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Chapter 1
Recent Trend of
Asia’s Trade and Investment

1.1  Trade of Asia in 2015

1 . 1 . 1    M e r c h a n d i s e  T r a d e  a n d 
Commercial Service

2015 was a tough year for the global trade. For 

the first time, since 2008-2009 financial crisis 

both merchandise trade and trade in commercial 

service declined in current dollars. Being deeply 

integrated into the global economy, Asia’s  trade, 

unsurprisingly, registered negative growth rates 

in 2015.1 Merchandise exports fell by 7.7 percent 

while the imports of goods shrank by  8.5  percent. 

For trade in commercial service, Asian economies 

also registered a slight downturn.

However, there are two important features 

that are worth highlighting for the performance 

of Asia’s trade in 2015. First, Asia’s share in the 

global trade had actually strengthened due to the 

1  As a geographic definition, we follow its definition given by 

the WTO in its International Trade Statistics 2015. Asia includes 

Afghanistan, China's Hong Kong, China, Malaysia, Papua New Guinea, 

Tonga, Australia, India, Maldives, the Philippines, Tuvalu, Bangladesh, 

Indonesia, Mongolia, Samoa, Vanuatu, Bhutan, Japan, Myanmar, 

Singapore, Vietnam, Brunei Darussalam, Kiribati, Nepal, Solomon 

Islands, Cambodia, Republic of Korea,  New Zealand, Sri Lanka, China, 

Laos, Pakistan, China's Taiwan, Fiji, China's Macao, Palau,and Thailand. 

Other territories in the region are not elsewhere specified.

relatively more drastic slowdown in the world. 

Second, the merchandise trade of both the world 

and Asia had actually increased in physical terms 

in 2015. Using physical volume as the measure, 

the world merchandise exports grew by 3 percent 

in 2015 whereas that of Asia grew by 3.1 percent.2 

In other words, there was obvious gap between 

growth rates measured in physical and value terms 

in 2015. This was an unusual, though not unique, 

phenomenon and could be attributed to the large 

swings in commodity prices and exchange rates.

Despite the decline in the value of Asia’s 

merchandise trade, Asia’s relative position in the 

world trade had strengthened in 2015. Figure1.1 

describes the value and shares of Asia’s trade over 

the last 10 years. In 2015, Asia’s total merchandise 

exports fell to USD5,463.68 billion from USD 

5,917.25 billion attained in 2014, a drop of 7.7 

percent. This decline should be taken seriously 

since it was the first time that Asia’s export growth 

became negative after the financial crisis in 

2008 and 2009. But compared to the rest of the 

world, Asia was still a medal winner for its export 

2  The data was obtained from Table A2, World Trade Statistics Review 

2016, WTO.









































2.1 Asia’s Trade Integration 
Index

Following the previous issues of this Report, Asia’s 

trade integration indicator is updated. The degree 

of trade integration is measured by proportion 

of one economy’s trade with Asia relative to the 

proportion of its all trade with the rest of the 

world.    

Ta b l e  2 . 1  s h o w s  t h e  r e g i o n a l  t r a d e 

dependence indices for major Asian economies 

for two individual years of 2004 and 2007 and, for 

the period from 2011 to 2015. Amid the persistent 

global economic slowdown (one possible causes 

for Black Swan events as seen in 2016, e.g. Brexit 

and Presidency election in United States), almost 

all the major economies (except China's Hong 

Kong, China's Macao, Singapore, Malaysia, and 

the US) had decreased their trade dependence 

on Asia. In particular, China’s dependence on Asia 

contracted to 46.24 percent (well below the 50 

percent watershed since 2013). Japan saw roughly 

three percentage-point decrease to 54.19 percent 

while Korea continued to decrease to less than 60 

percent (end up with 59.50 percent). 

The US dependence on Asia managed to 

increase to 38.90 percent while the share of trade 

of EU with Asia was around only 36 percent in 

2015 and saw a decline in recent years after 2012. 

Finally, Asia’s self-dependence saw a large setback 

in 2015, the dependence index fell from 55.65 

percent in 2014 to 51.48 percent (see Figure 2.1).

Possible explanations for the somewhat 

striking decline would be partly attributed to 

the counter-integration rivalries in Asia, such 

as the completion of TPP negotiations which 

is viewed as disrupting factor for the Asia’s 

economic intetration since it is aligned with Asia’s 

international production network as well as the 

supply chains. It is also argued that part of the 

global trade slowdown since the crisis has been 

driven by structural factors. In particular, long-run 

coefficient estimates show that there has been a 

decline in the income elasticity of trade, dropping 

from 2.69 in 2000 till 2007 to 1.3, from 2009 till the 

first half of 2015.1 

1  Asian Development Bank. Asian economic integration report 2015: 

How can special economic zones catalyze economic development? 

Mandaluyong City, the  Philippines: Asian Development Bank, 2015. 

Chapter 2
Trade Interdependence among
the Asian Economies

















Chapter 3
Interdependence of Asian Economies 
in Factory Asia

3.1  Pattern of Interdependence 
Remained Stable

This sect ion constitutes an update of  our 

monitoring of the changes in the pattern of 

interdependence in Factory Asia, measured by 

the share of trade in parts and components (P&C) 

among the Asian economies—the so-called 

“Factory Asia phenomenon”. 1 

Overall, Asia’s self dependence in P&C trade 

slightly strengthened as the dependency index 

increased from 0.59 in 2014 to 0.61 in 2015 (see 

Table 3.1 and Table 3.2). Viewed in a longer-term 

horizon, the self dependence of the three global 

factories including Factory Asia, Factory Europe 

and Factory North America remained more or less 

stable from 2011 to 2015. For two years between 

2014 and 2015, Factory Europe’s self dependence 

index  stagnated at 0.63 while the self dependence 

of Factory North America remained unchanged at 

0.42.  

1 Data used for calculation in this chapter come from Standard 

International Trade Classification (SITC Rev3), where 22 most actively 

traded parts and components were selected from SITC 6, SITC 7 and 

SITC 8components, See Table3-6 and Table3-11.

Table 3.1 also includes the dependence of the 

Asian economies on the TPP in the international 

production network measured by the share of its 

trade in components and parts with the TPP. The 

dependence of the major Asian economies on 

TPP in P&C trade is significantly lower than that 

on Factory Asia. Korea’s dependence on TPP was 

indexed at 0.33 in 2015 compared to 0.63 of its 

dependence on Factory Asia. Japan’s dependence 

on TPP was only 0.27 while the dependence on 

Factory Asia was 0.59. China’s dependence on TPP 

in its P&C trade was slightly lower than that of 

Korea with an index 0.31. 

Table 3.1 and Table 3.2 suggest that Japan, 

Malaysia and Vietnam slightly reduced their 

dependence on China between 2014 and 2015 

while China's Hong Kong, Indonesia, Korea, 

Singapore and Thailand saw a minor increase in 

the dependence on China.  The dependence on 

China by Indonesia and the Philippines remained 

unchanged during the period from 2014 to 2015. 

Overall, Asia’s dependence on China increased 

from 0.20 in 2014 to 0.23 in 2015. China’s position 

as the hub of Factory Asia remained unchanged. 

























Chapter 4
FDI Interdependence in Asia

4.1  Interdependence Index of 
Inward FDI

The interdependence index of inward FDI 

measures the extent of one economy depending 

on another in the FDI inflows and is calculated 

as the share of the FDI inflows from a particular 

economy to the total FDI inflows from the world. 

Table 4.1 shows the interdependence indices 

of FDI of selected economies in 2015, and Table 

4.2 shows the rate of change in the indices from 

2014 to 2015. For example, India’s dependence on 

Australia’s FDI inflows was 0.4 percent in 2015 and 

increased by 0.2 percentage points compared to 

2014, while Australia’s dependence on India in the 

FDI inflows was 0.01 percent in 2015, down by 0.17 

percentage points compared to 2014.

In 2015, Hong Kong-Chinese mainland's 

index was 68.4 percent, indicating that 68.4 of 

the Chinese mainland's FDI had come from Hong 

Kong. Hong Kong remained as the largest source 

of FDI inflows into the Chinese mainland, and the 

dependence index increased by 0.4 percentage 

points from 2014 to 2015. The main source of 

Hong Kong’ s FDI inflows was still British Virgin 

Islands (BVI) in 20151, followed by the Cayman 

Islands and the Chinese mainland. However, Hong 

Kong’s dependence on the Chinese mainland as a 

source of FDI inflows dropped from 25.3 percent 

in 2014 to 14.9 percent in 2015.

Japan is still a leading source of FDI inflows 

to some Asian economies, including Korea, 

Singapore and Indonesia. However, Japan’s direct 

investment to China and Australia fell sharply in 

2015, with the dependence index at 2.5 percent 

for China and 7.7 percent for Australia, down by 

1.1 and 2.4 percent, respectively, as compared to 

2014.

The important newly developed countries 

in Asia, such as China, India, Indonesia and 

Singapore recorded higher dependence on 

ASEAN countries in FDI inflows in 2015. Notably, 

the FDI inflows from the European Union and 

Australia to Japan increased sharply in 2015 while 

the FDI from other Asian countries and the United 

States had withdrawn from Japan. Consequently, 

Japan’s dependency index with respect to these 

1   Census and Statistics Department of Hong Kong Special 

Administrative Region, External Direct Investment Statistics of Hong 

Kong 2015, www.censtatd.gov.hk, December 2016.













Chapter 5
Integration in Asia’s Service Sector

5.1  Changing Struc ture of 
Asia’s Service Trade

Asia’s service trade still relies on the traditional 

services with no obvious improvement in the 

structure of service trade.1The largest portion of 

the service trade came from transport and tourism. 

The share of Asia’s traditional service trade such as 

transport and tourism in total service trade rose 

from 55.8 percent in 2011 to 56.4 percent in 2015. 

The non-traditional finance and insurance services 

were growing at a slow pace, with their share 

increasing modestly from 16.6 percent in 2011 to 

18.4 percent in 2015. While Asia’s traditional service 

trade such as transport and tourism was in deficit, 

the size of the deficit for transport service shrank 

from USD 183.2 billion in 2011 to USD 177.1 billion 

in 2015. For tourism, the trade balance turned 

from surplus into deficit, with the size of the deficit 

amounting to USD 75.78 billion.

Asian economies are gaining an increasing 

competitive edge in IT (information technology) 

services. For many years, Asia had seen rapid 

1   Asia includes all the countries in the region as defined by the 

United Nations Conference on Trade and Development. 

growth in telecommunication, computer and 

information services though the rate of growth 

s lowed down somewhat  a f ter  the g lobal 

financial crisis from 2011 to 2015, with a growth 

rate of 5.3 percent recorded for the year 2015. 

Despite the slowdown in speed, the share of 

telecommunication, computer and information 

in total service trade has shown a trend of steady 

increase. In 2011, the share of telecommunication, 

computer and information services accounted 

for 7.9 percent of Asia’s total service exports and 

increased to 8.6 percent in 2015. Globally, Asia’s 

share in telecommunication, computer and 

information services increased from 24.6 percent 

in 2011 to 26.4 percent in 2015. Asia has become 

a prominent force in the global IT service trade 

not only in size but also in competitiveness amid 

global slowdown of trade.  

5.2   Asia’s Service Integration 
by Agreement

There is a growing number of service FTAs (free 

trade agreement) signed by the Asian economies 

(see Figure 5.1) .  Singapore has the largest 

number of such agreement followed by Korea. 

















Chapter 6

6 . 1   P o r t f o l i o  I n v e s t m e n t 
in Asia:  Capital Flight amid 
Growing Uncertainty 

This section demonstrates the latest features 

of Asia’s portfolio investment flows1. Unlike FDI, 

portfolio investment reveals capital flows through 

financial market. 

Ta b l e  6 . 1  re p o r t s  f l o w s  i n  p o r t fo l i o 

investment in 2015, with a comparison to 2014. 

After years of growth from 2012 to 2014, the world 

aggregate portfolio investment fell more than 4.6 

percent in 2015, to a total level of USD46 trillion, 

down by USD2.2 trillion. Portfolio investment to 

most economies declined, particularly in Europe 

and East Asia (see Figure 6.1). Portfolio inflows 

to China fell by 12.3 percent, to a total balance 

of USD 776.4 billion, indicating that investors 

withdrew USD108.6 billion from the country. The 

last time China recorded negative capital inflows 

1  Portfolio investment represents investing in debt 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 country’s portfolio investment. Currently 

there are 107 countries voluntarily participating in this survey. 

was in 2011, when inward portfolio flows fell from 

USD 515 billion in 2010 to USD479 billion in 2011, 

down by 6.9 percent due to the sovereign debt 

crisis in Europe. After that, the investors’ confidence 

started to recover and again China became a hot 

destination for world portfolio investment. 

The Inward portfolio investment grew by 34 

percent, 20 percent and 14 percent, respectively, 

in2012, 2013 and 2014.  However, the growing 

concern about the RMB depreciation and the 

economic slowdown strongly weakened the 

attractiveness of the Chinese financial assets. As 

investors continued to withdraw their money 

from Chinese financial securities, it might create 

additional pressure on the RMB depreciation. 

China was not  the only  countr y  that 

experienced negative capital inflows. Asia’s 

emerging markets were all heavily hit by the 

appreciation of the US dollar. Portfolio inflows to 

Korea dropped by 6 percent, while the capital 

inflows to ASEAN countries fell even further, 

down by more than 20 percent in Malaysia, the 

Philippines and Thailand. In Europe, 15 EU member 

countries recorded a negative growth of 8.4 per 

Financial Integration



























































In particular, India’s inflation trend was 

opposite to the others’ in 2008-2013 and its 

inflation level was always the highest in Asia 

before 2014. Many factors led to India’s high 

inflation, such as domestic economic downturn 

and rupee’s depreciation. But as India highly 

depends on oil import, the falling oil price after 

2014 greatly reduced the inflation level in India. 

But on November 8, 2016, Modi, India's prime 

minister, suddenly announced the abolition of 500 

and 1000 rupees notes, resulting in 86percent of 

the total currency out of circulation. The abolition 

of notes had repressed the construction and 

manufacturing activities, leading to a liquidity 

crisis in India and making India's economic 

recovery rather difficult, reflected by the slumping 

inflation rate in India in 2016. 

Besides, the inflation level of Indonesia was 

always high before 2012 and a big increase of 

inflation in 2013 made Indonesia the country 

with the highest CPI in Asia now. Indonesia 

had been maintaining high interest rates and 

tightening monetary policy to curb rising inflation 

and currency devaluation. I ts economy was 

improved in 2016 and the inflation level decreased 

apparently. 

Moreover, Japan’s CPI was always the lowest 

among all the economies before 2014 and did not 

show a sharp increase in 2011 as other countries 

did. This is because Japan had suffered economic 

downturn and persistent deflation since the asset 

price bubble burst in 1995. Since 2012, Abe, the 

prime minister, has implemented super loose 

monetary policy and proactive fiscal policy to 

stimulate the economy, with 2percent inflation 

rate as the goal, in order to promote structural 

reform. In 2014, Japan's central bank injected 

enormous liquidity and got obvious effects, with 

a sharp increase of CPI in 2014 and rebound from 

deflation levels.  After 2015, however, Japan's GDP 

and CPI did not show continued improvements 

by "Abe economics". The strong yen, weak export 

market, poor earnings of firms and serious 

population aging problems, still constrain Japan's 

economic growth potential. In 2016, the British 

referendum for leaving the European Union led 

to escalating worries of investors and increased 

the yen appreciation pressure. In the future, 

considering the accumulated huge government 

debt caused by "Abe economics" and inevitable 

yen's appreciation, it will be difficult for the 

inflation rate in Japan to rebound.



Summary and Outlook

The Boao Forum Annual Report on the Progress 

of Asian Economic Integration is a score card 

on the progress of the integration in Asia and a 

description of some of the major economic issues 

in the Asian region in the past, especially those 

events in the previous year. 

2015 is the worst year for international trade 

since the global financial crisis in 2009. Compared 

to the low rate of growth at 2.5 percent in 2014, 

growth of Asia’s exports turned negative and saw, 

for the first time after the global financial crisis, a 

negative growth in value terms. More significant 

is the drop in Asia’s imports at a rate of 8.5 percent 

that exceeded the 7.1 percent decline in exports in 

2015. This pattern of change is even more obvious 

for the East Asian economies with the imports 

dropping by 12 percent versus a 4 percent decline 

in the exports in 2015.

However, despite the collapse of its exports, 

Asia had managed to increase the share of 

merchandise exports to 34.18 percent and that 

of imports to 30.8 percent in 2015. In particular, 

there is no firm evidence that Asia has lost its 

comparative advantage in the world trade. As 

discussed in the previous Report, Asia’s export 

share in the world had increased steadily over the 

years after 2011. The share of Asia’s merchandise 

exports in the world was 31.5 percent in 2013, 

32 percent in 2014 and rose to over 34 percent 

in 2015. So, it seems fair to say that despite 

the worldwide slowdown, Asia’s comparative 

advantage in the global trade has strengthened. 

While Asia’s economic prospect is filled with 

great uncertainties both inside and outside, the 

good sign is that the US economy is recovering 

more strongly. The latest news of China’s trade 

growth also fueled some optimism over the state 

of the global economy. In January 2017, China 

surprised the world by the pickup of its export 

growth at 7.9 percent, contrasted to the expected 

3.2 percent, the fastest year-on-year growth after 

March 2016. More profoundly, China’s imports 

surged by 16.7 percent in January 2017, the 

highest growth rate after April 2013. Vietnam, 

fueled by the inflow of foreign investment, is one 

of the very few Asian economies to have relatively 

strong momentum in trade. In 2015, Vietnam’s 

trade grew at around 10 percent and in the first 







region’s financial integration, the narrowness of 

the internal demand and the uncompetitiveness 

of its service sector. So far each Asian economy 

tends to rely on their own good to deal with these 

uncertainties. This is by no means an optimal 

approach unless increased cooperative strategies 

could be drafted to achieve the common good for 

the region.  



Time Event

1 2016/1/12 The 9th round of China-EU Bilateral Investment Treaty negotiation was held in Beijing.

2 2016/1/16
The Opening Ceremony of the establishment of the Asian Infrastructure Investment Bank (AIIB) was held 

in Beijing, China.

3 2016/1/18 The 9th round of FTA negotiations among China, Korea and Japan was held in Tokyo, Japan.

4
2016/1/18-

27

The 24th round of China-US Investment Agreement Negotiation was held in Beijing. Both sides continued to 

carry out deep negotiations centering on their own negative lists.

5
2016/1/28-

29

The first G20 Trade and Investment Working Group Meeting was held in Beijing. Attending were the 

representatives of G20 members, guest countries such as Spain, Netherlands, Singapore, New Zealand, 

Senegal, Egypt, Zimbabwe and Kazakhstan and the international institutions like the WTO, the United Nations 

Conference on Trade and Development, OECD, the World Bank, IMF and the International Trade Center.

6 2016/2/4 TPP was signed in Auckland, New Zealand.

7
2016/2/14-

19

The 11th round of negotiations of the RCEP was held in Bandar Seri Begawan, Brunei. This round of 

negotiation consisted of four group sessions: the first conference and trade in goods, service trade, 

investment, and rules for the country of origin. The conference focused on promoting the market access 

negotiation and the textual discussion, involving these 3 core fields: goods, service and investment. It has 

preliminarily defined the negotiation plan of 2016. Representatives from China, Japan, Korea, Australia, New 

Zealand, India, the ASEAN ten countries and the ASEAN Secretariat attended this round of negotiations.

8
2016/2/23-

24

The first round of China-Georgia FTA negotiations was held in Tbilisi, the capital city of Georgia. The two sides 

reached consensus on negotiation schedule, structure, various topics and principles and signed a model 

agreement.

9 2016/2/26 The 12th China-UK Joint Economic and Trade Commission (JETC) was held in the city of Birmingham.

10
2016/2/29-

3/3

The 6th round of China-Gulf Cooperation Council (GCC) FTA was held in Riyadh, Saudi Arabia. The two 

sides held in-depth talks on issues concerning trade in service, investment, economic and technological 

cooperation and leftover issues on trade in goods.

11 2016/3/18

China MOFCOM and the Ministry of Foreign Affairs of Portugal jointly presided over the 9th Meeting of China-

Portugal Joint Economic and Trade Committee. Both sides comprehensively reviewed the China-Portugal 

trade and economic cooperation situation and exchanged views on further promoting bilateral practical 

cooperation, expanding bilateral trade, deepening investment cooperation and carrying out multi-aspect 

cooperation under the framework of the “Belt and Road” in a comprehensive and profound way.

Important Events of the Asian 
Economic Integration

APPENDIX















Time Event

84 2017/1/11-12

The 50th Asia-Pacific Trade Agreement Standing Committee Meeting was held in Bangkok, Thailand. Attending 

were delegations from its six members—China, Bangladesh, India, Laos, South Korea, Sri Lanka as well as 

Mongolia, the member-to-be of the agreement.

85 2017/1/11-13

The 2nd round of China-EEU Economic Trade Cooperation Negotiation was held in Beijing. The two sides 

had in-depth negotiation on issues concerning customs procedure, trade facilitation, technical barriers to 

trade, sanitary and phytosanitary measures, trade remedy, competition, intellectual property, government 

procurement, legal and institutional stipulations and departmental cooperation. Positive progress has been 

made.

86 2017/1/12

Chinese Ministry Commerce and Ministry of Finance of Burma co-chaired the 4th China-Burma Joint 

Commission on economy, trade and technology. They carried out in-depth talks on implementing consensus 

reached by leaders of both sides, strengthening the docking of development strategies and pragmatic 

cooperation in border trade, infrastructure construction, energy, cross-border economic cooperation zones, 

finance, agriculture and husbandry, substitute planting, assistance in Burma and regional economic integration. 

Extensive consensus were reached .

87 2017/1/13

The 4th Ministerial Council of Asia-Pacific Countries Trade Agreement was held in Bangkok, Thailand. Members 

of the Agreement such as China, India, South Korea, Sri Lanka, Bangladesh and Laos and Mongolia who 

is prepared to join the Agreement sent high-level delegations to attend the meeting. At this conference, 

representatives of six members of the Agreement jointly signed the final document of the 4th round of tariff 

concession negotiation The Second Amendment of Asia-Pacific Countries Trade Agreement, and agreed 

to work hard to officially put it into effect on July 1, 2017. The conference issued the Ministers Declaration, 

announcing to launch the practical negotiations in fields such as trade facilitation, investment and service trade 

under the Agreement and to strive to launch the 5th round of tariff concession negotiation within this year. 

The conference also decided to establish the business association of the Agreement and promote to further 

improve the liberalization and facilitation level of trade investment in the region.

88 2017/1/16

Chinese Ministry of Commerce signed the MOU of Strengthening International Development, Cooperation and 

Communication between the Ministry of Commerce of PRC and Federal Department of Foreign Affairs with the 

Swiss Ministry of Foreign Affairs.

89 2017/1/16-19

The 5th round of China-Sri Lanka FTA negotiation was held in Colombo, the capital city of Sri Lanka. The two 

sides exchanged views on issues concerning trade in goods, trade in service, investment, economic and 

technical cooperation, rule of origin, customs procedures and trade facilitation, technical barriers to trade (TBT), 

sanitary and phytosanitary measures (SPS) and trade remedy. Positive progress has been made.
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