?

A FDI Liberalization Index has been estimated for 
the ASEAN members with the restrictiveness of 
FDI policy being evaluated in six areas: foreign 
ownership or market access; national treatment; 
screening and approval procedure; board of 
directors and management composition; movement 
of investors; and performance requirements.

The results show that developing economies 
l ike Cambodia and Vietnam tend to have a 
higher level of openness for FDI as compared to 
more developed and matured economies such 
as Malaysia, Indonesia and Thailand which tend 
to protect their domestic industries. The only 
exceptions are the small open economies of 
Singapore and Brunei.

4.5.3  How Liberal Are the ASEAN/China FTA 
(ACFTA) and ASEAN/Republic of Korea FTA 
(AKFTA)?

The FDI Restrictiveness Index when applied to the 
ASEAN+1 agreements indicates that both ACFTA 
and AKFTA (the only ASEAN+1 FTAs with existing 
investment agreements) have higher levels of FDI 
restrictions as compared to AFTA. And AKFTA is 
more liberal for foreign investments as compared to 
ACFTA. This might be due to production networks 
that are created by Korean firms as compared to 
Chinese firms, which are only at the initial stages 
of linking and creating production networks in 
Asia. There might also be some apprehension that 
Chinese firms might directly compete with local 
industries in ASEAN.

The FTAs with China and Korea have different 
impacts on foreign investment across the ASEAN 
members. Cambodia, Singapore and Vietnam tend 
to be less restrictive as compared to China and 
Korea. Indonesia, Malaysia, the Philippines and 
Thailand tend to have a low score for FDI openness.

There is greater FDI liberalization in services as 
compared to the manufacturing sector in both FTAs. 
ACFTA tends to put more emphasis on construction 
and related engineering services, environmental 
services, education and tourism related services. In 
contrast, AKFTA tends to be broad based. Again, this 
might be due to production networks that Korean 
firms have already established in Asia.

Overall comparison of ACFTA, AKFTA and AFTA 
indicates that AFTA still provides the most access to 
foreign firms and FDI.

4.6  Trade Facilitation
“Trade costs” inhibit economies reaping the full 
benefits of trade. 1  In the context of global value 
chains, trade in intermediate goods might be more 
sensitive to trade costs than trade in final goods. 
Any increase in the costs of inputs can quickly lead 
companies to switch suppliers, including switching 
back to domestic suppliers to avoid trade costs.

4.6.1  Significance of Trade Facilitation

Trade costs can arise from import barriers like 
tariffs. But trade liberalisation over recent years has 
greatly reduced these trade costs. Non-tariff barriers, 
another trade cost, are now a focus of policy makers 
through “trade facilitation”.

The benefits of trade facilitation are large, 
especially for developing and least-developed 
economies. For example, the OECD estimates that 
the WTO Doha Development Round negotiations 
to cut red tape in international trade would 
reduce total trade costs by 10 percent in advanced 
economies and by 13-15.5 percent in developing 
economies. Reducing global trade costs by 1 
percent would increase worldwide income by more 
than USD40 billion, most of which would accrue in 
developing economies.

Most of the regional trade agreements 
concluded between 2005 and 2011 in Asia include 
a trade facilitation component, perhaps inspired 
by the WTO negotiations which were launched in 
2004 and concluded in December 2013 in the Trade 
Facilitation Agreement.

Trade facilitation is now a component of the 
negotiations for a RCEP.

4.6.2  What Is Trade Facilitation Exactly?

The OECD def ines trade faci l i tat ion as “ the 
simplification and harmonization of international 
trade procedures including the activities, practices 
and formalities involved in collecting, presenting, 
c o m m u n i c a t i n g  a n d  p ro c e s s i n g  d a t a  a n d 
other information required for the movement 
of goods in international trade”. While there is 
no agreed definition of trade facilitation at the 
WTO, negotiations focused on three provisions 
of the General Agreement on Tariffs and Trade. 

1 The discussion in this section is based on M. Pellan and M-H 
Wong, Trade Facilitation in ASEAN+6 Economies: Provisions 
in FTAs, Performance and the Way Forward, Chapter 3 in C. 
Findlay (ed), ASEAN and Regional Free Trade Agreements, 
Routledge, 2014, forthcoming.
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Many bilateral and regional FTAs have a broader 
understanding of trade facilitation, namely any 
procedures, processes or policies capable of 
reducing transaction costs and facilitating the flow 
of goods in international trade.

A broader definition of trade facilitation is 
adopted than the OECD or the WTO, and covers a 
number of behind-the-border issues affecting the 
free flow of goods, including non-tariff measures 
such as sanitary and phytosanitary measures, 
standards, technical regulations and conformity 
assessment procedures.

4.6.3  How Is Trade Facilitation Treated in the 
ASEAN and ASEAN+1 FTAs?

The ASEAN Trade in Goods Agreement (ATIGA) 
entered into force in 2010, and consolidates and 
streamlines earlier agreements that date back 
to 1992. It contains a broad range of provisions 
relevant to trade facilitation, including provisions 
on fees and charges connected with importation 
and exportation; publication and administration of 
trade regulations; and the ASEAN Trade Repository. 
Its chapter on trade facilitation calls upon members 
to develop and implement a comprehensive ASEAN 
Trade Facilitation Work Programme, covering areas 
such as customs procedures, trade regulations and 
procedures, standards and conformance, sanitary 
and phytosanitary measures, and ASEAN Single 
Window.

The Master Plan on ASEAN Connectivity, 
adopted in 2010, as a key step towards realizing 
the ASEAN Community, identifies trade facilitation 
as one key strategy to enhance institutional 
connectivity. Key trade facilitation initiatives 
undertaken by ASEAN in moving towards an AEC 
include: customs modernization and integration; 
a single window which allows parties to lodge 
standardized documentation and/or data with a 
single entry point; an ASEAN Trade Repository as a 
gateway of regulatory information at regional and 
national levels; and standards, technical regulations, 
conformity assessment and mutual recognition.

Trade facilitation provisions in the different 
ASEAN+1 Agreements vary in terms of their 
scope, specificity and depth of commitments. 
The AANZFTA has the most comprehensive trade 
facilitation content. The coverage of trade facilitation 
in other agreements is fairly general, in contrast 
to the extensive trade facilitation coverage in the 
ATIGA and the AEC Blueprint.

Trade facilitation efforts of the ASEAN+6 
economies are influenced by the WTO Trade 
Facilitation Agreement, since all these economies 
are members of WTO. Several of the provisions of the 
WTO Agreement overlap with the trade facilitation 
content of ATIGA and ASEAN+1 FTAs. Conversely, 
the WTO Agreement includes commitments in areas 
that are not covered in the latter FTAs, like provisions 
on: the publication of rulings; review and appeal 
of administrative decisions; expedited shipments; 
and the obligation to publish in English laws and 
regulations affecting trade.

The WTO Agreement also contains provisions 
on technical assistance and capacity-building, as 
well as on special flexibilities for developing and 
least developed economies that go well beyond 
what is found in the ASEAN FTAs. Overall, the scope 
of the WTO Trade Facilitation Agreement is relatively 
limited and a broader range of trade facilitation 
measures may continue to be implemented in FTAs.

4.6.4  Measuring Trade Facilitation 
Performance of ASEAN+6 Economies

A comparison of trade facilitation performance 
highlights the great disparities among ASEAN+6 
economies. The top three countries are Singapore, 
New Zealand and Australia and their positions 
have not changed between 2007 and 2012. Laos 
and Cambodia have been among the lowest-
scoring countries across the years. Together with 
India, they are the bottom three countries in 2012. 
However, a positive development over the last six 
years has been the improvement in trade facilitation 
performance by the majority of economies. The 
countries that have made the greatest headway 
between 2007 and 2012 have been Japan, 
Indonesia, Cambodia, and the Philippines.

4.6.5  Policy Recommendations for Trade 
Facilitation in East Asia

As the ASEAN+6 economies negotiate the RCEP for 
a coherent and seamless free trade regime in the 
region, improving trade facilitation performance will 
be important. The following five recommendations 
should promote the RCEP discussions:

(i) defining a consistent set of underlying trade 
facilitation principles;

(ii) setting clear objectives and targets;
(iii) monitoring performance in core trade 

facilitation areas;
(iv) identifying needs and priorities and 

strengthening capacity; and
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(v) pursuing a coherent trade facilitation 
agenda at the regional and multilateral level.

4.7  Logistics
A competitive and efficient logistics sector enables 
goods to be moved expeditiously, reliably and at 
low cost. Logistics services are vital for all economies 
and an essential component of trade, especially 
for the flourishing cross-border supply chains for 
electronics products in East Asia.

Logistics services can be classified into three 
tiers according to the US International Trade 
Commission. Tier 1 includes supply chain consulting 
services such as global network design and 
distribution strategies, and transport management 
services. Tier 2 are transportation services. Tier 
3 includes wholesale and retail trade services, 
packaging services, fleet maintenance and repair 
and computer and related services.

But logistics services providers (LSPs) are 
subject to many government restrictions which 
can limit competition, act as barriers to trade, and 
adversely affect the price, reliability and quality of 
these services.

4.7.1  Which Regulatory Restrictions on 
Logistics Services Trade Matter More for 
Supply Chains?

While a broad range of regulatory restrictions 
impact on the efficiency of logistics services, some 
of these restrictions are particularly relevant for 
the efficiency of regional supply chains, which 
have become a key feature of East Asian trade and 
production over the past two decades. Customs 
regulations are considered to constitute the 
greatest set of barriers to supply chain efficiency. In 
particular, the lack of fully functional Electronic Data 
Interchange processing of customs documents and 
the non-usage or arbitrary usage of the Harmonized 
Commodity Description and Coding System were 
highlighted as major restrictions from a regional 
supply chain perspective.

Selected restrictions on transportation services 
are deemed to have more impact on supply chain 
efficiency, such as: incomplete liberalization of 
air services as implemented through open skies 
agreements, restrictions on foreign aviation and 
maritime firms to provide own or third-party 
cargo handling and warehousing facilities and 
discriminatory (favouring domestic firms) licensing 

for the provision of transportation services. 
Restrictions on air freight services are especially 
detrimental to industries where speed is of the 
essence.

In relation to the movement of people, 
the restrictions that are considered to impact 
most negatively on supply chain efficiency are 
burdensome practices to lay off staff and local 
employment requirements.

4.7.2  How Restrictive Is the Regulatory 
Environment for Logistic Services in ASEAN+6 
Economies?

There are large differences in the logistics regulatory 
environment of ASEAN+6 economies, according 
to a logistics restrictiveness index (LRI) and other 
studies. Low regulatory restrictiveness of Australia, 
Japan, New Zealand and Singapore, and to a lesser 
extent Brunei, contrasts with the environment in 
all the other ASEAN economies. Laos, Thailand, 
Myanmar, the Philippines, Vietnam and China were 
found to be the most restricted economies for 
logistics services in this region in 2008. 

Most ASEAN economies had improved on 
their 2008 LRI scores by 2013. This can be attributed 
in no small part to the measures that economies 
are undertaking in direct response to the targets of 
the ASEAN Economic Community (AEC) Blueprint. 
But there is clear evidence of discrimination against 
foreign LSPs for all ASEAN economies, as evident in 
the gap between the domestic and total logistics 
restrictiveness indices.

Malaysia ,  Indonesia and Cambodia are 
the countries showing the greatest regulatory 
improvements in the logistics sector between 2008 
and 2013. Backward steps, although more rare, have 
occurred, with both Singapore and Laos being more 
restrictive in 2013 than in 2008.

Much of these improvements have been 
concentrated in the customs area, especially for 
Vietnam, Cambodia, Brunei and Malaysia. But the 
rates of physical inspection are still high and in 
some economies fees and inspection practices are 
applied on a discriminatory basis.

Steady regulatory improvements have also 
been made in the maritime and aviation sub-sectors, 
as road freight is already highly contestable in most 
ASEAN economies. However, there have been 
relatively few improvements affecting LSPs in terms 
of restrictions on investment and the movement of 
people. For foreign investment, only three countries 
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(Singapore, Cambodia and Myanmar) have achieved 
the AEC Blueprint target of 70 percent foreign 
equity for logistics services by 2013.

Despi te  s igni f icant  progress  for  many 
economies, burdensome restrictions on LSPs still 
exist within the ASEAN members. This is of critical 
importance because the evidence shows clearly 
that a better regulatory environment is associated 
with improved logistics performance by LSPs.

4.7.3  How Should Logistics Services Be Treated 
in Trade Agreements, like RCEP?

Logistics services are delivered by a network of 
interrelated service industries. While these services 
sectors and sub-sectors have been included in trade 
agreements, it is only in recent years that logistics 
services and supply chain efficiency have received 
consideration as a distinct area that requires a 
coherent treatment. This is the case with plurilateral 
negotiations in the WTO on logistics services, which 
has not made much headway, and with negotiations 
for a TPP agreement, which addresses supply chain 
competitiveness issues in a stand-alone chapter.

ASEAN has proceeded to implement a 
roadmap for the integration of the logistics sector 
towards an AEC since 2007. However, there is no 
integrated treatment of logistics services in ASEAN+I 
FTAs, even though ASEAN has been engaged with 
its dialogue partners to implement capacity building 
programmes to enhance ASEAN's logistics sector. It 
is also noted that participating economies’ largest 

degrees of commitment are seldom in logistics 
services-related sectors in the ASEAN+I FTAs.

Given the critical role of logistics services in 
ensuring well-functioning regional supply chains, 
RCEP members should give priority to the logistics 
sector. For a start, participating economies could 
adopt elements in ASEAN's Roadmap for the 
Integration of Logistics Services and build on it, by 
agreeing on a comprehensive definition of logistics 
services and expanding the coverage of measures 
in such a roadmap beyond freight logistics. The 
RCEP agreement should also strengthen capacity 
building programmes that are already ongoing 
among ASEAN members and its FTA partners. 
RCEP members could also refer to negotiations 
for the TPP and in the WTO on logistics services to 
identify elements that might be applicable for RCEP 
negotiations.

RCEP members should develop a coherent 
regulatory framework that goes beyond addressing 
market access and national treatment barriers 
to enabling LSPs to leverage on Information and 
Communications Technology for innovations and 
to have ease of access to and use of infrastructure 
in a competitive environment. Throughout this 
process, policy makers should work in tandem 
with businesses, to ensure that LSPs deliver greater 
economic benefits from providing an integrated 
range of services.
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Chapter 5
The Role of Intellectual Property: 
RCEP vs. TPP

5.1  Introduction
I t  is  s ignif icant that intel lectual proper ty is 
recognised in the Ministerial statement “Guiding 
Principles and Objectives for Negotiating the 
Regional Comprehensive Economic Partnership” 
as  one of  the  d is t inc t  subjec t  a reas  to  be 
negotiated and included under the agreement.1  
Comprehensive regional trade agreements often 
contain 20 or more chapters2 , but the initial 
statement of principles of negotiation of RCEP 
mention only seven specifically that are central to 
the core of the instrument.3 

In l ight of the importance placed upon 
intellectual property in the Regional Comprehensive 
Economic Partnership, and the large role intellectual 
property is playing in the other major regional 
economic integration instrument being negotiated 
at present in the Asian-Pacific region, the TPP, this 
Chapter will examine the likely role and position of 
intellectual property in both agreements. It will also 
discuss the role of intellectual property protection as 
a potential determinant of foreign direct investment 
in developing economies. It will conclude with 
an observation on how intellectual property can 
be viewed as a part of a larger picture that will 

1 “Guiding Principles and Objectives for Negotiating the Regional 
Comprehensive Economic Partnership”, accessed at http://www.
asean.org/images/2012/documents/Guiding%20Principles%20
and%20Objectives%20for%20Negotiating%20the%20Regional 
%20Comprehensive%20Economic%20Partnership.pdf.

2 See e.g., The United States-Peru Trade Promotion Agreement, 
accessed at http://www.ustr.gov/trade-agreements/free-trade-
agreements/peru-tpa/final-text.

3 “Guiding Principles and Objectives for Negotiating the Regional 
Comprehensive Economic Partnership”, note 1.

ultimately make up the Regional Comprehensive 
Economic Partnership.

5.2  Intellectual Property in the 
Trans-Pacific Partnership
Intellectual property-based industry is the only 
sector of the economy where the US maintains a 
balance of payments surplus with every one of its 
trading partners.4  For example, copyright-based 
exports surpassed aerospace, pharmaceutical, 
and food and agricultural exports from the US 
in 2012.5  Accordingly, it is not surprising that 
intellectual property negotiations in the Trans-
Pacific Partnership are driven by the US as the main 
demandeur.

Other negotiating partners have strong 
interest in intellectual property, including Japan 
and Australia, as well as aspiring member Korea. 
However, with such a strong need expressed by 
the US, these partners can show support for the 
inclusion of strong intellectual property provisions 
without the need to expend as much political and 
negotiating capital to drive the intellectual property 
4 See e.g., United States Business Law Handbook: Strategic 

Information and Laws, International Business Publications 
USA, at 254, accessed at http://books.google.com.au/books?id= 
dISZSW_RdB8C&pg=PA254&lpg=PA254&dq=intellectual+pr
operty+balance+of+payments+surplus+united+states&source=
bl&ots=xN_HkneuRW&sig=oUthPa0Z0Vo6QnppKhAmI-2WT
II&hl=en&sa=X&ei=pBQKU7bSA8e5lAWW04C4Bg&ved=
0CC4Q6AEwAg#v=onepage&q=intellectual%20property%20
balance%20of%20payments%20surplus%20united%20
states&f=false.

5 The US copyright exports amounted to USD142 billion in 2012. 
New Report: Copyright Contributes $1 Trillion to US Economy, 
accessed at http://publishers.org/press/119/.
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agenda. In fact, even those economies with interest 
can use their support for intellectual property 
protection in the agreement as negotiating capital 
with the US to gain favour in other areas of interest.

Further, several negotiating partners are 
already parties to free trade agreements with the 
US, and have therefore already agreed to and have 
adopted strong intellectual property obligations 
under those agreements.1  Accordingly,  the 
demands made by the US under the Trans-Pacific 
Partnership are roughly neutral for those negotiating 
partners, largely removing any real burden or points 
of contention for those economies.2 

Accordingly, for purposes of this Chapter, it 
is useful to turn to the demands of the US, and to 
recent past free trade agreements concluded by 
the US, in order to estimate how the intellectual 
property chapter of a concluded Trans-Pacific 
Partnership will look.

The Wikileaks version of the intellectual 
property chapter of the Trans-Pacific Partnership is 
misleading, even for a seasoned intellectual property 
negotiator.3  To start, it is 92 pages plus appendices.4  
It reflects every tabled proposal, without regard to 
context and how it was envisioned to fit within the 
chapter. Even assuming the document represents 
the complete information contained in the leaked 
document, it is not useful for meaningful analysis.

It is instructive to look to recently concluded 
US free trade agreements to see what was agreed 
in the intellectual property chapters there. The 
intellectual property chapter in the agreement with 
Australia was 29 pages plus annexes5, while with 
Korea it was 34 pages plus annexes.6  The US as 
demandeur has referred to these as “gold standard” 
agreements, and they accurately reflect what the US 

1 Australia, Chile, Peru, Singapore, Mexico and Canada are 
current United States free trade agreement partners, as is 
aspiring member Korea.

2 Having agreed to what will be largely similar obligations not 
only removes the ability to argue that the obligations are too 
burdensome, but passage of time also bears out who in that 
argument was correct about the effect of intellectual property 
protection, further clarifying the true impact of these provisions, 
and taking away any superfluous arguments advanced by any 
side.

3 Accessed at http://wikileaks.org/tpp/static/pdf/Wikileaks-secret-
TPP-treaty-IP-chapter.pdf.

4 Id.
5 Accessed at http://www.ustr.gov/sites/default/files/uploads/

agreements/fta/australia/asset_upload_file469_5141.pdf.
6 Accessed at http://www.ustr.gov/sites/default/files/uploads/

agreements/fta/korus/asset_upload_file273_12717.pdf.

sought as an outcome.7 
These intellectual property chapters are 

made up of  several  subsect ions,  including 
general provisions, trademarks and geographical 
indications, copyrights, patents, data exclusivity for 
regulated products (such as pharmaceuticals and 
agrochemicals) and enforcement.8  While the weight 
of the obligations, as well as the weight of debate 
surrounding them, has been focused on patents, 
data exclusivity and copyright protection9 , there 
are two other sections that bear scrutiny, as they are 
crucial to the operationalisation of those chapters.

The general provisions not only call for national 
treatment, transparency and coverage of all subject 
matter, but also provide a further list of international 
agreements on intellectual property that parties 
must join as a condition of the agreement.10  This 
obligation greatly expands upon the obligations 
already contained within the body of the free trade 
agreement itself.

More importantly, each chapter includes an 
article on enforcement that is approximately ten 
pages in length and contains 25-30 sections.11  These 
obligations include civil, administrative, criminal, 
customs and “provisional” measures, along with 
special provisions on Internet Service Provider (ISP) 
liability.12 

Whi le  each ar t ic le  of  these f ree  t rade 
agreements could be the subject of a journal article 
on its own, one point relevant to this analysis is the 
motivation behind inclusion of such provisions in 
US free trade agreements, and it is straightforward. A 
free trade agreement liberalises certain sectors and 
allows greater and preferential access to members’ 
markets. A good agreement with the US offers 
the market access into one of the world’s biggest 
markets. Moreover, as the US’ economy has shifted 
from manufacturing and production based to 
knowledge based , intellectual property has become 
one mechanism by which the US gets compensated 

7 See e.g., “Perspectives on the U.S.-Korea Free Trade Agreement”, 
Remarks by Karan K. Bhatia, Deputy U.S. Trade Representative, 
to the Global Business Dialogue/Korea Economic Institute, 
July 26, 2007, accessed at http://www.ustr.gov/archive/assets/
Document_Library/Transcripts/2007/July/asset_upload_
file781_13207.pdf.

8 See e.g., United States-Australia Free Trade Agreement, note 11.
9 See e.g., commentary on the Trans-Pacific Partnership by 

Knowledge Ecology International, accessed at http://keionline.
org/tpp.

10 See e.g., United States-Australia Free Trade Agreement, note 
11 at Article 17.1.

11 Id, at Article 17.11.
12 Id.
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under these agreements. It is here where the US 
adds value to the global economy, and here where 
they expect payment in return for market access.

5.3  Intellectual Property in the 
RCEP
Intellectual property in the Regional Comprehensive 
Economic Partnership negotiations will be a very 
different story to that in the Trans-Pacific Partnership. 
The drivers of the agenda are different, and the 
disparity of views among the participants is wide. 
Positions range from being aligned with those of 
the US to open disdain and criticism for intellectual 
property.1  Importantly, some negotiating partners 
have little or no capacity currently for protection or 
enforcement of intellectual property.2 

Economies like Japan, Korea and (aside from 
its wealth in natural resources) Australia are seeing 
exponential decrease in their manufacturing 
sectors, but retain a wealth of know-how, expert 
service providers and intellectual property.3  Even 
China now is experiencing an increase of cost in its 
labour market, and a rapid increase in innovation, 
R&D, knowhow and portable skills development.4  
These factors make intellectual property protection 
integral to any efforts towards regional integration 
for these economies.5 

However, the region also includes economies 
whose industries advocate for lower intellectual 
property obligations. For example, the generic 
pharmaceutical manufacturing industr ies in 
India and Thailand have long fought any perceived 

1 See e.g., India’s War On Intellectual Property Rights May Bring 
With It A Body Count, Sally Pipes, Forbes, 16/9/2013, accessed 
at http://www.forbes.com/sites/sallypipes/2013/09/16/indias-
war-on-intellectual-property-rights-may-bring-with-it-a-body-
count/.

2 For example, the intellectual property system in Laos has been 
in existence for just over ten years. However, what has been 
implemented has been prioritised and recognised as an important 
driver for economic growth. See e.g., WIPO/ESCAP HIGH 
LEVEL REGIONAL ROUND TABLE ON INTELLECTUAL 
PROPERTY RIGTHS AND TRADE: Current Intellectual 
Property Situation in Lao PDR, 22-24 October,2008, Ulaan 
Baatar, Mongolia, accessed at http://www.unescap.org/tid/
projects/iprt_lao.pdf.

3 Participation of all three of these economies in the Anti-
Counterfeiting Trade Agreement (ACTA) negotiations, a free 
trade agreement focused solely on intellectual property rights 
protection, accents this position.

4 During the period from 2001-2011, China’s expenditure on R&D 
rose 700 percent, putting it fourth behind the US, Japan and 
the EU. See, Aurora Lucci, The rise of emerging markets and 
Knowledge Intensive Foreign Direct Investment attraction, p.22, 
accessed at http://www.piar.it/report09today/AuroraLucci2.pdf.

5 Id.

strengthening of patent or data exclusivity protection.6 
More fundamentally, lower income economies 

often perceive intellectual property as something 
that only raises the cost of consumer goods, making 
them unaffordable to the general population.7  They 
perceive no benefit in the “social contract” that 
intellectual property is intended to fulfil.8 

Accordingly, it is harder to predict how a 
comprehensive intellectual property chapter in the 
Regional Comprehensive Economic Partnership 
will take shape. Economies like Japan, Korea and 
Australia will need to take on much more of the 
burden to advance the intellectual property 
agenda than they would have in the Trans-Pacific 
Partnership. India would likely be a very powerful 
adversary. China is hard to predict, but will be 
keenly aware that a heightened level of intellectual 
property protection by its close neighbours and 
economic partners will be in its long term interest.

India will likely demand language concerning 
public health measures and their relationship to 
intellectual property, if not demanding language on 
compulsory licensing itself.9  Japan may go so far as 
to ask for patent protection to be included in border 
measures.10  One near certainty, the enforcement 
provisions will be quite scaled back in comparison 
with the Trans-Pacific Partnership. Further, technical 
assistance and cooperation will feature prominently, 
due to the disparity in economic circumstances 
among the various negotiating members, and their 
perceived ability to implement such measures.11 

6 See e.g., India’s War On Intellectual Property Rights May Bring 
With It A Body Count, note 20.

7 Cf., Copyright laws and developing countries, ARC Centre of 
Excellence for Creative Industries and Innovation, accessed at 
http://www.cci.edu.au/node/1603.

8 The “social contract” of intellectual property often refers to 
the balance between the rights of the owner of intellectual 
property with the rights of the general public. This entails 
the trade of a public benefit for a period of exclusivity for the 
intellectual property. In patents, for example, that trade is the 
public disclosure of the invention for a limited term (often 20 
years from the date of filing) of exclusive right to exploit that 
invention.

9 India is one of the most active participants in the debate at both 
the World Trade Organisation and World Intellectual Property 
Organisation in Geneva concerning intellectual property and 
public health, and has been a strong advocate of compulsory 
licensing for patents.

10 Japan has advanced this agenda in several fora on the subject.
11 See e.g., note 1, guiding principle 4, “Taking into consideration 

the different levels of development of the participating countries, 
the RCEP will include appropriate forms of flexibility including 
provision for special and differential treatment, plus additional 
flexibility to the least-developed ASEAN Member States, 
consistent with the existing ASEAN+1 FTAs, as applicable.”
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5.4  Intellectual Property as a 
Determinant of Foreign Direct 
Investment
In recent years, the tide of foreign direct investment 
has shifted, from flowing into developed economies 
to what we see now, with more than half of the 
world’s foreign direct investment flowing into 
developing economies.1  Before, the attraction for 
foreign direct investment may have been stability 
and opportunity. Now, those aspects may be 
reversed in terms of importance, but both are still 
critical for attracting and sustaining foreign direct 
investment.2 

The reality is complex but unmistakable: The 
shift in economies towards participation in global 
value chains and taking advantage of comparative 
advantages is leading to high demand for improved 
skills and knowledge flow towards developing 
economies.3  Knowledge flow and potential for 
movement on the value chain, or at least adapting 
to retain competitive advantage, are essential 
for improving and growing local businesses in 
developing economies.4 

A major component driving investment in 
any knowledge-based sector is the environment 
for innovation and creativity, and the protection 
thereof.

Many of the economies of the Regional 
Comprehensive Economic Partnership have another 
distinct advantage in attracting knowledge-
based foreign direct investment, which stable and 
predictable intellectual property protection will only 
enhance: scale. The region boasts huge population 
centres, which, as economies develop, attract 
a broad range of skills and talents. This is highly 
desirable for the placement and development of 
knowledge-based industry.5 New industry does not 
grow alone in the dark like a mushroom. Developing 
industries are great consumers of a range of 
services, consumers of material inputs and utilisers 
of the labour market. Accordingly, investment is 
attracted to cities, where such resources are more 
likely and easily found and exploited. Reliable 
intellectual property protection adds “proliferation 
of patents and innovation” to the attractiveness of 
the economy of scale, and perpetuates the growing 
1 See Lucci, at 1.
2 Id.
3 Id, at 16.
4 Id.
5 Lucci, p.33.

attraction of that population centre.

5.5  Intellectual Property and Its 
Place in the RCEP
Sadly, the true importance and role of intellectual 
property is not only lost in the critique of free trade 
agreement negotiations,6  but in fact is first lost 
at the negotiating table itself. Negotiations are 
dominated by the minutiae of the subject matter, 
the form the various obligations take and the 
ability to bring the obligations as close in line with 
existing regulation as possible (in order to reduce 
the burden of implementation).7  How intellectual 
property offices function, what a presumption of 
fact means in a legal system and the effect of an “and” 
rather than an “or” are the types of questions that are 
hotly debated.8  The place and value of intellectual 
property in terms of the scope, value and operation 
of the entire agreement are practically never 
discussed. It may be the case that intellectual 
property is often a bartering chip in negotiations, 
but that reflects negotiating strategy rather than the 
value of intellectual property or its place within the 
agreement.9  The value of what is being discussed is 
lost in the body of the subject matter.

Worse still is the negotiation involves one 
side who are proponents of intellectual property 
protection, and one that is against intellectual 
property protection. Often here, the negotiation is 
reduced to acerbic debate, until such point where 
the advancement of the overall agreement forces a 
“winner take all” situation, the outcome of which is 
often not based upon a mutually beneficial solution, 
but rather on factors external to the intellectual 
property discussion, including political expediency 
and potential power imbalances. Here, even more 
value is lost, when a forced agreement not based 

6 See generally, Report: Review by the Joint Standing Committee 
on Treaties of the Anti-Counterfeiting Trade Agreement (ACTA) 
done at Tokyo on 1 October 2011, accessed at http://www.aph. 
gov.au/parliamentary_business/committees/house_of_
representatives_committees?url=jsct/21november2011/report/
chapter1.htm. You may note that at one point, the Committee 
dismisses the interpretation of the agreement by the Department 
of Foreign Affairs and Trade, and at another time endorses the 
interpretation of the Pirate Party.

7 Id. The Department of Foreign Affairs and Trade stated clearly 
that no Australian laws need to be amended to implement 
ACTA.

8 The author debated all questions as an intellectual property trade 
negotiator.

9 For example, it is well discussed, but much less well 
documented, that an impasse in TRIPS negotiations was settled 
with concessions in the area of civil aviation.
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on mutual agreement is accompanied by ill will that 
carries on into the life of the trade partnership.1 

Given the factors discussed in the sections 
above, it is clear that intellectual property does 
not exist for the sake of intellectual property. It is 
a driver of investment, innovation and creativity, 
and a component of any complex, well functioning 
platform for industrial development and growth.

It is illogical for intellectual property to be 
considered alone in the Regional Comprehensive 
Economic Partnership. It cannot be negotiated in 
a vacuum. It is a piece of a collective whole, and 
negotiating collaboratively would reveal that not 
only is its value necessary to those negotiating 
members with strong knowledge-based assets, 
but also its place in the regional value chain.2  It is 
here where collaborative negotiation can extract 
maximum yield and greater result, by balancing 
the interests at the table, and creating greater 
negotiating strength for everyone.

The following is just one potential logical 
negotiating chain through which most Regional 
Comprehensive Economic Partnership members 
might take part and benefit.  I t assumes four 
interrelated areas of interest, and draws a dotted line 
connecting them.

(i) Intellectual property protection is of 
paramount importance to economies with high-
level intellectual assets, coupled with a decreasing 
or depleted manufacturing base, such as Japan and 
Korea. It is here where these economies have the 
greatest stake in the regional economy, and from 
where they expect and need to derive return from 
their assets.3 

(ii) Knowledge flows are essential to economies 
expanding their industrial capacity.4  Economies 
that have been able to capitalise on competitive 
advantages in order to benefit from participation 
in global and regional value chains risk regression 
and loss of that advantage, but for the ability to 
increase skills, knowledge and technology in order 
to maintain their advantage or to adjust their place 
in that value chain.5  

Thailand and Malaysia are two economies that 

1 A free trade agreement is the beginning of a new chapter in a 
trade relationship – the foundation upon which the continuing 
relationship is built. Forced concessions and less-than-mutual 
agreement weaken that foundation, and can have detrimental 
effects on the trade relationship long into the future.

2 See e.g., OECD, p. 24-25.
3 Id, at 1.
4 Lucci, p.16.
5 See generally, OECD.

can be said to fall in this category.
(iii) Knowledge and skills move with people, 

and services trade provides the platform for a great 
deal of knowledge transfer. Liberalisation of the 
telecommunications service sector in the Philippines 
is a good example. Before liberalisation, placing 
a call with the system run by the government 
monopoly was an act of either faith or desperation 
at best. After liberalisation, not only did the open 
market bring first-class telecommunication service, 
but it brought further opportunity and more 
knowledge-based service industries.6  The first and 
most logical was the call centre. From there, back 
room processing of data and financial services 
blossomed. With these came the need for people 
to start the businesses, run the businesses and train 
the local employees.7 

(iv) Movement of these services, and the 
knowledge that goes with them, requires the 
movement of people.8  Labour mobility can be one 
of the most contentious issues in any agreement.9  
However, it is undeniable that in order to liberalise 
services trade, and to effect real knowledge transfer 
and flow in order to grow industry in developing 
economies, people must be able to move across 
borders, bringing that knowledge and know-how 
and those specialised services with them. However, 
labour mobility has more dimensions than just the 
movement of highly skilled labour. Indonesia has 
both the need for inbound knowledge flow and 
skilled service providers to develop its industries, 
and the outbound flow of a large, unskilled labour 
force. The absolute need for economies along 
the spectrum of the value chain to promote 
the protection of intellectual property, promote 

6 See generally, Motoshige Itoh and Naoki Shimoi, Services Trade 
Liberalisation, Pacific Economic Papers no. 340, 2003, at 23-25.

7 Id at 25.
8 WTO General Agreement on Trade in Services (GATS), Article 

1.2.d, 2. 
2. For the purposes of this Agreement, trade in services is 
defined as the supply of a service:
...
(d) by a service supplier of one Member, through presence 
of natural persons of a Member in the territory of any other 
Member.
These services are referred to as “Mode Four” services, most 
often associated with specialised skills and knowledge intensive 
services provided across borders.

9 For example, labour mobility has been identified as the main 
point of disagreement slowing the negotiations of the PACER 
Plus agreement between the Pacific Island Forum Countries, 
Australia and New Zealand. See e.g., Labour lacks mobility as 
PACER Plus drags on, Samoa Observer, 19/11/2013, accessed 
at http://www.samoaobserver.ws/other/economy/8080-labour-
lacks-mobility-as-pacer-plus-drags-on.
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knowledge flows within the region, liberalise trade in 
services and facilitate the movement of specialised 
skilled labour within the region gives countries like 
Indonesia an opportunity to discuss labour mobility 
in an intelligent way that integrates the issue across 
the subject matter of the agreement.

Accordingly, intellectual property should 
not be a “yes or no” proposition in an agreement. 
It should not be acerbic viewed as something 
a county likes or does not like. Collaborative 
negotiation is about capturing value while reaching 
a mutually beneficial agreement. Negotiators 
need to recognise that if something is highly 
valuable to certain negotiating members, then it 
brings that value to the negotiation, something 
of which all partners can take advantage. Rather 
than play a zero sum game, where the most value 
that can be derived is whatever value the “winner” 
brought with him to the table, negotiators need to 
recognise the interests of their partners, understand 
comprehensively how those interests relate to their 
own, and forge a rational deal that delivers the 
most benefit for the most participants. Intellectual 
property itself can bring great benefits to all 
negotiating partners of the Regional Comprehensive 
Economic Partnership. If that value is recognised 
and acted upon collaboratively by all negotiators, 
that value will be captured and multiplied across 
the agreement.

5.6  Conclusion
Intellectual property protection as a core principle 
in the negotiation of the Regional Comprehensive 
Economic Partnership has the ability not only 
to assist  those economies with establ ished 
knowledge-based economies, but to add that value 
to the negotiation of the agreement where benefit 
can be derived by all participants. Negotiating 
partners need to understand their own interests 
as well as those of their partners, be cognizant of 
their partners’ economic and technical capabilities, 
and recognise how intellectual property fits within 
the scope of the entire agreement in order to take 
full advantage of the opportunity posed by the 
inclusion of intellectual property in the negotiations. 
Negotiating partners must resist the urge to “take 
sides” between those who support and those who 
oppose intellectual property protection. Intellectual 
property does not have the forceful driver it enjoys 
in the Trans-Pacific Partnership negotiations. 
However, if the intellectual property chapter is 
viewed as part of a collaborative negotiation, and 
its value across the range of negotiating partners is 
acknowledged and appreciated, then the disparity 
of views between the negotiating partners could 
lead to a greater spread and sharing of the benefits 
derived from those negotiations, potentially across a 
range of sectors.
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Chapter 6
A Framework for Competition Policy 
for the Regional Comprehensive 
Economic Partnership Negotiations

6.1  Introduction
Liberalization of goods and services trade, both 
multilaterally through the World Trade Organization, 
and bilaterally through the growing range of free 
trade agreements, has led to a rapid expansion in 
world trade. The value of world trade in goods has 
more than doubled since 1990. The World Bank 
estimated that trade liberalization will boost world 
global real income by USD287 billion a year in 2015.

As the importance of traditional border 
measures has diminished and trade has expanded, 
the impact of other effective barriers to market 
entry, including those within national economies, 
has come into sharper focus, as the considerable 
growth of interest in effective competition law and 
policy demonstrates.1

The context for this focus has been an 
increased concern that the gains from trade and 
investment liberalization may effectively be nullified 
by “beyond border” anti-competitive practices. This 
has led to the realization that trade policy cannot 
be considered in isolation and that competition 
rules are equally important. Furthermore, for those 
economies whose economic development relies on 
foreign investment, the lack of effective competition 
laws has become an impediment to encouraging 
industry-focused capital investment.2

1 I am indebted to my New Zealand colleague, Andy Matthews, 
on whose collaborative work on this subject I have drawn for 
this paper.

2 As an indication of how closely trade is linked with investment, 
the WTO reports that about one third of the USD6.1 trillion total 
for world trade in goods and services in 1995 was traded within 
companies—for example, between subsidiaries in different 
economies or between a subsidiary and its headquarters.

It is therefore not surprising that the Guiding 
Principles and Objectives for Negotiating the 
Regional Comprehensive Economic Partnership 
include a statement that:

"Provisions on competition will form the basis 
for parties to cooperate in the promotion of 
competition, economic efficiency, consumer 
welfare and the curtailment of anti-competitive 
practices while cognizant of the significant 
differences in the capacity and national regimes 
of RCEP participating countries in the area of 
competition."
That principle recognizes that the absence of 

effective competition laws, appropriately supported 
and enforced, can be an impediment to trade and 
investment between members, thereby inhibiting 
economic growth and efficiency. It also recognizes 
the important contribution competition policy 
makes to economic growth and efficiency, a key 
driver for improved consumer welfare.

M any  o f  the  economies  par t ic ipat ing 
in the negotiations to establish the Regional 
Comprehensive Economic Partnership have well-
developed competition laws and well-regarded 
independent authorities to uphold them. However, 
that is not universally the case.

The Forum, with its commitment to promoting 
regional economic integration and bringing Asian 
economies even closer to their development goals, 
can play an important part in encouraging those 
members that do not have effective competition 
laws, or independent authorities to uphold them, to 
adopt and support competition policies consistent 
with both their national development goals and 
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closer regional economic integration.
T h i s  p a p e r  p r o v i d e s  a n  o v e r v i e w  o f 

developments in relation to competition policy 
in the context of multilateral and bilateral trade 
agreements and makes a number of suggestions 
that may apply in negotiating the Regional 
Comprehensive Economic Partnership. 

6.2  Multilateral Agreements and 
FTAs—An Overview
Notwithstanding that the close relationships 
between trade and investment, on the one hand, 
and competition policy, on the other, have long 
been recognized1, little has been achieved in that 
regard through multilateral trade negotiations. 

In 1996, the WTO Ministerial Conference in 
Singapore established a Working Group on the 
Interaction between Trade and Competition Policy 
to study various aspects of that issue. Under the 
2001 Doha Ministerial Declaration the Working 
Group was directed to focus on issues including 
clarifying core competition principles, hardcore 
cartels and support for progressive reinforcement 
o f  compet i t ion  ins t i tut ions  in  deve loping 
economies through capacity building. However, in 
July 2004, the WTO’s General Council decided that 
the interaction between trade and competition 
policy would no longer form part of the work 
program under the Doha Ministerial Declaration. 
Consequently no work towards negotiations on any 
of these issues has taken place within the WTO.2 
However, since the 2014 Bali Meeting there have 
been suggestions that competition policy may 
return to the agenda.3

Although not on Doha’s active agenda, 
competition policy has been, or is now, under active 
consideration in other multilateral contexts.

The Trans-Pacific Partnership, currently under 
negotiation between 12 economies, includes 
competition text to promote a competitive business 
environment, protect consumers, and ensure a level 
playing field for TPP companies. The text reportedly 
includes commitments on the establishment and 
maintenance of competition laws and authorities, 
procedural fairness in competition law enforcement, 
1 When the GATT was drafted in the late 1940s, rules on 

investment and competition policy were planned to sit alongside 
those for trade in goods, but that did not occur.

2 It remains to be seen whether the current work by the Special 
Friends of Services—a group of 16 WTO members—will 
include proposals on competition policy.

3 http://ictsd.org/i/news/bridges-africa/184240/.

transparency, consumer protection, private rights of 
action and technical cooperation.

Th e  Co m m o n  M a r k e t  fo r  E a s te r n  a n d 
Southern Africa (COMESA), which launched a free 
trade area between 19 East African economies in 
2000 has adopted a regional competition policy 
under a single set of regulations, and established 
an independent commission to administer the 
regulations.4

At a bilateral level it is becoming common for 
FTA’s to include competition clauses. For instance, 
the US-Korea Free Trade Agreement, concluded 
in 2011, includes a detailed competition chapter.5 
Similarly, the Korea-Australia FTA, concluded 
this month, requires each par ty to promote 
competit ion by addressing anticompetit ive 
practices in its territory, including by maintaining 
competition laws, and adopting and enforcing 
such measures as it deems appropriate and effective 
to counter such practices.6

6.3  The Objective of 
Competition Policy 
It is important, in the context of the Regional 
Comprehensive Economic Partnership, to be clear 
about the fundamental objective of competition 
policy provisions. While FTAs all contain a broad 
statement of overall objectives, the EU approach has 
been to state specific objectives for each chapter of 
its trade agreements.7

The APEC Principles to Enhance Competition 
and Regulator y  Reform contains  a  lengthy 
introduction that includes reference to a variety of 
matters. They include the strategic importance of 
developing competition principles to support the 
strengthening of markets, an improved competitive 
environment is beneficial to small-and medium-
sized enterprises, and that policy and regulation 
in APEC economies may properly have objectives 
other than promoting competition.

S o m e  F TA s  a s s u m e  a c c e p t a n c e  o f  a 
fundamental objective, but do not state it clearly. 
For instance, the US-Colombia FTA states, as the 

4 http://comesacompetition.org/about. 
5 http://www.ustr.gov/sites/default/files/uploads/agreements/fta/

korus/asset_upload_file193_12715.pdf Article 16.1. Similar 
clauses are to be found in a number of the US’s FTAs.

6 http://www.dfat.gov.au/fta/kafta/downloads/KAFTA-chapter-14.
pdf Article 14.2.

7 See, for example, the EU-Colombia-Peru Trade Agreement. 
h t t p : / / t r a d e . e c . e u r o p a . e u / d o c l i b / d o c s / 2 0 11 / m a r c h /
tradoc_147704.pdf.
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objective, removal of restrictions on bilateral trade 
and investment1. The US-Singapore FTA, does no 
more than state that the parties recognizes, in the 
introduction “that open and competitive markets are 
the key drivers of economic efficiency, innovation 
and wealth creation”.2

Look ing fur ther  af ie ld,  the Agreement 
Establishing the Common Market for Eastern and 
Southern Africa (COMESA) states as its competition 
objective removal of practices that negate the 
objective of free and liberalized trade.3

As  the preamble to  the South Af r ican 
Competition Act shows, competition laws can 
be directed to addressing particular national 
circumstances. That Act includes as objectives: 
full and free participation in the economy by 
all South Africans and an efficient, competitive 
economic environment, balancing the interests of 
workers, owners and consumers and focused on 
development, will benefit all South Africans.4

The recently concluded Korea-Australia FTA 
contains a somewhat more broadly-expressed 
objective. It is expressed as follows:

" Th e  P a r t i e s  r e c o g n i s e  t h e  i m p o r t a n c e 
o f  i m p l e m e n t i n g  p o l i c i e s  t h a t  p r o m o t e 
c o m p e t i t i o n ,  e c o n o m i c  e f f i c i e n c y  a n d 
consumer welfare, cooperating on matters 
c o v e r e d  b y  t h i s  C h a p t e r,  a n d  c u r t a i l i n g 
anticompetitive practices which have the 
p o t e n t i a l  t o  r e s t r i c t  b i l a t e ra l  t ra d e  a n d 
investment."
The EU-Colombia-Peru Agreement5 expresses 

the objective as removing:
"anti- competitive practices [that] have the 
potential of distorting the proper operation 
of markets, affecting economic and social 
development, economic efficiency and consumer 
welfare, and undermining the benefits arising 
from the implementation of this Agreement ..." 
I t  i s  s u g g e s t e d  t h a t  t h e  R e g i o n a l 

Comprehensive Economic Partnership should 
include a clearly-expressed objective in relation to 
its competition provisions; one that expresses the 
fundamental objective of competition policy—to 

1 http://www.ustr.gov/trade-agreements/free-trade-agreements/
colombia-fta/fi nal-text Chapter 13.

2 http://www.ustr.gov/sites/default/files/uploads/agreements/fta/
singapore/asset_upload_fi le708_4036.pdf.

3 http://www.worldtradelaw.net/fta/agreements/comesafta.pdf 
Article 55.

4 http://www.compcom.co.za/assets/Files/pocket-book-2005-R.
pdf Preamble.

5 Refer to footnote 7 in page 74.

improve social welfare in all members.

Box: The Competition Objective

T h e  o b j e c t i v e  o f  t h e  R e g i o n a l 
Comprehensive Economic Partnership in relation 
to competition regulation should be to promote 
the welfare of the people of each member 
through the promotion of competition and fair 
trading both within the member and between 
members.

6.4  Core Competition Rules
The Regional Comprehensive Economic Partnership 
Agreement will not have achieved much if it only 
states the broad objective of competition policy. 
Clear agreement on the rules that need to be in 
place in each member to advance that objective, 
and a commitment to implement laws that do 
so is also required. For some this will mean new 
legislation; for others removal differences in national 
treatment that give rise to unnecessary barriers to 
efficient cross-border trade and investment.

A l t h o u g h  t h e r e  i s  b r o a d  a g r e e m e n t 
internationally on the core elements of effective 
competition policy, this is rarely spelled out in FTAs. 
The preference is to make a broad, generalized 
commitment to upholding competition laws, 
without clarity on what those laws should contain. 
For example, the US-Chile FTA provides6:

"Each Party shall adopt or maintain competition 
laws that proscribe anticompetitive business 
conduct,  with the objective of  promoting 
economic efficiency and consumer welfare, and 
shall take appropriate action with respect to such 
conduct." 
However, the Singapore-Australia FTA goes 

a step further. While it includes a commitment in 
similar terms to the US-Chile FTA, it goes further 
by stating what anticompetitive business conduct 
involves.7

I t  i s  s u g g e s t e d  t h a t  t h e  R e g i o n a l 
Comprehensive Economic Partnership should 
include both a commitment to adopt and maintain 
effective competition laws and a description of the 
core elements of those laws. The core elements 
6 http://www.ustr.gov/sites/default/files/uploads/agreements/fta/

chile/asset_upload_fi le616_4010.pdf. A similar provision is in 
the Korea-Australia FTA.

7 http://www.dfat.gov.au/fta/safta/SAFTA-chapter-12.pdf Chapter 
12, Article 1(2). The Malaysia-Australia FTA contains a similar 
list, although mergers are not included. 
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should be rules dealing with:
● cartels and bid-rigging;
● other anticompetitive conduct;
● a n t i c o m p e t i t i v e  u n i l a t e r a l  c o n d u c t 

(monopolization, otherwise referred to as misuse 
of market power); and

● mergers that either adversely affect competition, 
or place the merged company in a dominant 
position.

In many economies where natural monopolies 
are a feature, either because of the nature of the 
service offering (e.g., electricity) or the size of 
the local economy, specific conduct and price 
regulation rules apply. They are usually referred to as 
essential facility rules.

It is appropriate to provide a short outline 
of the four types of conduct listed above, given 
the suggestion that they are of such importance 
that they should be specifically stated in the 
agreement. 

6.4.1  Cartels and Bid Rigging

Cartels and bid-rigging are the two most pernicious 
anticompetitive practices, universally condemned 
without enquiry into their actual effect. As Pradeep 
Mehta, Secretary General of CUTS International, has 
explained1, in cartels:

"Rival firms explicitly agree not to compete with 
each other, to restrict output and raise the price 
of their products. They harm consumers in both 
developing and developed economies because 
of their upward impact on prices and their 
corresponding downward impact on consumer 
welfare. They also afford firms the luxury of being 
inefficient. "
Bid-rigging, particularly egregious conduct 

especially in smaller economies and remote regional 
areas, results in the community paying more for 
needed social infrastructure that would be the 
case if bids were openly competitive, but whether 
it occurs in developing or developed economies, 
is an impost on business, government and the 
community.

While a comprehensive prohibit ion on 
cartel conduct is desirable, there are recognized 
circumstances which require exception. Two 
examples are conduct engaged in by businesses in 
the same corporate group, and genuine production 
or product acquisition joint ventures.

1 http://www.oecdobserver.org/news/archivestory.php/aid/2620/
Busting_cartels_for_development.html.

6.4.2  Anticompetitive Conduct

Other forms of anticompetitive conduct, not 
amounting to a cartel, restrict output and raise the 
price of products and services. Examples include 
suppliers placing restrictions on their distributors or 
retailers such as the area in which they are permitted 
to operate, a prohibition on dealing in products of 
a competitor or setting the minimum price that 
products may be resold. Commonly they include 
restrictions on membership of trade associations, or 
restrictions on the suppliers with whom members 
of a trade association may deal.

Such conduct is not so egregious that it should 
be banned outright. The general rule is that the 
conduct is only prohibited if it has an adverse effect 
on competition.

As far as exceptions are concerned, the same 
exceptions usually apply in relation to prohibitions 
on anticompetitive conduct as apply in relation to 
cartel conduct.

6.4.3  Anticompetitive Unilateral Conduct

There are inherent structural constraints and 
conditions in a number of the smaller economies 
participating in the negotiations. This shapes 
both the nature of the market and the risks of 
regulatory failure they confront. In particular, given 
the relatively small size of the domestic markets 
in some economies, there is likely only room for 
a few business firms in the domestic market. In 
small and developing economies, the potential for 
one dominant firm to exercise its market power 
to exclude potential competitors is particularly 
apparent, but such conduct is not only a problem in 
those economies. It is a problem in even the largest 
economies. Common examples include:
● a major building supply company refusing to 

supply products to a distributor or retailer that 
sources its supply of some products from an 
importer, or domestic competitor;

● refusal by an electricity or telecommunications 
company to give access to its infrastructure to 
other firms proposing to provide a competitive 
electricity or telecommunications service, 
or giving access but on discriminatory or 
unreasonable terms intended to ensure that the 
new entrant cannot compete effectively; and

● a large passenger and vehicle ferry operator, or 
airline, reducing its prices to levels less than the 
cost of wages and fuel to drive out a competitor 
service.
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In some economies, competition rules dealing 
with unilateral conduct also encompass access 
to natural monopolies, although sector specific 
legislation, especially in relation to electricity, gas 
and telecommunications, is more prevalent. Where 
these natural monopolies are governed by separate 
legislation it is usual for a sector specific regulator to 
administer the particular law applying to them.

Rules dealing with anticompetitive unilateral 
conduct focus on an important central question: 
is the conduct under consideration the product of 
robust competition, which is to be encouraged, or 
a misuse of the enterprise’s market power? It is only 
in the latter case that the conduct is, or should be, 
prohibited. 

6.4.4  Mergers

Most mergers are not anticompetitive and many 
produce pro-competitive outcomes including a 
reduction in costs, or increased output efficiency, 
resulting in lower prices and/or improved service 
and quality.

However, mergers can also be used as a 
means of market capture or to increase in market 
power, with little or no benefit to consumers. For 
that reason competition laws include a filtering 
mechanism to enable an independent assessment 
of the likely competitive effects of the merger to be 
made before the merger proceeds. 

Box: The Core Competition Rules

The Regional Comprehensive Economic 
Partnership should include a commitment by 
members to establish (or where they are already 
in place, maintain) effective rules that include 
the Core Competition Rules set out above as 
part of their legislative framework in relation to 
competition.

6.5  Universal Application
Competition laws should apply across all sectors 
of the economy, without exception. Exempting 
of government businesses, professions or specific 
sectors (e.g., shipping) from the application of 
competition laws has been the position in some 
economies. However, this reduces, often quite 
significantly, the gains in consumer welfare likely 
to result from competition law and results in sub-
optimal competition policy.

Although many FTAs are silent on this point, 
the Singapore-Australia FTA addresses it directly. It 
states1:

"The Parties shall take reasonable measures to 
ensure that governments at all levels do not 
provide any competitive advantage to any 
government-owned businesses in their business 
activities simply because they are government-
owned.
This Article applies to the business activities of 
government-owned businesses and not to their 
non-business, non-commercial activities."
Although it is undesirable to exempt sectors 

of the economy that carry on business, it is not 
unusual for competition rules to not apply to 
organized labor, which is often governed by specific 
labor laws.

In some economies, the legislation permits 
specific conduct that may be anticompetitive to be 
exempted, on a case-by-case basis, if the conduct 
produces demonstrable public benefit that would 
not be available were the conduct not exempted. 
Conferring on an independent authority the power 
to grant such exemptions, through a transparent 
public process,  is  not inconsistent with the 
competition objective set out above. 

Box: A Universal Application Rule

The Regional Comprehensive Economic 
Partnership should include a commitment 
by members to apply competition rules to 
government business activities and not exempt 
any other sector of their economies.

Where there are presently exemptions 
for sectors of an economy, there should be 
agreement to phase out those exemptions 
within an agreed time frame. 

Rules that exempt specific conduct on the 
grounds of demonstrable public benefit that 
would not otherwise be available should be 
acknowledged by the Regional Comprehensive 
Economic Partnership.

6.6  Administering Competition 
Rules
Experience has shown that, in order to promote 
optimal social welfare and provide a framework 
to correct or avoid market failure, a regulatory 

1 Chapter 12, Article 4.
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framework that deals not only with the risk of 
market failure, but also the risk of regulatory failure, 
is required. The most common regulatory failure 
is through not establishing and resourcing an 
independent authority to uphold and administer 
the competition law. Another is to deny citizens the 
right to take direct action when they suffer loss as a 
result of contravention of competition or consumer 
laws.

It is not common for FTAs to include language 
dealing with the administration of competition 
rules, although the US-Colombia FTA does so1. It 
states:

" Ea c h  Pa r t y  s h a l l  m a i n t a i n  a n  a u t h o r i t y 
responsible for the enforcement of its national 
competition laws. The enforcement policy of 
each Party’s central government competition 
authorities is not to discriminate on the basis 
of  the nationalit y  of  the subjects  of  their 
proceedings."
Many of the members participating in the 

Regional Comprehensive Economic Partnership 
Negotiat ions have competent independent 
authorities to oversee compliance and to administer 
competition rules, but that is not universally the 
case. Many of those that do have effective oversight 
participate actively in the work of the International 
Competition Network.2

The Guiding Principles and Objectives for 
Negotiating the Regional Comprehensive Economic 
Partnership state that the agreement should include:

"Provisions for technical assistance and capacity 
building may be made available, building upon 
the ASEAN+1 FTAs, to the developing and least-
developed economies participating in the RCEP 
to enable all parties to fully participate in the 
negotiations, implement obligations under the 
RCEP and enjoy the benefits from the RCEP."
In accordance with that principle, member 

with well-established agencies should commit to 
providing relevant technical assistance to those with 
new or developing agencies, including participation 
by those agencies in the International Competition 

1 http://www.ustr.gov/sites/default/files/uploads/agreements/fta/
colombia/asset_upload_fi le552_10187.pdf Article 31.2(2). See 
also the US-Korea FTA, Article 16.2; the US-Chile FTA Article 
16.1.

2 The International Competit ion Network (ICN) is  the 
organisation of national and regional competition agencies. 
I ts  object ive is  to  address  compet i t ion enforcement 
and policy issues of  common interest  and formulate 
proposals for procedural and substantive convergence. 
See http://www.internationalcompetitionnetwork.org.

Network.
The Korea-Australia FTA contains the following 

language in that regard, but it is of limited utility as 
it contains no commitment3:

"The Parties may cooperate and coordinate, 
as appropriate, in developing and enforcing 
competition laws and policies, including through 
the exchange of information, notification, 
technical cooperation and coordination on cross-
border enforcement matters ..."
There are examples elsewhere of economies 

moving beyond traditional technical assistance and 
providing for appointment of foreign competition 
experts to competition agencies4, cross-membership 
of competition agencies5 and the establishment of 
regional competition agencies6.

Box: A Cooperative Approach to 
Administration

The Regional Comprehensive Economic 
Partnership should include a commitment by 
members to establish and maintain independent 
agencies to administer and enforce competition 
rules.

The agreement should require those 
members with developed competition agencies 
to provide ongoing technical support to new 
and developing agencies.

The Regional Comprehensive Economic 
Partnership should include an opportunity, for 
those members who wish to do so, to establish a 
common competition agency.

6.7  The Broader Perspective
Competition policy and the rules that underpin 
it cannot be viewed in a vacuum. An open, pro-
competitive market environment is only possible 
where there is also appropriate through structural 
3 Article 14.5. There is similar language in the Malaysia-Australia 

FTA, Article 14.6. Note, however, that the Korea-Australia 
agreement refers specifically to a cooperation agreement 
between the member’s respective competition agencies. The 
Malaysia-Australia FTA does not.

4 The Irish Competition Authority and the Jersey Competition 
Regulatory Authority have a tradition of appointing foreign 
competition experts.

5 The Australian Competition and Consumer Commission and the 
New Zealand Competition Commission have cross membership.

6 The COMESA Competition Commission is an example: see 
http//www.comesacompetition.org. The Common Market for 
Eastern and Southern Africa (COMESA) launched a Free Trade 
Area on 31st October, 2000 and established the Commission to 
administer common competition rules.
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reform in the areas of:
● trade policy;
● consumer protection policy;
● government procurement policy;
● state ownership policy;
● state licensing policy; and
● other economic regulatory policies—including 

price controls.
Without a broader focus, other government 

policies can operate to defeat or reduce the benefits 
of competition policy, for example, by distorting 
competitive conditions or creating market power.

Fostering an open, competitive economy 
through structural reforms in the areas outlined 
above will lower barriers to trade and investment, 
increase economic integration, enlarge the size 
of markets, and facilitate exploitation of available 
economic efficiencies.
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With the sluggish growth in the US and EU, 
decelerating pace of the region’s economic 
integration process and uncertainty of the future 
development of Asia’s global value chain, Asia is 
in need of new drivers to sustain its growth. This 
Report has focused on the best practices that 
the RCEP economies may adopt to negotiate an 
effective comprehensive agreement so that they 
could remove the hurdles impeding their growth.

An important part of Asia’s trade is related 
to the global value chain. Value chains are the 
consequences of international business strategy. 
Their impact on world trade is to drive the growth of 
trade in intermediate goods. Trade and investment 
in services are becoming an important part of the 
value chains and there may be more scope for an 
extension of services than for goods. Investment 
flows complement the trade flows, led by firms 
based in headquarter economies.

Value chains are not really global, and they 
have a strong regional concentration and built 
around hub economies while led by headquarter 
economies which may not be the same as the hubs. 
The chains do appear to be more important in Asia 
than in the rest of the world.

The prospects for value chains depend on 
a series of forces operating in different directions 
but their prospects for growth remain strong in 
Asia. Even if the forms of specialization which they 
involve become less important over time, there 
is likely to be continued growth of trade within 
industries in forms of horizontal specialization. 

Meanwhile, the value chain perspective 
remains an important guide for policy making and 

for the design of trade agreements.
Trade agreements which suppor t  their 

development should be comprehensive and 
deep. Exchange of market access continues to 
be a motivation for signing the agreements but 
increasingly the purpose of trade agreements is 
to provide evidence of commitment to reforms in 
areas of importance to value chain managers.

With respect to RCEP, its current coverage 
is not sufficient for this purpose. It should extend 
to areas including intellectual property and 
competition policy. Furthermore in the traditional 
areas it has much work to do. Specific suggestions 
include methods to align commitments in tariffs, 
services and investment which currently vary 
significantly across agreements. Rules of origin 
should be simplified and made easier to meet, with 
attention to the ability to accumulate the value 
required to meet the rules across a number of 
economies. There are work programs to put in place 
for trade facilitation. There is value in considering 
sectoral agreements, e.g., for logistics, which will add 
to the appeal of the agreements to business.

RCEP is built on a set of existing agreements of 
ASEAN members with their key dialogue partners. 
This is a bottom-up approach. Its membership is also 
limited to East and South Asia. It has the advantage 
of a strong alignment with existing value chains. But 
the goal of the community of the Asia Pacific is free 
trade in the whole region. The question becomes 
how RCEP can be a building block in that process.

Other agreements are also under negotiation 
including the TPP and the Pacific Alliance. The TPP is 
a new agreement and its members report their high 

Summary and Outlook
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ambitions for its coverage and depth. There is some 
uncertainty, however, about the progress of the TPP 
including the lack of support within the US. Lack 
of strong global value chain network as compared 
with RCEP is also a problem for the TPP. It may be 
that RCEP is the first to conclude. This may lead RCEP 
to then take its own initiatives to draw in members 
from outside the region, especially in the context of 
the consequences of any trade agreement between 
the US and the EU. There are considerable risks of a 
fragmentation of the trading system in this process.

Asian economies’ interest remains in access 
to world markets. The development of value chains 
can taint the perspective of the directions of trade. 
Asian final goods trade goes to a more widespread 
set of destinations than its intermediate products 
trade. Its interest therefore remains wider than 
regional market access. 

Furthermore, many of the policy measures 
which are of interest to value chain managers can 
only be reformed and then managed in a non-

discriminatory way. This leads to further attention to 
how the new agreements might be developed and 
applied in a multilateral manner. Application of the 
principles of multilateralism also helps resolve issues 
regarding economies in the region who are not 
members of any of these negotiations.

Under this background, attention is turning 
rapidly to the ways in which regional initiatives can 
be combined to produce at least free trade in the 
Asia Pacific and make a contribution to a better 
global outcome at the same time.

There is much hope in this respect and 
the research available demonstrates the value 
of achieving this result. But these are early days 
in the development of strategy to combine the 
various agreements. RCEP members could assist by 
establishing a series of projects with their TPP and 
Pacific Alliance counterparts that would compare 
the various agreements and work to align their 
treatment across and within their chapters. APEC 
would provide a valuable forum for this work.
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Appendix
Important Events of the 
Asian Integration 

TIME EVENT

1 Jan. 21 2013
The 12th Meeting of the ASEAN Plus Three (China, Japan and Korea) Tourism 
Ministers was held in Vientiane, Laos, in conjunction with the ASEAN Tourism 
Forum (ATF) 2013 and the 16th Meeting of ASEAN Tourism Ministers (M-ATM).

2 Jan. 22-24 2013
The 6th Round of FTA negotiation between China and Iceland was held in Beijing, 
China. On the basis of 5th Round, the negotiations focused on trade in goods and 
services, investment and remaining issues in other areas.

3 Feb. 26-28 2013

ASEAN-FTA Partners High Level O�  cials Meeting and the Regional Comprehensive 
Economic Partnership (RCEP) Working Group Meeting were held in Bali, 
Indonesia. Representatives from 16 economies had discussions on the initiation of 
negotiations.

4 Feb. 27-Mar. 2 2013

The 8th Round of China-Switzerland FTA negotiation was held in Beijing, China. 
Two sides negotiated and reached important agreements on the areas including 
the mode of tariff concession, trade in services, rules of origin, SPS/TBT, IPR, 
competition policy, import relief measures and technical cooperation.

5 Mar. 2013

Asian Development Bank (ADB) issued the Asian Economic Integration Monitor 
(AEIM) in Mandaluyong City, the Philippines. This March issue features one special 
chapter: “Multilateralizing Asian Regionalism—Approaches to Unraveling the Asian 
Noodle Bowl”.

6 Mar. 4-13 2013 The 16th Round of TPP negotiation was held in Singapore.

7 Mar. 8 2013
The ASEAN Economic Ministers (AEM) and the EU Trade Commissioner held their 
12th Consultations in Ha Noi, Vietnam.

8 Mar. 12 2013
The Heads of Cambodia, Laos, Myanmar and Vietnam gathered for the 6th CLMV 
Summit in Vientiane, Laos. The Secretary General of ASEAN was also present at the 
Summit.

9 Mar. 12-14 2013

The 3rd Meeting of China-ASEAN Coordinating Council and Working Group 
Meetings on Economic Cooperation, Rules of Origin and Customs Procedures 
and Trade Facilitation were held in Yiwu, China. The meetings reviewed the 
implementation of China-ASEAN FTA and studied the related measures advancing 
trade liberalization and facilitation.



Boao Forum for Asia
Progress of Asian Economic Integration Annual Report 2014

84

TIME EVENT

10 Mar. 13 2013
The Heads of Cambodia, Laos, Myanmar, Thailand and Vietnam, gathered in 
Vientiane, Laos for the 5th Summit of the Ayeyawady-Chao Phraya-Mekong 
Economic Cooperation Strategy (ACMECS).

11 Mar. 21 2013 The 3rd Meeting of China-Brunei Economic Consultation was held.

12 Mar. 26-28 2013

The 1st Round of China-Japan-Korea FTA negotiation was held in Seoul, Korea. 
Three parties discussed the mechanism arrangement, negotiating areas and mode 
of negotiation of the free trade area. All three parties expressed resolution to create 
a favorable environment for negotiation.

13 Apr. 3 2013 The 17th Annual Meeting of the ASEAN Finance Ministers was held in Brunei.

14 Apr. 6-8, 2013
2013 Boao Forum for Asia was held in Hainan, China, under the theme of “Asia 
Seeking Development for All: Restructuring, Responsibility and Cooperation”.

15 Apr. 15 2013
China and Iceland inked a Free Trade Agreement (FTA) in Beijing, China. It is the � rst 
one that China signed with a European country, covering areas like trade in goods, 
services, and investment and so on.

16 Apr. 21-23 2013
On 8th Meeting of China-Vietnam Joint Cooperation Committee, the Chinese 
Ministry of Commerce (MOC) and the Ministry of Industry and Trade of Vietnam 
(MOIT) signed a memorandum on bilateral cooperation in trading farm products.

17 Apr. 24 2013

The 22nd ASEAN Summit under the theme of “Our People, Our Future Together” 
was held in Bandar Seri Begawan, Brunei. During the Summit, the Leaders had 
extensive discussions on three key clusters of issues: (i) intensifying e� orts to realize 
the ASEAN Community by 2015 and strategizing for a post-2015 ASEAN agenda; 
(ii) enhancing ASEAN’s central role in the evolving regional architecture; and (iii) 
exchanging views on regional and international issues of common interest and 
concern.

18 Apr. 24-26 2013 The 5th Meeting of China-Sri Lanka Joint Economic Committee was held.

19 Apr. 25 2013

The Leaders of Brunei, Indonesia, Malaysia and the Philippines, met for the 9th 
BIMP-EAGA Summit in Bandar Seri Begawan, Brunei, to review the progress of 
cooperation and to provide further direction in the pursuit of shared vision of 
establishing BIMP-EAGA as a regional food basket and ecotourism destination 
through enhanced connectivity for trade and investment, whilst ensuring 
sustainable management of the environment.

20 Apr. 26 2013 The 5th Round of China-Korea FTA negotiation was held in Harbin, China.

21 May 9-13 2013

Officials of the 16 governments participating in the Regional Comprehensive 
Economic Partnership (RCEP)—the 10 ASEAN Members and its Free Trade 
Agreement Partners (Australia, China, India, Japan, Korea and New Zealand)—met 
in Brunei to start detailed negotiations aimed at concluding RCEP by the end of 
2015.

22 May 15-24 2013
The 17th Round of Trans-Paci� c Partnership Agreement (TPP) negotiation was held 
in Lima, Peru.

23 May 22 2013
The 8th ASEAN Ministerial Meeting on Youth (AMMY VIII) was convened in Bandar 
Seri Begawan, Brunei.

continued
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continued

TIME EVENT

24 May 24 2013
China and Switzerland signed a memorandum of understanding (MOU) on 
concluding their bilateral FTA negotiations, thus China was close to signing a Free 
Trade Agreement (FTA) with Switzerland.

25 May 27-28 2013
The 3rd High Level Meeting of the Inter-Regional Dialogue on Democracy was 
held at the European Commission in Brussels, Belgium.

26 Jun. 4-6 2013
The 22nd Meeting of the ASEAN Directors-General of Customs was held in 
Singapore. The meeting emphasized the important role of Customs in facilitating 
intra-ASEAN as well as international trade.

27 Jun. 27-28 2013

China International Electronic Commerce Center (CIECC) and APEC E-Commerce 
Business Alliance (APEC-ECBA) successfully sponsored the meeting on APEC 
e-commerce negotiation information exchange. The meeting aimed at 
strengthening information exchange within the Asia-Pacific region, enhancing 
transparency and laying foundation for coordination and harmonization of FTA-
related rules. 21 countries and regions including China, Australia, Japan, the US, 
Peru, the Philippines, Korea, Thailand, Russia, Malaysia, Indonesia, Singapore, China’s 
Taiwan were present at the meeting. Over 70 representatives from international 
organizations and private companies such as UN/ESCAP, Intel, Lotte, Oracle also 
attended the meeting.

28 Jun. 30 2013
The 14th Meeting of the Foreign Ministers of ASEAN and China, Japan and Korea 
was held in Bandar Seri Begawan, Brunei.

29 Jun. 30, July 1 2013

The ASEAN Post Ministerial Conference (PMC) Plus one Sessions with ASEAN’s 
Dialogue Partners, namely Australia, Canada, China, the EU, India, Japan, New 
Zealand, Korea, Russia, and the US were held in Bandar Seri Begawan, Brunei, to 
review dialogue relations, including the progress of implementing their respective 
plan of actions and exchange views on regional and international issues.

30 July 2 2013

The 3rd East Asia Summit (EAS) Foreign Ministers’ Meeting was held in Bandar Seri 
Begawan, Brunei. The Ministers acknowledged the development and growing 
importance of the EAS in the regional architecture. Recognizing the EAS as a 
leaders-led forum for dialogue and cooperation on broad strategic, political and 
economic issues of common concerns with the aim of promoting peace, stability 
and economic prosperity in East Asia, the Ministers emphasized the need to further 
consolidate and strengthen the EAS and to ensure the effective follow-up and 
implementation of Leaders’ discussions and decisions.

31 July 2 2013
The 20th Meeting of the ASEAN Regional Forum (ARF) was held in Bandar Seri 
Begawan, Brunei.

32 July 2-3 2013
The 10th ASEAN Senior Officials Meeting on Rural Development and Poverty 
Eradication (10th SOMRDPE) was convened.

33 July 2-4 2013
The 6th Round of China-Korea FTA negotiation was held in Busan, Korea. The round 
was expected to come up with a draft on modality of each area, which would 
re� ect stances of both sides.

34 July 3 2013
The 6th ASEAN Plus Three Senior Officials Meeting on Rural Development and 
Poverty Eradication (6th SOMRDPE Plus Three) was held in Jogyakarta, Indonesia.

35 July 4 2013
ASEAN Forum on Rural Development and Poverty Eradication was convened in 
Jogyakarta, Indonesia.



Boao Forum for Asia
Progress of Asian Economic Integration Annual Report 2014

86

continued

TIME EVENT

36 July 5 2013

The 8th ASEAN Ministers Meeting on Rural Development and Poverty Eradication 
(8th AMRDPE) was held in Yogyakarta, Indonesia. The 8th AMRDPE adopted the 
theme “Advancing Community Empowerment to Enhance a Better and Sustainable 
Livelihood”.

37 July 5-6 2013

APEC, G20, and ASEAN senior o�  cials met for the � rst time to identify synergies and 
recommend a way forward on joint connectivity and infrastructure development 
at a roundtable meeting in Medan, Indonesia. Officials and experts from APEC, 
ASEAN, and the G20 as well as representatives from the private sector, think tanks, 
academia and multilateral development banks provided insights on possible joint 
work on connectivity and infrastructure development.

38 July 15-24 2013 The 18th TPP negotiation was held in Kota Kinabalu, Malaysia.

39 July 23 2013

Japan o�  cially took part in the TPP negotiation. Apart from negotiations on IPR, 
Japan would participate in 6 areas including restrictive measures on rules of origin 
concerning certain components and arts produced domestically, allowing foreign 
investment in public construction. Concerning tari�  protection over rice and sugar, 
Japan would try to seek understanding from negotiating partners.

40 July 30-Aug. 2 2013 The 2nd Round of China-Japan-Korea FTA negotiation was held.

41 Aug. 29-30 2013

The 17th Meeting of the ASEAN Directors-General of Immigration Departments 
and Heads of Consular A� airs Divisions of Ministries of Foreign A� airs (17th DGICM) 
was held in Ho Chi Minh City, Vietnam. The meeting emphasized the important 
role of the ASEAN Immigration and Consular agencies and the close cooperation 
among them to facilitate the movement of people, at the same time, e� ectively 
combating people smuggling, irregular migration and transnational crimes.

42 Aug. 30 2013
The 9th ASEAN DGICM Plus Australia Consultation was held in Ho Chi Minh City, 
Vietnam.

43 Sept. 2 2013

The ASEAN-China Transport Ministers’ Special Meeting on Connectivity was held 
in Nanning, China. The Ministers of Transport from China and ASEAN members 
conducted in-depth discussions on transport connectivity and had constructive 
exchanges of views and ideas with representatives from industry.

44 Sept.  3-5 2013
The 7th Round of China-Korea FTA negotiation was held in Weifang, China. After 
completing negotiation on modality, two sides would reach a broader consensus 
on basic guidelines over the level of liberalization and discuss tari�  proposals.

45 Sept. 3-6 2013
The 10th China-ASEAN Expo (CAEXPO) and the China-ASEAN Business & 
Investment Summit (CABIS) were held in Nanning, China.

46 Sept. 6 2013
The 8th ASEAN Ministerial Meeting for Social Welfare and Development (AMMSWD) 
under the theme of “Social Development for All” was held in Siem Reap, Cambodia.

47 Sept. 6-11 2013

The 9th China-Northeast Asia Expo (CNEA Expo) was held in Changchun, China, 
under the theme of “Promoting Strategic Cooperation, Improving Interconnection 
and Interworking, Enhancing All-round Communication and Boosting In-depth 
Integration”.

48 Sept. 7 2013
The 4th ASEAN Plus Three Ministerial Meeting on Social Welfare and Development 
(4th AMMSWD+3) which carried the theme “Social Development for All” was held 
in Siem Reap, Cambodia.
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49 Sept. 12-13 2013
The members of the ASEAN and Japan, gathered in Tokyo, Japan, for the ASEAN-
Japan Ministerial Policy Meeting on Cybersecurity Cooperation, to commemorate 
the 40th year of the ASEAN-Japan Friendship and Cooperation.

50 Sept. 13 2013
The 19th Ministerial Meeting of the Indonesia-Malaysia-Thailand Growth Triangle 
(19th MM IMT-GT) was held in Koh Samui, Surat Thani, Thailand.

51 Sept. 18-21 2013 TPP Chief Negotiators Meeting was held in Washington, D.C., the US.

52 Sept. 20 2013

Ministers from Australia, Korea, New Zealand and Singapore signed a statement 
of intent on the Asia Region Funds Passport, paving the way for increased 
regional trade in financial products. The Asia Region Funds Passport provides a 
multilaterally agreed framework allowing the cross-border issuing of funds across 
the participating economies.

53 Sept. 23-27 2013

The 2nd Round of RCEP negotiations was held in Australia. Delegations primarily 
focused on trade in goods and services and investment. They also engaged in 
economic and technical cooperation, competition, intellectual property, dispute 
settlement and other issues, in line with the RCEP Guiding Principles.

54 Sept. 25 2013

The 31st ASEAN Ministers on Energy Meeting (AMEM) was held in Bali, Indonesia.
The 10th Meeting of Energy Ministers of the ASEAN Plus Three Countries (China, 
Japan and Korea), the 7th East Asian Summit Energy Ministers Meeting, and 
a dialogue with the International Energy Agency (IEA) were also held on this 
occasion.

55 Sept. 26 2013
The 7th East Asia Summit Energy Ministers Meeting (EAS EMM) was held in Bali, 
Indonesia.

56 Sept. 29 2013

The establishment of China (Shanghai) Pilot Free Trade Zone (hereinafter CSPFTZ) 
is a signi� cant measure taken by the Chinese Party Central Committee to promote 
reform and opening-up under the new situation and undertakes a major task 
to explore new ways and accumulate new experience for deepening of reform 
and opening up in an all-round way. On August 17, 2013, the official approval 
was granted by the State Council to build CSPFTZ. Focusing on the strategic 
requirement of “serving China from global perspective” and the strategic mission of 
“construction of four centers in shanghai”, the construction of CSPFTZ is to actively 
explore innovative management model of government in trade and investment 
in China, open service industry wider to the rest of the world. CSPFTZ will be 
progressively developed into a zone featured with investment and trade facilitation 
up to international standards, free conversion of currencies, convenience and 
efficiency, and internationally recognized legal environment. Hence, it will be 
prompted to be a pilot zone for implementation of new rules for international 
investment, a spearheading zone for trade in services innovation, a cluster zone 
for o� shore industrial system, a precursor zone for overseas investment services, 
an antecedence zone for improved supervision and a demonstration zone for 
innovative government administration.

57 Oct. 5 2013

APEC Ministers concluded their meeting in Bali by issuing a Joint Statement to 
reiterate member economies’ shared commitment towards a seamless regional 
economy and continue their course to integrate to grow and to innovate to 
prosper.
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58 Oct. 24 2013

The Asian Development Bank (ADB) issued the Asian Economic Integration Monitor 
(AEIM) in Phnom Penh, Cambodia. It covers the 48 regional members of the Asian 
Development Bank. This October issue features two theme chapters: (i) “Toward 
an ASEAN Economic Community—and Beyond”, and (ii) “World Trade Facilitation 
Negotiations—Asian Perspectives”.

59 Nov. 6-7 2013

The 12th Pan-Yellow Sea China-Japan-Korea Economic and Technical Exchange 
Meeting was held in Lianyungang, China. During the meeting, the trade ministers 
from three countries discussed the Pan-Yellow Sea economic and technical 
exchange session and intellectual property cooperation.

60 Nov. 11-12 2013
The 11th ASEM Foreign Ministers’ Meeting (ASEM FMM11) was held in Delhi-NCR, 
India. It was attended by 34 foreign ministers from Asia and Europe.

61 Nov. 13 2013
The 15th ASEAN Ministerial Meeting on Science and Technology (AMMST-15) was 
held in Kuala Lumpur, Malaysia.

62 Nov. 14-15 2013

The 13th ASEAN Telecommunications and Information Technology (IT) Ministers 
Meeting (TELMIN) was held in Singapore. On this occasion, the ASEAN Ministers 
also held separate dialogues with their counterparts from China, Japan, Korea, and 
the International Telecommunication Union (ITU).

63 Nov. 18-22 2013

The 8th Round of China-Korea FTA negotiation was held in Incheon, Korea. Based 
on the previous agreements, the two countries held discussions on the level of 
liberalization for specific commodities, classifying them into three categories: 
normal, sensitive and very sensitive.

64 Nov. 19-24 2013 TPP Chief Negotiators Meeting was held in Salt Lake City, the US.

65 Nov. 20 2013
The 19th Meeting of China-Korea Joint Committee on Economic and Trade 
Cooperation was held.

66 Nov. 25-26 2013

The 10th session of the Asia-Paci� c Business Forum (APBF), the only regional multi-
stakeholder business forum organized annually by the United Nations Economic 
and Social Commission for Asia and the Pacific (ESCAP), was convened in 
Bangkok, Thailand. The Forum acts as a platform for regional public-private sector 
dialogue on the role and needs of business in achieving inclusive and sustainable 
development in the region. This year’s event focuses on “Connecting the Pacific 
with Asia”.

67 Nov. 26 2013
The Gulf Cooperation Council (GCC) and the ASEAN held their 3rd Ministerial 
Meeting in Manama, Bahrain.

68 Nov. 26-29 2013
The 3rd Round of China-Japan-Korea FTA negotiation was held in Tokyo, Japan, 
with � elds like intellectual property and goods and services to be covered. 

69 Nov. 28 2013 The 4th ASEAN Ministerial Meeting on Minerals (AMMin) was held in Bali, Indonesia.

70 Dec. 7-10 2013 TPP Ministers Meeting was held in Singapore.

71 Dec. 9-10 2013

APEC senior officials met in Beijing, China, to determine the priorities for APEC 
China 2014 and announced 2014’s theme: “Shaping the Future through Asia-Paci� c 
Partnership”. O�  cials of APEC studied new opportunities and challenges, including 
new areas of growth and economic reform for the region. Importantly, they looked 
at the role APEC would play within the context of the newly agreed Bali Package 
and noodle bowl of regional trade agreements.



Appendix
Important Events of the Asian Integration

89

continued

TIME EVENT

72 Dec. 14 2013
The ASEAN-Japan Commemorative Summit to commemorate the 40th Anniversary 
of ASEAN-Japan relations was held in Tokyo, Japan.

73 Dec. 19 2013
The 19th ASEAN Transport Ministers (ATM) Meeting was held in Pakse City, 
Champasak Province, Laos.

74 Dec. 19 2013
The 12th ASEAN and China Transport Ministers Meeting (ATM+China) was held in 
Pakse City, Champasak Province, Laos.

75 Dec. 19 2013
The 11th ASEAN and Japan Transport Ministers Meeting (ATM+Japan) was held in 
Pakse City, Champasak Province, Laos.

76 Dec. 23 2013

Top government leaders, ministers and senior o�  cials from 36 economies adopted 
the “Bangkok Declaration on Regional Economic Cooperation and Integration 
in Asia and the Paci� c” at the Economic and Social Commission for Asia and the 
Pacific (ESCAP), resolving to work closer together to build an integrated market, 
seamless transport and energy connectivity, � nancial cooperation, and enhance 
resilience to address vulnerabilities and risks of natural disasters.

77 Jan. 20 2014
The 3rd Round of RCEP negotiation was held in Kuala Lumpur, Malaysia. China, 
Japan, Korea, Australia, New Zealand, India and ASEAN 10 Members attended.

78 Jan. 24 2014
The 21st Meeting of the ASEAN-EU Joint Cooperation Committee (JCC) was held in 
Jakarta, Indonesia.
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