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FOREWORD 
 
The world trading system is wracked with uncertainty and risks of inefficiency linked to new forms of exclusive 
trading blocks. This challenge follows from the emergence of trade disputes between major players in the 
trading systems, involving the US and China in particular. In turn, the origins of those disputes lie in the success 
of the trading system to facilitate some developing economies onto a fast-growth track, but also its failure to 
adapt to new environments. The consequences are significant because the trade conflict negatively affects 
economic output, create uncertainty in trade, lead to the formation of new subsystems and force countries to 
make a choice among the sub systems. The Chief Economist for the World Bank Goldberg draws parallels with 
disputes of the 1980s, which led to a stronger system. She believes that if countries were to cooperate 
constructively, the same could happen again today.  

It is undoubtedly true that today’s world is different from that in the past. The important aspects of this 
difference may be represented by the development of global value chains (GVC), the increased importance of 
services in manufacturing production and expanding digital trade. Today, global value chains account for three 
quarters of the world trade. Among the three global factories—Factory Asia, Factory Europe and Factory North 
America, Asia shows a relatively higher regional concentration in the value chain trade than do NAFTA or those 
linked to EU. Recent decades have seen increasingly close linkages between services and manufacturing 
industries, referred to as the process of “servicification”. In this process, services play three different roles in 
manufacturing production which may be summarized as “out, in and with”. “Out” refers to buying services as 
inputs for manufacturing production, that is, outsourcing. “In” refers to the firm’s in-house capacity in the 
provision of value added. “With” refers to selling bundles of goods and services by a manufacturing firm. One of 
the drivers of the evolution of global value chains and the service sector is the developments in digital 
technologies. The digitalization has had a major impact on trade. It aggregates global demand and lowers the 
cost of exporting. It facilitates the entry into trade by small and medium enterprises. It reduces the capital 
requirements for establishment in many traded services. There is evidence that barriers to services and inefficient 
digital platforms could hurt manufacturing production, thus justifying the service trade liberalization to improve 
manufacturing productivity.   

The current dispute between China and the US involves a number of issues such as provision of subsidies, 
dumping of products and IP (intellectual property) issues including forced technology transfers, patent violation 
and espionage. The US unilateral measures are linked to different parts of the US Trade Act such as injury 
(Section 201), security (Section 232) and IP (Section 301). Other issues have also emerged in the US-China 
dispute such as the US security requirements in the construction of the digital infrastructure, FDI flows, and 
access to emerging technologies. The US has ruled against Chinese investment in critical IT-related infrastructure 
and this policy has been followed by a number of US alliance partners such as Australia, New Zealand, Taiwan 
Province of China and Japan.  

The imposition of tariffs by the US and China has generated negative spillover effects as others try to 
protect themselves from the import surge induced by the products diverted from either China or the US by 
imposing their own tariffs on imports. Generally, the US action is self-defeating and amounts to an “own-goal”. It 
is hardly mentioned that many of structural reforms that the US seek from China are already on China’s reform 
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agenda and thus China may possibly benefit from the reforms.  
What about the state of play in the multilateral system? WTO is faced with a number of new issues that 

include non-tariff barriers (e.g. subsidies), barriers in services and investment, digital trade, trade facilitation and 
regulatory convergence.  

From the global perspective, the application of protectionist measures by countries has not declined, but 
the composition has changed. There is much greater use of subsidies than tariffs in the decade. The failure of 
Doha Round has motivated its members to adopt new protectionist measures, refuse to cooperate in new 
appointments (e.g. in the dispute settlement process), ignore the reporting commitment and delay new work 
programs. Consequently, many countries have turned to preferential agreements for the solution of their 
problems.   

In view of the above complexities in the global environment, what strategy should Asia pursue? First, Asia 
should prioritize the issues. There are two key elements of the trading system which the major Asian economies 
should consider. One is the increasing importance of services and digital transactions in the global economy as 
many new issues (regulation, privacy, security) would come to the fore with them. The other is the failure of the 
WTO to respond and adapt to its own problems and the problems that business world is faced with.  

Second, the Asian economies should take advantage of its available assets. They have in place regional 
structures which are particularly useful at this time, including CPTPP and RCEP as well as the underlying 
structures of ASEAN and APEC. Many countries also have their own reform agendas. There are substantial gains 
from regional cooperation to achieve these reform agendas. However a regional approach alone is not likely to 
be sufficient, and regional cooperation and that at the global level should be pursued in a complementary way. 
Therefore, it is important for the Asian economies to carry out well designed cooperation at different levels. At 
the bilateral level, efforts should be made to update existing FTAs to support the evolution of value chains. At 
the regional level, the Asian economies should focus on RCEP and look for ways to harvest CPTPP on some 
difficult and new issues. For the new opportunities, the Asian economies should work more closely to take the 
BRI (Belt and Road Initiative) to the next stage, placing more importance on policy reforms to support the 
generation of its potential benefits. Last, provide a coalition of leaders for progress in WTO reform. An important 
task is to make contributions to the application of plurilateral models to services regulation, investment and 
domestic regulation (including with respect to security), and come up with a solution to the issue of developing 
country status. 

 
 
 

 
 Li Baodong          

Secretary-General   

Boao Forum for Asia 

  
 



  XIII 

 
 
 
 
 

 

LIST OF CONTRIBUTORS 
 

Lin Guijun, Lead Writer, University of International Business and Economics 
Christopher Findlay, Economic Researcher, Australia 
Deng Shizhuan, Beijing University of Civil Engineering and Architecture 
Huang Xiaoling, University of International Business and Economics 
Jiang Ping, University of International Business and Economics 
Jing Ran, University of International Business and Economics 
Li Yang, University of International Business and Economics 
Pei Jiansuo, University of International Business and Economics 
Ren Liang, Beijing Union University  
Shu Jinghong, University of International Business and Economics 
Sun Mengyang, Beijing Union University 
Xue Yi, University of International Business and Economics 
Wang Chunrui, University of International Business and Economics 
Wang Fei, University of International Business and Economics 
 



 XIV 

 
 



Chapter 1 
Directions of Asian Economic Integration amid US Bilateralism and a Weakened Multilateral Organization  

  1 

 

 
 

Chapter 1 
Directions of Asian Economic 
Integration amid US Bilateralism and 
a Weakened Multilateral Organization 
 

 
 

1.1  Introduction 

The world trading system is wracked with 
uncertainty and risks of inefficiency linked to new 
forms of exclusive blocks. How can the East Asian 
economies, China in particular, take a lead to work to 
resolve these issues? 

This challenge follows from the emergence of 
trade disputes between major players in the trading 
systems, involving the US and China in particular. In 
turn, the origins of those disputes lie in the success 
of the trading system to date, but also its failure to 
adapt (Goldberg, 2019). The consequences are 
significant. The tariff war has direct effects on 
economic output. A number of studies stressed the 
additional costs of the consequences of uncertainty 
which it creates. Others have pointed to the 
emergence of new subsystems, in relation to data 
flows in particular, with a rising risk facing economies 
of having to make a choice among these sub- 
systems. A retreat to a focus on preferential trading 
arrangements might also force the choices that 
economies would prefer to avoid. 

The Chief Economist for the World Bank 
(Goldberg, 2019) draws parallels with disputes of 
the 1980s, which led to a stronger system she 
argues. Perhaps, she says, that would happen 
again. But she also notes that “the year ahead… 
will be a nail biter”.  

Suggestions about actions which might help 

resolve the issues are offered later in the Chapter. In 
the meantime, comments are provided on the 
context in which these disputes are occurring and 
on some trends in international trade. This is 
followed by comments on the state of play in the 
US-China relationship, in the WTO and in regional 
agreements.  
 

1.2  Context 

In this section, we present some important elements 
of the context in which global trade disputes are 
now occurring. 

1.2.1  Global Value Chains 

Global value chains (GVCs) are well entrenched. 
Various indicators are available. Commonly used is 
the share of goods or services in total exports which 
cross a border more than once. About three quarters 
of trade meets this test. Asia shows a relatively higher 
regional concentration in its value chain trade than 
the NAFTA economies or those linked to EU (Kang, 
2018).  

Other indications are that the growth of the 
chains has slowed, for example, the share of output 
which is exported is falling (Lund et al, 2019). This is 
especially so for high value added products. The 
OECD (2018a) reports that the fragmentation of 
production peaked in 2008 and that from 2011 a 
variety of factors slowed its pace. The OECD 
(2018b) finds that the foreign value added share 
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of exports has fallen since 2011, especially in 
China and the US.1 

To some extent this change reflects changes in 
patterns of demand, where for example China 
consumes more of what it produces. China is also 
using more of its own content in its production, 
replacing imports with its own intermediate 
products, and moving up value chains in the process. 
Another explanation may be that pace of change in 
the costs of organising international trade stopped 
falling so fast so that the system of value chains has 
reached an equilibrium. A change in trends in policy 
could also impede the development of value chains, 
such as additional border barriers applied to 
intermediate products (Bown, 2018a).  

Lund et al (2019) argue that the significance of 
differences in labour costs as the basis of value chains 
is diminishing. New production technologies provide 
a different basis for the design of the chains 
(cooperation in innovation for instance), or may even 
collapse them (e.g. with 3D printing). However, as Lund 
et al (2019) explain, this means the focus shifts to digital 
technologies and data flows in terms of cross border 
flows instead of physical movements. Lund et al (2019) 
find that value chains have become even more regional, 
especially in Asia and in EU, according to the shares 
of goods trade within the same region.  

The OECD (2018) stresses that although the 
growth of fragmentation has slowed, the overall level 
remains high (now only a little below the level of 
2005). Changes in the foreign value added share of 
exports have also increased since 2005 for some 
economies (OECD, 2018b). Value chains will also 
continue to change shape, in some cases as a result 
of the consequences of development and its effects 
on relative factor prices, and as a result of the 
outcome of policy choices. Examples from recent 
events are discussed below. 

Services trade is growing faster than trade in 
goods (sometimes 2 to 3 times faster). Services are an 

———————————————————————— 
1 These observations when combined with trends in FDI flows 

have led to commentary on the concept of “slowbalisation” 
(https://www.economist.com/leaders/2019/01/24/the-steam-has-
gone-out-of-globalisation). However the latest UN data shows 
that while inflows have fallen for three years in a row, these 
changes were concentrated in developed economies. Those to 
developing economies increased by 3 percent (https://unctad. 
org/en/PublicationsLibrary/diaeiainf2019d1_en.pdf). FDI into 
China is (so far) also resilient, rising by 3 percent in 2018 in US 
dollar terms, and increasing especially from Europe (https:// 
tradingeconomics.com/china/foreign-direct-investment). 

important complement to goods value chains, 
including traded services: for some economies the 
foreign services value added in goods exports is 
greater than the domestic share which in total can 
be of the export of 40 percent of export value (OECD, 
2018b). In addition, while the goods trade value 
chain growth may have stalled, there is an argument 
that the emergence of these chains in services is 
growing more rapidly—given the impact of new 
technology, the current state of impediments to 
trade in services and the interest in their reduction. 
Lund et al (2019) also stress the growth in data flows, 
which are used to deliver services, including the 
processes that support manufacturing, and 
which include social media and other online 
communications. These tend not to be measured 
correctly and the value of services trade is 
understated as a result. 

The OECD (2018) notes the policy reference 
points that emerge from these developments as 
follows—“border barriers result in cumulative costs, 
exports require imports, services are the key to 
competitiveness, (and) comprehensive trade agreements 
grow markets”. 

1.2.2  Evolution of Business Models 

Recent decades have seen increasingly close linkages 
between services and manufacturing industries, 
referred to as the process of “servicification” (Lanz 
et al., 2015). In this process, services play three 
different roles in manufacturing industries, which 
are summarized by Simangunsong et al (2019) as 
“out, in and with”. 

●  “Out” refers to buying services as inputs for 
manufacturing production, that is, outsourcing.  

●  “In” refers to the development of better 
in-house capacity in the provision of value added 
that might otherwise be procured through a services 
transaction. 

●  “With” represents the situations in which 
manufacturing firms sell bundles of goods and 
services in both domestic and foreign markets. 

Simangunsong et al (2019) report results that 
the outsourcing process enables manufacturing 
firms to specialise in their areas of strength, thereby 
improves firm productivity, leading to higher profits 
or higher exports. There are also positive links to 
R&D activities and innovation. The outsourcing 
process also supports the development of value 
chains in services, providing opportunities for 
developing economies. 
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Outsourcing clearly involves some risks, and 
requires a careful choice to sustain the core strengths 
which are the basis of the competitive advantage in 
a firm. Service-type activities might be developed 
in-house for this reason, especially where the costs of 
contracting are high or where the activity is regarded 
as a core for strategy. Miroudot and Cadestin (2017) 
identify a shift to service activities within manufacturing 
firms in a number of economies.  

The provision of goods bundled with services 
according to research reviewed by Simangunsong et 
al (2019) is also associated with export growth and 
higher profitability, as well as creating more value for 
customers. Both in-house development of services 
and the provision of services bundled with goods 
provide new opportunities for manufacturing facing 
pressures for structural adjustment.  

Simangunsong et al (2019) argue that these 
developments add to the case for service trade 
liberalization, since it can improve manufacturing 
productivity and lead to better manufacturing 
performance. 

Recent researches reported in the US show 
interesting trends which illustrate some of these 
developments. Fort, Pierce and Schott (2018) find 
that the number of workers in the manufacturing 
sector who work in manufacturing plants fell from 
the order of 20 million to 10 million between 1977 
and 2012. They also find that people working in the 
manufacturing sector in non-manufacturing plants 
rose from 13 million to 23 million (so that the number 
of people employed in manufacturing increased 
slightly): this was due to growth of jobs in areas such 
as design and IT, that is, jobs which might also be in 
the service sector. Most of this adjustment occurred 
within businesses that remained in the sector, and 
was not due to exit of old firms and entry of new 
ones: “(in the context of competition from China) 
America’s manufacturing groups quietly re-engineered 
themselves” (Tett, 2019). 

1.2.3  Digital Technology 

One of the drivers of the evolution of global value 
chains and the service sector is the development in 
digital technologies. Lund et al (2019) focus on the 
application of digital platforms, better logistics 
technologies (including the application of AI, of the 
internet of things and of blockchain) and the 
processes of 3D printing. Lower logistics costs 
promotes trade in goods, while other technologies 
encourage reshoring. New goods and new services 

will be created. Lee-Makayama (2018) observes that 
digitalization has had a major impact on trade. It 
aggregates global demand and lowers the cost of 
exporting, so that trade increases. It facilitates the 
entry into trade by small and medium enterprises. It 
reduces the capital requirements for establishment in 
many traded services.  

The WTO’s World Trade Report for 2018 (WTO, 
2018) notes the scale of ecommerce transactions 
which are facilitated by this technology, the vast 
majority (86 percent) of which are business to 
business transactions. The report also stresses the 
scope for these technologies to lower costs of doing 
business, leading to trade growth. But the composition 
of trade will change, leading to faster growth of trade 
in services. The composition of trade in services also 
changes. The report nominates intellectual property 
rights, data flows, privacy and digital infrastructures 
as key issues emerging in these processes. 
Lee-Makayama (2018) refers to impediments to digital 
trade related to the application of privacy measures 
and different treatments of intermediary liability for 
the activities of users. 

Whatever the net effects of these technologies 
on the composition of trade in terms of goods and 
services, the changes they drive are significant. 
Their impact depends on the creation of the 
infrastructure to support the flows of data (and the 
provision of services based on data). Economies start 
to regard these forms of infrastructure as critical for 
their future growth. They also become more concerned 
about the consequences of a disruption to that 
infrastructure and to other security issues or forms 
of intrusion into that infrastructure to capture data 
that it transmits. 

1.2.4  Economic Reform Agendas—Case Study 
of China 

The case for economic reform never goes away. 
There is always some new issue. Trade policy too is 
generally part of a reform agenda, but these 
elements complicate its application. This challenge is 
shared among economies: there is mutual interest in 
its resolution. International cooperation can be of 
assistance, as it is argued here. 

China’s reform agenda is acknowledged by 
leaders. President Xi has made speeches about the 
value of reform1. The President has also said that new 
policy requires the backing of the people and that 

———————————————————————— 
1 http://www.xinhuanet.com/english/2019-01/22/c_137763210.htm 
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the benefits of policy change have to be shared 
among all.1 The elements of a reform program tend 
to become increasingly ambitious and more 
fundamental as development proceeds. At the same 
time, the process of development strengthens various 
forces which resist change. The attitude of the people 
may also change, as they become more concerned 
about the costs of change. The intensity of the reform 
challenge, in other words, increases as time goes by.  

Extensive reform has been underway in China, 
including actions taken under the supply side 
structural reform (SSSR) agenda from 2015. Boulter 
(2018) reviews events leading up to the adoption of a 
set of these policies in China. These were part of the 
adjustments to the consequences of China’s response 
to the global financial crisis and also part of the 
search for new sources of growth. Boulter gathers 
together the various policy announcements and 
finds 5 core elements in the structural reform package. 
These include cutting excess industrial capacity (also 
linked to meeting tighter environmental standards), 
reducing leverage in the corporate sector, reducing 
property inventories and lowering costs for business 
(thereby promoting the private sector). The fifth goal 
is to address weak links in the economy, which includes 
especially environmental quality and poverty levels.  

Boulter (2018) reports some progress in the 
SSSR, and notes the complementarities within the 
package (e.g. cutting excess capacity can raise prices 
and profits and help resolve financing issues). He says 
that innovation was a theme of the policy package, 
which was stressed in the document “Made in China 
2025” released in 2015. Subsequent reports on the 
progress of SSSR have noted the performance of 
areas such as big data, artificial intelligence, 5G 
communications, aircraft engines and new- energy 
vehicles. The main policy tools are research and 
development expenditure, tax rebates for research 
spending and demonstration zones.  

China’s policy settings were also recently 
examined in a Trade Policy Review at the WTO, to 
which China is now responding.2 A number of other 
studies have discussed what might be included in 

———————————————————————— 
1 http://www.chinadaily.com.cn/a/201812/18/WS5c1854a7a3107 

d4c3a001612_2.html  
2 https://www.wto.org/english/tratop_e/tpr_e/tp475_crc_e.htm 

China’s response to the 1900 questions asked of it are not yet 
available. See also the commentary at https://www.ictsd.org/ 
bridges-news/bridges/news/china-trade-policy-review-concludes- 
highlighting-iprs-industrial-policy 

China’s future reform agenda [e.g., Lin and Shen 
(2018), Lardy (2018), Huang and Wang (2018), Li 
and Wei (2018) and Chen (2018)].  

The experience of both China and other 
economies suggests international cooperation can 
play a role in supporting the reform agenda. There is 
a number of channels. One is to set up information 
sharing systems that add to transparency, monitor 
change and impact and share the outcomes with 
trading partners. Another is to share experience and 
cooperate on the design of new policy and its 
implementation. APEC offers a good forum for this 
sort of work. A third is to embed reform programs in 
commitments in international agreements, which 
builds confidence in trading partners and among 
investors about the direction of change, and in turn 
provides confidence to others to also pursue reform.  

1.2.5  Belt and Road Initiative 

The BRI offers great opportunities to lower connectivity 
costs, via investment in infrastructure capacity 
(especially rail capacity). On average trade costs fall 
by 2.8 percent with the rest of the world (evidence of 
an important spillover from the BRI) and 3.5 percent 
with other BRI economies (Boffa, 2018). But the 
benefits will only be captured if policy issues are also 
tackled, e.g. border crossing and trade facilitation, 
logistics services (weak links) and FDI regimes.3 

 

1.3  State of Play in the US 
Bilateral Strategy 

The current dispute between China and the US 
involves a number of issues.4 5 These include: 

●  provision of subsidies, including via the 
provision of credit to state-owned enterprises; 

●  dumping of various products in international 
markets; and 

●  IP issues including forced technology transfers, 
patent violation and espionage.  

The US imposed tariffs linked to various parts of 
the Trade Act, to which China retaliated: 

———————————————————————— 
3 For further commentary on these policy issues, see the 

discussion at https://www.worldbank.org/en/topic/regional- integration/ 
brief/belt-and-road-initiative 

4 Key events are summarised here: https://piie.com/blogs/trade- 
investment-policy-watch/trump-trade-war-china-date-guide 

5 An example of a US statement of concern is contained in a 
statement by the US ambassador to the WTO in December 2018.    
https://ustr.gov/about-us/policy-offices/press-office/press-releas
es/2018/december/statement-united-states-ambassador 
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•  injury: solar panels and washing machines 
(201); 

•  security: reliance on steel and aluminium 
imports (232); 

•  IP: Assessment of unfair practices (301). 
Generally, the analysis is that the US action is 

self-defeating and amounts to an “own-goal” (Lovely 
and Yang, 2018). The US has also provided farmer 
support to the value of USD12 billion to compensate 
for lost export opportunities which adds to the list of 
subsidies. These events add to uncertainty in the 
trading system, which affects investment decisions, 
which may have an even larger impact than the 
direct effects of the tariffs imposed. 

Other elements at issue in the relationship 
relate to security, in the context of the construction 
of the digital infrastructure, FDI flows, and access to 
emerging technologies. The US John McCain 
National Defense Authorisation Act1 allows reviews 
of foreign investment on national security grounds 
and export controls on emerging technologies. The 
US Department of Commerce has called for comment 
for a review of emerging technologies2 that should 
be subject to export controls, and which might have 
implications for national security. On infrastructure, the 
US has ruled against Chinese investment in critical 
IT-related infrastructure—as have its trading partners, 
e.g., treatment of Huawei by Australia (banned on 5G 
networks), Taiwan Province of China, and Japan. 

Following the G20 meeting there is a pause 
(otherwise tariffs now at 10 percent to 25 percent). 
The outcome could involve greater Chinese 
purchases from the US of food (rice, soybean) and 
energy. Other talking points are market access for 
American banks and automakers, and Chinese action 
on intellectual property.3 However, if so, this outcome 
leads a higher degree of managed trade, with 
implications for trade agreement commitments on 
offer from China. The result may not resolve the 
uncertainty issue either, since whatever is agreed 

———————————————————————— 
1 See https://fas.org/sgp/crs/natsec/IF10942.pdf for an overview 

of the Act. 
2 See https://www.federalregister.gov/documents/2018/11/19/ 

2018-25221/review-of-controls-for-certain-emerging-technologi
es and https://www.whitecase.com/publications/alert/department- 
commerce-review-export-controls-emerging-technologies 

3 For examples of reporting of the talks, see https://www. 
bloomberg.com/news/articles/2019-01-04/china-u-s-to-hold-vic
e-minister-level-trade-talks-jan-7-to-8 and  https://www.bloomberg. 
com/news/articles/2019-01-06/seven-key-issues-to-determine- 
success-of-u-s-china-trade-talks 

the threat of tariffs to be imposed may remain. Nor 
may it resolve the fundamental issues of concern 
to the US. Bown (2018b) argues that the US may lack 
incentive to continue to insist on the structural 
reforms which it seeks in China, given the costs it 
bears from the measures it imposes, and given the 
distribution of the benefits of China’s reforms to other 
trading partners. On the other hand, as noted above, 
China too benefits from the reforms of the type 
sought by the US and for which it has on its own 
agenda. China too has an interest also in resolving 
these issues in ways do not impede future choices 
related to investment and trade flows, for example, 
by providing reassurances on IP, security and 
subsidies issues. 

The war spreads by others imposing tariffs to 
protect themselves from the import surge induced 
by the products diverted from either China or the US. 
An example is EU proposed imposition of tariff 
quotas on steel (25 percent when flows hit traditional 
levels—to apply to 2021)—attributed to the spillover 
from US tariffs.4 Export opportunities also created are 
not compensation since the adjustment costs are 
concentrated within a sector. The trade war may also 
affect the patterns of FDI flows: there might be 
redirection of FDI away from China to ASEAN for 
example (ESCAP, 2018a) and also increasing interest 
by China in outward FDI and the policy conditions 
affecting that, which becomes a talking point in FTA 
negotiations.  

As noted, a critical issue in this interaction of 
China and the US is the treatment of security goals in 
relation to digital infrastructure. Ikenson (2017a, b) 
observes that the approaches of both China and the 
US to cybersecurity, which involves various bans, 
have been “absolutist” and the outcomes that would 
be observed if the motive was protectionism. He 
appreciates the legitimate interests of governments 
to provide security but the current approaches he 
argues provide a false sense of cybersecurity, reduce 
the scope for innovation and growth, and threaten 
the trading system. He proposes instead that a 
risk-based approach to the application of policy be 
adopted in each economy and then codified in a 
relevant treaty (see also Article 19.15 of the USMCA 
which provides an example of this approach). He 

———————————————————————— 
4 See https://insidetrade.com/daily-news/eu-announces-plan-impose- 

safeguard-measures-steel-products https://ec.europa.eu/info/news/ 
commission-publishes-its-findings-steel-safeguard-investigation- 
2019-jan-04_en 
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refers to the experience of the use of those 
approaches in the US private and public sectors. 
The risk of protectionism in the name of security 
remains and Ikenson proposes the use of WTO 
processes to manage that risk.  

 

1.4  State of Play in the 
Multilateral System 

Success in the world trading system leads to pressure 
for change in the WTO, since growth driven by trade 
has changed the weights of the various participants, 
plus there are more members and more developing 
economies.1 In addition, there are new issues to 
resolve: 

●  tariffs relatively less important 
●  other barriers growing, e.g. subsidies 
●  barriers high in services and investment 
●  digital trade issues more significant 
●  more focus on trade facilitation  
●  more interest in regulatory convergence 
With respect to new measures, a trend of 

interest in this context is the choice of policy 
instruments by trading nations. The application of 
protectionist measures has not declined, but their 
composition has changed. Global Trade Alert reports 
much greater use of subsidies (52 percent of new 
measures including export subsidies) compared to 
tariffs (16 percent) in the decade since November 
2008.2 

The system, it is argued in Hoekman (2018), is 
not responding effectively to this set of issues. Even 
though some results have been achieved, e.g. the 
Trade Facilitation Agreement and some progresses 
on agricultural subsidies. Overall the WTO failed on 
the Doha round and its members are 

●  adopting new measures (e.g. subsidies as 
noted above); 

●  unable to resolve appointments (e.g. in the 
dispute settlement process); 

●  not meeting expectations on reporting (e.g. 
subsidies); and 

●  not settling a new work program (e.g. those 
related to digital technologies). 

Many economies have turned to preferential 
agreements but it is not clear that these agreements 

———————————————————————— 
1 This summary of issues in the multilateral system is derived 

from Hoekman (2018). 
2 https://www.globaltradealert.org/global_dynamics 

will handle the challenges either. 
The report makes a number of recommendations, 

one of which is for cooperation on new issues or 
sectors on an open and plurilateral basis. This 
means that any member can participate (on topics 
suggested by groups of members). “Open” means 
others can join on the same terms as the 
foundation members. In these arrangements, the 
benefits applied to all members (on a non- 
discriminatory basis). Success would be based on 
good exchange of information, and on reaching a 
critical mass of members. Likely applications are to 
regulatory cooperation (e.g. adoption of good 
practice for a particular sector), competition policy, 
and approaches to equivalence. Suggestions for 
topics are e-commerce, investment facilitation, 
SMEs, and domestic regulation of services.3 Some 
progress is apparent, with the conclusion in 
January 2019 of a statement on e-commerce, 
where members confirmed their “intention to 
commence WTO negotiations on trade-related 
aspects of electronic commerce”.4 The signatories 
included China, the US and EU.  

Hoekman (2018) stresses that progress in WTO 
reform depends on leadership, and the report calls 
on a coordinated effort by large powers to support 
initiatives in the WTO. The challenge is that the US 
has taken a different stance in the WTO: “the US does 
not see itself as being guarantor, the prime mover, of 
the multilateral trading system” (Wolff, 2018). EU is 
constrained in terms in political capacity and also by 
its strategy (including the role of its values and its 
predetermined positions). The focus then shifts to 
economies in Asia, especially Japan, given its evident 
leadership role in the creation of the CPTPP. 
Hoekman (2018) also notes that the presence of 
global value chains means that there is greater scope 
for groups of economies to play a role, and suggests 
that groups of economies who seek deep integration, 
such as CPTPP and RCEP members, can “drive the 
trading system forward”. Wolff (2018) says it is early 
days but “it is possible some form of collective 
consensus can help move the WTO forward”, 
based on participants’ recognition of the benefits 
of the trading system, in other words, the 

———————————————————————— 
3 Negotiations on Trade in Services Agreement (TISA) involved 

as subset of WTO members but it does not meet these conditions 
and was put on hold by the Trump Administration in 2017. 

4 file:///C:/Users/a1072059/Downloads/1056.pdf 
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recognition that the collective interest is part of 
the national interest.  

The business constituency may also become 
more effective, since the uncertainties in the trading 
system have led to greater interest in the rules based 
on approaches of the WTO. The Pacific Economic 
Cooperation Council reports in its current State of the 
Region Survey that over 50 percent of business sector 
respondents think that APEC leaders should make 
the WTO a priority for their attention, compared to 
figures between 10 and 16 percent since 2010. 
Business was also vocal in their support for the 
e-commerce negotiations.  

A key issue for the US and other economies 
is China’s continuing status in the WTO as a 
developing country member. In the WTO, this 
status is “self-declared”, and it involves special 
and differential treatment, in terms of levels of 
commitments, and timetables for their implementation. 
Trade Ministers of EU, Japan and the US have 
“called on advanced WTO members claiming 
developing country status to undertake full 
commitments in ongoing and future WTO 
negotiations”.1 This issue is discussed by Cutler and 
Doyle (2019). China has been resolute in 
maintaining that status, while stating its 
willingness to take on additional obligations. 
Cutler and Doyle review options for dealing 
with this debate. These include developing an 
objective standard, maintaining the status only 
for specified sectors, negotiating the status in the 
context of future agreements and adopting 
roadmaps for graduation from the status of 
“developing”. Cutler and Doyle note the 
opportunity for China to take a lead in this 
debate and the importance of the US being 
willing to consider reasonable proposals. As they 
say, “both economies have a stake in maintaining 
and strengthening the WTO, and should work 
together to ‘get the names right’ and bring clarity 
to this issue.” 
 

1.5  Directions of Regional 
Trading Arrangements 

Regionalism is alive and well in the Asia Pacific: 248 

———————————————————————— 
1 https://ustr.gov/about-us/policy-offices/press-office/press-releases/ 

2018/september/joint-statement-trilateral 

trade agreements involving at least one Asia 
Pacific economy are in place (17 new agreements 
were signed in 2017-2018). Many bilaterals are 
underway — ESCAP (2018b) lists about 70 agreements 
currently under negotiation. Our main interest is 
the multi-member structures of CPTPP, RCEP and 
the USMCA (see Table 1.1), rather than the 
bilaterals. 

 

Table 1.1  USMCA, CPTPP and RCEP 
Membership 

USMCA CPTPP RCEP 

US   

Canada Canada  

Mexico Mexico  

 Peru  

 Chile  

 Australia Australia 

 Japan Japan 

 New Zealand New Zealand 

 Brunei Brunei 

 Malaysia Malaysia 

 Singapore Singapore 

 Vietnam Vietnam 

  Lao PDR 

  Myanmar 

  Indonesia 

  The Philippines 

  Thailand 

  Cambodia 

  China 

  India 

  Korea, Republic of 

 
RCEP covers a significant part of the regional 

and world economy (see Table 1.2). The trade 
coverage of RCEP is 4 to 5 times that of ASEAN, 
and twice as big as CPTPP. When signed, RCEP 
would be the world’s largest regional trading 
arrangement.  
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Table 1.2  CPTPP, RCEP and ASEAN 

  CPTPP RCEP ASEAN 

Population (million) 499 3,495 625 

Aggregate GDP 
Amount (USD billion) 9,838 22,878 2,438 

Share (percent) 13 31 3 

Trade Value (USD billion) Exports 2,548 5,166 1,202 

  Imports 2,597 4,667 1,143 

Share of World Trade (percent) Exports 17 30 7 

  Imports 15 27 7 

Share of Asia-Pacific Trade (percent) Exports 40 81 19 

  Imports 44 79 19 

Source: ESCAP (2018b).  

 

US withdrew from TPP12 in January 2017. The  
CPTPP, which was signed in March 2018, has 30 
chapters, with wide coverage. Many members 
already have FTAs with each other, but not all, so 
market access is improving. For example, customs 
duties on 98 percent of tariff lines are cut to zero 
once fully implemented, rules of origin are aligned 
up plus accumulation of value to meet the rules is 
introduced, a negative list approach is adopted on 
services, and there are commitments on digital trade 
and SOEs. CPTPP involved a number of exclusions 
compared to TPP related to IP, labour laws, ISDS 
and wildlife, plus some economy-specific matters: 
these 22 provisions are suspended, not deleted, 
which is a significant message to the US that these 
elements can be reconsidered. The CPTPP entered 
into force: 

●  on 30 December 2018 for Australia, Canada, 
Japan, Mexico, New Zealand, Singapore; 

●  on 14 January 2019 for Vietnam; and 
●  will do so for Brunei Darussalam, Chile, 

Malaysia and Peru 60 days after they complete their 
respective ratification processes.  

New member accession can be negotiated with 
current members—a number of potential members 
have been suggested, including China (Terada, 2018). 

Kawasaki (2018) examines the outcomes of 
CPTPP (compared with those of TPP). Members gain 
0.3 percent of GDP from the tariff cuts and with the 
additional treatment of non-tariff measures gain 1.4 
percent of GDP. In these results, the US is not affected 

by the signing of the CPTPP but other non-members 
lose (China -0.2 percent, India -0.2 percent, Korea 
-0.1 percent and Thailand -0.2 percent of GDP). Petri 
et al. (2017) on the other hand report a big fall in 
absolute gains from CPTPP compared to TPP, due to 
their more pessimistic assumption about NTM 
impacts, with the drive from the US not included, 
and the impact of existing FTAs. The gains are 
especially less for CPTPP than TPP for Japan, 
Malaysia and Vietnam. Others benefit from 
exclusion of the US due to the diversion of trade, 
e.g. Canada, Australia, Mexico, but still lose overall 
compared to TPP.  

With respect to RCEP, leaders met in November 
2018 and noted the “substantial progress” (rather 
than mentioning a “substantial conclusion” to the 
negotiations).1 India asked to delay until after the 
general election in April-May 2019, Australia too has 
an election by May, and Indonesia in April. Seven 
chapters are now complete (Customs, Procurement, 
SPS measures, Standards, Institutional plus Economic 
and Technical Cooperation, Small and Medium 
Enterprises) and 5 of these were finished in 2018. 
Those to come are market access for goods and 
services (financial and telecom in separate chapters). 
The level of ambition on goods is still unsettled 
but the goal is significant improvements over the +1 
agreements. Other chapters include ROO, investment, 

———————————————————————— 
1 https://asean.org/joint-leaders-statement-regional-comprehensive- 

economic-partnership-rcep-negotiations/ 
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competition, IP, e-commerce, and dispute settlement. 
There is nothing in RCEP on environment, SOEs or 
labour standards. 

Leaders referred to flexibility to respond to 
challenges of diverse circumstances—so the 
outcome is not likely to be “at the level of CPTPP”. 
There will be another round of negotiations in 
Indonesia in early 2019 and the next full round is in 
Australia in May or June, which will be critical to the 
outcome. Note that in April Australia and ASEAN will 
also celebrate 10 years of operation of the AANZFTA 
(one of the +1s): these events offer the opportunity 
for coalition building around RCEP as well.  

RCEP is built on the ASEAN+1 agreements, and 
is ASEAN-led. Terada (2018) discusses its additional 
benefits over CPTPP. RCEP also offers significant 
opportunity to clean up rules of origin and border 
procedures. Even if the market access outcomes are 
modest, these elements offer significant benefits. The 
key issue in RCEP will be the extent to which the 
ROOs become trade facilitating. 

RCEP leaders referred in their last statement to 
the “headwinds” in the global economy and 
“undertook the collective commitment to deliver on 
the expeditious conclusion of the RCEP negotiations 
to foster an open, inclusive, and rules-based trading 
system, and demonstrate to the world that it is 
possible to make trade work for all”. A successful 
conclusion of the RCEP, according to Singapore 
Minister for Trade and Industry Chan Chun Sing, will 
"send a strong and powerful signal to the world of 
our belief in free and open trade with benefits for all 
our respective people". 1 

Malaysia’s International Trade and Industry 
Ministry Deputy Secretary-general Datuk Norazman 
Ayob said, “RCEP—which does not include the US— 
would present huge trade and investment 
opportunities amid the trade conflict between US 
and China”,2 

There are other ways in which RCEP can add 
value to CPTPP. Generally CPTPP offers standards of 
commitment to aspire to, but not all RCEP members 
may be able to make them now. The CPTPP also 
provides input for other processes in which RCEP 
members might engage: 7 out of 11 CPTPP members 

———————————————————————— 
1 https://www.straitstimes.com/asia/rcep-on-track-for-major- 

deal-by-year-end-chun-sing 
2 https://www.thestar.com.my/news/nation/2018/10/12/rcep-set- 

for-early-conclusion-trade-ministry-tensions-between-us-and- 
china-giving-talks-more-momentu/ 

are in RCEP, and they may argue for transitions by the 
non-members, supported by technical and economic 
cooperation. Covering existing value chains in East 
Asia, and facilitating participation by India in those 
value chains is another significant contribution of 
RCEP.  

Interests differ among key economies in the 
RCEP outcome. Wignaraja (2018) discusses the 
situation in India, which with respect to goods is 
apparently concerned about reduction of tariffs and 
import surges. India has made a series of offers (e.g. 
tariff tiers, then 70-75 percent tariff line coverage, 
both rejected by other members); the modelling 
indicates the scale of benefits to India from full 
participation, where its competitiveness could be 
supported by further structural reform. Also in 
services, India would expect to benefit from market 
access in East Asia. In people movement and in IP, 
India is also a demander. These parameters suggest 
there is scope for a deal to be done with India, 
involving a package of commitments by all members, 
plus a domestic support strategy in India. At worst, 
the outcome could put India on a different trajectory 
to meet commitments than others. 

Japan appears ambitious in RCEP at least with 
respect to rules on IP, ecommerce, digital economy, 
competition, which could include SOE disciplines.3 
Its goals are also to further lower costs of trade in 
value chains, to add to the achievements of CPTPP, 
and to make a statement about the value of trade. 
Japan reportedly seeks good coverage of investment, 
services and rules as well as a high tariff line 
coverage.  

In the case of China there are forces in both 
directions in relation to RCEP. Lessening the pressure 
to participate are the absence of the US from the 
CPTPP, and the challenges of domestic reform what 
would follow from RCEP commitments, as noted 
above. But at the same time commitments in RCEP 
by both China and other members may offer the 
scope to drive domestic reform, especially in the 
context of delivering on China’s interests offshore. 
One of these, as noted earlier, may be the changes in 
FDI flows (driven by the uncertainties created by US 
tariffs), and China’s own interest in its outward 
investment. The latter leads to greater interest in 
trade agreements with economies who have access 

———————————————————————— 
3 This assessment is based on discussions with officials familiar 

with the RCEP processes.  
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to the US market. China has an interest in translating 
its digital industry capacity to markets offshore. The 
outcome depends on getting the right bundle of 
commitments together.  

With these elements of national interests, and 
with reference to the current context of the trading 
system, an RCEP outcome is expected in 2019. It is 
likely to be one agreement, but in goods with a 
series of annexes that are bilaterally negotiated, i.e. 
different members offer different tariff schedules to 
other members. On services, the outcomes are less 
clear, noting that only 4 RCEP members are also 
members of the TISA process. On government 
procurement, the text agreement is a framework into 
which detail is developed over time. Of interest is 
that this approach could also serve as a model for 
SOEs, spelling out an intention and then negotiating 
on implementation. The main question is how to 
discipline the application of these commitments, and 
how to implement structures that lead to 
improvement. CPTPP has a good institutional set up 
in this respect, with a Commission and 12 subsidiary 
groups. 

Another element of the regional structure is the 
USMCA. It was signed by the US, Canada and Mexico 
at G20 Summit in Argentina to replace NAFTA. It is 
yet to be endorsed in all domestic processes. The US 
Congress may demand changes and the President 
may threaten USMCA or nothing (there is a debate 
about his power to do so). But this along with new 
KORUS does indicate the capacity in the US to 
complete a negotiation, although with less confidence 
with respect to implementation, including via Congress. 
The main changes compared to NAFTA are rules on 
car production, labour and environmental standards, 
intellectual property protection, and digital trade 
provisions.1 

A significant interest in the USMCA is in clause 
32.10, by which members must inform others three 
months prior to commencing negotiations with a 
“non-market economy”. A non-market economy is “a 
country that on the date of signature of this 
agreement at least one Party has determined to be a 
non-market economy for purposes of its trade 
remedy laws and is a country with which no Party 
has a free trade agreement”. This is generally read to 

———————————————————————— 
1 A report by the European Parliament suggests that elements of 

the USMCA are not consistent with the WTO. http://www. 
europarl.europa.eu/RegData/etudes/ATAG/2018/630341/EPRS_
ATA(2018)630341_EN.pdf 

mean China. Other members can review the 
proposed agreement prior to signing, and if the 
agreement goes ahead other members may 
withdraw from USMCA and replace it with a new 
bilateral agreement. This clause clearly complicates 
the processes that Canada and Mexico would follow 
in any negotiation with China (including via the 
CPTPP if that track were used). Other economies (e.g. 
ASEAN members, Peru, New Zealand, Australia, Chile) 
who already have an FTA with China would not be 
exposed to this demand in any future FTA 
negotiation with the US. Other members would likely 
be keen to add to their existing FTAs with China. 
Those without an FTA with China and seeking one 
with the US are likely to be confronted by this, e.g. 
Japan and EU. The clause when present effectively 
requires consultation about the approach to China, 
and also creates uncertainty in that outcome. But 
it does not stop negotiation proceeding: indeed 
some commentators argue that Canada for 
example should proceed to show how progress on 
issues with China can be made. It is of interest to 
consider how China and others can work together 
to manage these elements of risk in the trading 
system.  

Other aspects of the regional setting of interest 
are the positions of EU and the US and the 
interactions of their strategies with the RCEP and 
other processes.  

The US (with its withdrawal from TPP12) has 
relatively light coverage of its trade in the Asian 
region with formal agreements: it has FTAs with 
Korea, Australia and Singapore only. The US will 
connect further to some degree in the region. Its 
activity includes: 

●  proposed negotiation with Japan; 
●  agreement with the Philippines; and 
●  implementing the new agreement with 

Korea. 
It is also involved in sectoral discussion with 

EU and is expected to launch with the UK when 
that becomes possible. Terada (2018) reviews 
implications of RCEP for the US. He notes that 
success in the RCEP process would reduce Asian 
dependence on the US market, and bring key US 
allies closer to China. He finds it surprising that the 
US has emphasised bilateralism and downplayed 
the advantages of multilateralism, in the context 
of its relationship with China. He discusses 
therefore the consequences of the US returning to 
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the CPTPP. 
Of interest is the strategy of EU in the region. 

Talks have begun with Australia, following conclusion 
of negotiations with Japan (that agreement enters 
into force on 1 February) and with Mexico. The 
EU-Canada agreement entered into force in 
September 2018. EU is involved in negotiations with 
ASEAN as a group and many members, plus India 
and New Zealand. The EU-Vietnam negotiations in 
particular are very advanced. EU has an EPA with Fiji 
and PNG and is seeking accession of others in the 
Pacific. With respect to an agreement by EU with the 
US, TTIP was shut down in 2016 with the change in 
US administration, but in mid 2018 EU and the US 
agreed to a new round of talks in the form of a 
“mini-deal”. However, the parties continue to disagree 
on its scope.1 This lack of agreement is interesting in 
the context of the US-China dispute and the tactics 
of the US in engaging its allies in joint discussion 
with China. This is often suggested as a means for the 
US to achieve a quicker resolution with China. A 
tighter and more coordinated US-EU coalition, for 
instance, would add to pressure on China for change 
in particular directions sought by the US, create a 
more complex negotiating environment and limit 
China’s options, including in the WTO reform process. 
Bown (2018b) makes the case for cooperation 
including with Japan.  

 

1.6  Next Steps 

There are two key elements of the trading system 
which economies in East Asia and China in particular 
should consider. One is the likely changes in the 
composition of trade, and the shift to services and to 
digital transactions. A large set of new issues 
(regulation, privacy, security) come to the fore in that 
case: some are already present and are driving 
current disputes in the trading system. There are risks 
of a segmented approach to their resolution. The 
other is the failure of the WTO to respond and adapt 
to both the forces which its own processes have 
unleashed and also to these changes in the ways 
that business is done.  

This situation creates challenges but also 
opportunities for the economies of East Asia and for 

———————————————————————— 
1 https://www.aei.org/publication/us-europe-trade-relations-bad- 

news-on-fta-negotiations-and-good-news-on-the-right-to-be- 
forgotten/ 

China in particular. The challenges relate to the 
uncertainties being created, and the risks of 
partitioning in the trading system, particular with 
respect to data and security regimes. Significant 
opportunities are lost if that happens.  

The East Asian economies have assets and also 
opportunities for private incentives to act. They have 
in place regional structures which are particularly 
useful at this time, including CPTPP and RCEP as 
well as the underlying structures of ASEAN and 
APEC. They also have their own reform agendas 
(here we concentrated on China’s) where international 
commitments are of mutual interest, given how these 
reform processes continue to evolve and how they 
are increasingly difficult to manage as development 
proceeds. There are substantial gains from regional 
cooperation to achieve these reform agendas, 
success in which drives performance in key areas of 
social significance, including with respect to reducing 
poverty levels and increasing environmental quality. 
However a regional approach alone is not likely to 
be sufficient; regional cooperation and cooperation 
at the global level have to be designed in a 
complementary way. 

This material suggests there is value in a 
series of initiatives in East Asia, in which China 
could also play a lead role. Examples include the 
following. 

●  At the bilateral level, updating existing FTAs 
to support the evolution of value chains, especially 
with respect to FDI, regulation and data flows. 

●  At the regional level, proceed with RCEP, 
considering options to at least harvest CPTPP for 
valuable text, with respect to SOEs and e-commerce 
for example. 

●  Take the development of the BRI to its next 
stage, with attention to the policy reform that 
supports the generation of its potential benefits. 

●  Provide a coalition of leaders for progress in 
WTO reform, for example via the application of 
plurilateral models to services regulation, investment 
and domestic regulation (including security). 

The goal is overall to weld together the WTO 
and the regional processes for mutual advantage. 

China has the scope to play a lead role in these 
activities, and in the process dealing with risks which 
it now faces in the trading system. Examples include 
continuing work on its own structural reform agenda, 
and adding to the transparency of its outcomes. 
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Other activities include removing impediments in 
services, investment and ecommerce (in regional 
agreements and in plurilateral processes in the 
WTO), the design of more efficient treatments of 

cybersecurity concerns, consideration of the 
matter of what developing country status means 
in the WTO, and institutional development around 
the BRI. 
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2.1  Trade of Asia in 2017 

2.1.1  Asia’s Trade in the World  

In 2017, world merchandise trade recorded its 
strongest growth in the past six years. The world 
merchandise exports increased by 11.2 percent in 
value terms, and world merchandise imports 
expanded by 11 percent. Being well integrated in the 
global economy, Asia's recorded strong growth on 
merchandise goods trade in 2017. 1  Asia's 
merchandise goods exports grew by 11 percent in 
value terms; imports values increased by 15.9 
percent. These annual growth rates were much 
higher than the rates recorded in 2016, i.e. -3.7 
percent for exports and -4.7 percent for imports.2 

Three features are worth highlighting for Asia's 
merchandise trade in 2017. First, Asia’s share in the 
world's merchandise trade remained at a high level 
over the past 10 years. Second, the merchandise 
imports of Asia grew very fast in 2017. Third, the 
growth was much stronger in value terms than in 
volume terms for 2017. In volume terms, the world 

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

WTO in its International Trade Statistics 2018. Asia includes 
Afghanistan, Hong Kong Special Administrative Region of 
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, Laos, 
Pakistan, Taiwan Province of China, Fiji, Macao Special 
Administrative of China, Palau, and Thailand. Other territories 
in the region are not elsewhere specified. 

2 The data was calculated from Tables A4 and A5, World Trade 
Statistics Review 2018 and 2017, WTO. 

merchandise exports increased by 4.5 percent, and 
the world merchandise imports expanded by 4.8 
percent in 2017. Similarly, Asia's merchandise exports 
increased by 6.7 percent, and its imports rose by 9.6 
percent in volume.3 The difference between trade in 
volume and value terms is mainly attributed to the 
rise in commodity prices. 

With the increase in the value of merchandise 
trade in 2017, Asia's position in the world was further 
strengthened as an importer of merchandise goods. 
Figure 2.1 gives the values and shares that Asian 
economies had over the last 10 years. The bars 
represent the value, with numbers shown on the left 
axis. The points connected by lines represent the 
shares taken by Asian economies worldwide. The 
values of the points can be found on the right axis.  

The total amount of Asia's merchandise exports 
was USD5,841.6 billion in 2017, higher than the value 
of USD5,262.02 billion achieved in 2016 and an 
increase of 11 percent over the previous year. The 
downward trend dominating the previous two years 
stopped in 2017. During the same period, the total 
value of the world merchandise exports increased by 
11.2 percent. Asia's share in the world merchandise 
exports remained at 34 percent, the same as the 
share achieved in 2016. 

The amount of Asia's merchandise imports was 
USD5,540.76 billion in 2017, accounting for 31.5 
percent of the world total. This share is higher than 
30.3 percent recorded in 2016.  

———————————————————————— 
3 The data was calculated from Tables A2, World Trade Statistics 

Review 2018, WTO. 
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Figure 2.1  Asia’s Merchandise Trade in the World, 2008-2017 
Source: International Trade Statistics 2008-2016 and World Trade Statistics Review, 2017 and 2018, WTO. 

 

As an important part for global value chains, 
trade in commercial service becomes increasingly 
important for the world economy. World trade in 
commercial service accelerated in 2017, in contrast 
to the stagnation in the previous year. Exports in 
commercial service of the world grew by 7.9 
percent in 2017, while the imports increased by 6.4 
percent. Asia’s growth closely followed the global 
trend. The exports and imports of commercial 
service saw a strong growth in 2017. As Figure 2.2 
shows, Asia’s exports of commercial service were 
USD1,325 billion in 2017, 9 percent higher than the 
corresponding value a year before. The imports of 
commercial service were USD1,516.7 billion, 
compared to USD1,420.2 billion in 2016.1 The Asia 
economies have maintained their share in the 
world commercial service trade constant, 
accounting for 25.1 percent in the global service 
exports and 29.9 percent of the imports. These 
ratios are very close to the ones in the previous year. 
However, as compared to the year of 2016, the 
trade deficit of Asian economies on commercial 
service slightly reduced in 2017.  

———————————————————————— 
1 The data was obtained from Tables A60 and A61, World Trade 

Statistics Review 2018, WTO. 

2.1.2  Who Bought the Merchandise Goods 
from Asia?  

For the destinations of Asia’s merchandise exports, 
four patterns are displayed in Figure 2.3. First, the 
share of North American market went down for the 
first time after a six-year upward trend. However, 
North American market still remains as Asia’s largest 
market outside Asia. In 2017, 19.1 percent of Asia’s 
merchandise exports went to North America, slightly 
dipped from 19.5 percent a year before. Second, the 
share of European demand for Asian exports 
dropped slightly. In 2017, 15.9 percent of Asia’s 
exports were sent to Europe, whereas the share is 
16.1 percent in 2016. Third, Asia’s intra-regional trade 
is still playing a dominant role, and the trend was 
further strengthened in 2017. In 2016, the share of 
exports within Asian economies (intra-regional 
exports) was 52.1 percent. This ratio increased to 53.1 
percent in 2017. Last, the share of other markets as a 
destination of Asian exports continued to follow a 
downward trend. In 2017, 11.9 percent of Asia’s 
merchandise exports went to the rest of the world, 
down from 12.4 percent achieved in 2016.  
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Figure 2.2  Asia's Trade in Commercial Service in the World, 2008-2017 
Source: International Trade Statistics 2008-2016, World Trade Statistics Review 2017 and 2018, WTO. 

 

 

Figure 2.3  Shares of Asia’s Merchandise Export Markets, 2010-2017 
Source: International Trade Statistics 2011-2016 & World Trade Statistics Review 2017 and 2018, WTO. 

 
2.1.3  Two Largest Merchandise Traders of the 
World 

In 2017, China’s two-consecutive-year decline in 
merchandise exports came to a halt. Its total exports 
reached USD2,263 billion in 2017, an increase of 8 

percent over the previous year (see Figure 2.4). China 
remained to be the world largest merchandise 
exporter. However, it is useful to view this growth in 
the global context. In 2017, the exports of both Asia 
and the world grew by 11 percent. It means that 
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China's export growth was relatively modest during 
the period. The US ranked as the second largest 
merchandise exporter in the world, followed by 
Germany. For merchandise imports, China remained 
as the second largest player, next to the US and 
followed by Germany. China’s imports were valued at 
USD1,842 billion, an increase of 16 percent over the 
previous year compared to 11 percent growth of the 
world. At the same time, China’s merchandise trade 
surplus reduced from USD511 billion in 2016 to 
USD421 billion in 2017, compared to Germany’s 
USD281 billion of trade surplus.  

The US remained to be the largest merchandise 
importer in 2017. Its imports were USD2,410 billion 
while the exports were only USD1,547 billion. The  

trade deficit of the US increased from USD797 billion 
in 2016 to USD863 billion in 2017. The US imports 
expanded by 7.0 percent, while the exports grew at 
only at 6.3 percent.  

For the importance of exports in the global 
trade, the leading positions of China and the US had 
remained stable. In 2017, China accounted for 12.8 
percent of global exports, compared to 13.2 percent 
obtained in 2016. The US share in global 
merchandise exports also dropped slightly from 9.1 
percent in 2016 to 8.7 percent in 2017.1 

 
——————————————————————— 
1 The data was obtained from Tables A6 in World Trade Statistics 

Review 2017 and 2018, WTO. 

 

Figure 2.4  Merchandise Trade of China and the US, 2004-2017 
Source: International Trade Statistics 2018, WTO 

 

2.1.4  Asia’s Trade in the First Eight Months of 
2018 

Based on the data of the first eight months in 2018, 
Asia’s merchandise trade is expected to continue 
the upward trend started in 2017. For most Asian 
economies, merchandise goods exports increased 
in the first eight months in 2018. The first 10 rows 
of Table 2.1 show the merchandise trade of top 
Asian economies ranked by their export values. All 
economies in the table show strong momentum 
on merchandise exports. In addition, several Asian 

economies recorded two-digit growth rates, such 
as China, Singapore, Australia, Malaysia, etc. For 
merchandise imports, Asian economies demons- 
trate even stronger growth following the trend of 
2017. Among the 10 Asian economies in Table 2.1, 
eight of them enjoyed two-digit growth rates. In 
addition, all the economies in the table, except 
Australia and Malaysia, had their imports grow 
faster than the exports. Table 2.1 predicts a strong 
expansion of Asia's trade in the annual data of 
2018.  
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The bottom of Table 2.1 shows the merchandise 
trade of Russia, the US, EU, and the world from 
January to August in 2018. During this period, the 
year-on-year growth of both exports and imports of 
the US increased by 9.4 percent. However, this 
growth is still relatively weak as the global 
exports grew at 13.3 percent and the imports at 
13.4 percent during the same period. EU's 
merchandise trade expanded slightly faster than 

the world average. In the first eight months of 2018, 
EU’s exports increased by 14.3 percent and its 
imports rose by 14.8 percent. Thanks to the rise of 
commodity prices, Russia’s exports and imports 
continued rising. Its year-on-year growth of exports 
during this period were 28.8 percent while its 
imports had grown at 9.9 percent in the first eight 
months of 2018.  

 

Table 2.1  Merchandise Trade of Major Asian Economies in the First Eight Months in 2018 

Economy 

Exports Imports 

Value  
(USD billion) 

Growth Rate 
(percent) 

Value  
(USD billion) 

Growth Rate  
(percent) 

China 1,608.67 11.4 1,408.84 21.7 

Japan 490.23 8.6 490.75 12.3 

Korea, Republic of 400.42 10.2 354.40 15.2 

Hong Kong SAR, China 373.10 5.2 410.76 9.2 

Singapore 271.99 15.0 241.15 15.8 

India 214.01 11.1 337.43 17.9 

Thailand 167.45 9.1 167.48 15.1 

Malaysia 167.25 19.2 142.70 13.0 

Australia 166.66 10.5 159.43 8.9 

Indonesia 116.79 7.3 123.34 24.0 

Russia 285.96 28.8 156.53 9.9 

US 1,103.15 9.4 1,673.32 9.4 

EU 4,329.66 14.3 4,276.27 14.8 

World 12,795.15 13.3 12,967.55 13.4 

Source: Direction of Trade Statistics (DOTS), IMF, accessed in December 3, 2018. 

 
2.1.5  Merchandise Trade of Selected Asian 
and Emerging Economies 

Figure 2.5 shows the merchandise exports of 
selected Asian and emerging economies in the first 
eight months in 2018. The exports of Brazil, Russia 
and India are represented by dashed lines in the 
Figure. They are BRIC economies. Selected Asian 
emerging economies are represented by solid lines 
in Figure 2.5. 

As Figure 2.5 shows, most economies in the 
Figure demonstrated stable and positive growth. The 
strong momentum in 2017 seemed to continue into 

the first eight months of 2018. Russia’s exports rose 
by 28.8 percent during this period, thanks to the rise 
of commodity prices. Growth of Malaysia’s exports 
was also impressive and the level of the exports was 
18.2 percent higher than that achieved during the 
same period in the previous year. India’s exports rose 
by 11.7 percent, and that of Brazil by 10.1 percent. 
Vietnam and Thailand saw a stable growth. Vietnam’s 
exports rose by 9.8 percent while that of Thailand by 
9.1 percent. Indonesia’s exports were also growing at 
a 7.3-percent rate compared to the same time in the 
previous year.  
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Figure 2.5  Merchandise Exports of Selected Asian and Emerging Markets 
Source: Direction of Trade Statistics (DOTS), IMF, accessed in December 3, 2018. 

 
2.1.6  The Rise of Protectionism and 
Uncertainties 

Figure 2.6 shows the number of government 
interventions that have been implemented and 
almost certainly discriminate against foreign 
interests since 2009. They are reported by Global 
Trade Alert. In this Figure, we focus on the 
harmful interventions that are implemented by all 
economies and have impact on specific regions.1 
Harmful interventions include but not limited to 
import tariffs, trade finance, anti-dumping, etc. The 
dotted line presents the total numbers of harmful 
interventions in the world, with numbers given on 
the left axis. The bars represent the share of the 
harmful interventions that affect various regions, 

———————————————————————— 
1 The share of harmful interventions on Asia equals the number 

of the harmful interventions that affects Asia divided by the 
total number of harmful interventions in force in the world. 
Similar logics also apply to the shares of EU and North America. 
It is possible that one intervention affects multiple regions 
simultaneously.  

with the shares labelled on the right axis.  
Three observations could be made from 

Figure 2.6. First, the total numbers of harmful 
interventions denoted by the dotted line seem to 
be declining since 2013. However, we cannot 
conclude that the harmful interventions were 
decreasing very recently because it takes time to 
record the interventions. The more recent the 
interventions, the higher the probabilities they 
are recorded. Therefore, this declining trend 
should be viewed with cautious optimism. 
Second, over the last three years, the shares of 
harmful interventions effective in the world that 
may have impact on Asia seem to be reducing as 
well. This trend seems to be consistent with the 
global trend because the shares of harmful 
interventions that affect North America and EU 
were also declining. Third, but most importantly, 
the share of harmful interventions that affects 
Asia had always been higher than the shares of 
harmful interventions that influence North 
America or EU.  
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Figure 2.6  Government Interventions that Hurt the Three Regions, 2009-2018 
Source: Sorted from www.globaltradealert.org, accessed in December 18, 2018. 

 
Although in the first eight months of 2018 Asia 

experienced upswings in trade, policy risks must be 
taken into consideration for the time being in 
predicting Asia's growth in the near future. The trade 
war between China and the US brought restrictive 
trade policies that had produced escalations of 
retaliation. These restrictive trade policies necessarily 
brought large negative impact on trade growth, not 
only in China, but also in Asian economies given 
Asia's high share of intra-regional trade as it is shown 
in Section 2.1.2. Another risk comes from the worries 
of monetary authorities over unanticipated large 
inflation. The US Federal Reserve is already in the 
process of raising interest rates. European Central 
Bank is also moving to phrase out its stimulus 
measures. The increased interest rates not only bring 
big concerns for business and consumers, but also 
curtail investment plans. There are increasing 
concerns about uncertainties of fiscal policies as well.  

 

2.2  Asia’s Trade in 
Intermediate Goods: A 
Surprising Recovery 

After 2010, two years after the breakout of the global 
financial crisis, growth of global trade slowed down 
in both relative and absolute terms. An important 
explanation for the lower global trade growth is the 
sluggish growth in global value chain trade. After 

2014, this report has been following very closely the 
changes in trade in intermediate goods both in Asia 
and the world. While it seemed increasingly 
convincing that the global value chain trade had 
reached a stage of slow growth, the quick pickup of 
speed in global trade has raised doubts about this 
proposition. In 2017, about 120 economies of the 
world, accounting for three fourths of global GDP 
recorded faster economic growth. The GDP growth 
of large economies like the US, Japan and Germany, 
and the emerging economies such as Brazil, China 
and South Africa, all exceeded expectations. The 
strong GDP growth had increased the demand for 
trade. Trade in intermediate goods in both Asia and 
the world saw a rather strong pickup in growth in 
2017. The fastest growth was driven by Asia’s 
intra-regional trade in intermediate goods, with a 
growth of 16.9 percent over the previous year (see 
Figure 2.7). This was followed by Asia’s total trade in 
intermediate goods including both interregional and 
intra-regional, which was recorded at 16 percent. 
Globally, intermediate goods trade also made 
impressive comeback with the growth rate turning 
from negative 4.8 percent in 2016 to positive 4.4 
percent (see Table 2.2). Over the past few years, Asia 
had seen negative growth in the intermediate goods 
trade. But, there was striking difference in the pattern 
of growth between the years before 2017 and 2017 
and the change in 2017 has brought some optimism 
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to the global value chain.  
Table 2.2 shows the performance of individual 

economies in Asia. All the Asian economies were able 
to achieve a positive growth in intermediate goods 
trade and the majority could achieve two-digit 
growth. Vietnam’s growth in intermediate exports 
was the highest, reaching a staggering 52.8 percent, 
followed by Indonesia with a growth rate of 22.4 
percent. India had the highest growth for 
intermediate imports which was recorded at 29.9 
percent, followed by China growing at 21.9 percent. 
Thailand had the lowest growth at 6 percent for 
intermediate exports, followed by Japan’s 7 percent 
growth. On the import side, which deserves deeper 
investigation, Thailand continued its negative growth. 
Hong Kong Special Administrative Region of China 
was at positive 9.9 percent, after Thailand in the 
lowest growth of intermediate imports. China was 
the third slowest economy in the growth of 
intermediate exports and in 2017 the growth rate 
was 10.5 percent.  

What changes have taken place in Asia’s 
intermediate trade? Based on the classifications of 
Broad Economic Categories (BEC) , intermediate 
goods are divided into five categories, covering food 
and beverages, industrial goods, fuel and lubricants, 
capital goods (excluding transportation equipment) 
and transportation equipment. The highest growth 
occurred to the exports of intermediates for 
industrial goods, at 38.6 percent in 2017. This was 
followed by fuel and lubricants, growing at 26 
percent. Intermediate inputs for food and beverages 
exhibited modest growth at 11.6 percent while the 
intermediates of transportation equipment grew at 
only 4.8 percent (see Figure 2.8). A preliminary conclusion 
may be drawn about the surprise recovery in the global 
value chain trade. The unexpected recovery in 
intermediate goods trade in 2017 was driven mostly by 
cyclical factors as the exports of capital intermediates 
(excluding transportation equipment)  were growing 
at a negative 19.3 percent. 

 

 

Figure 2.7  Trend of Trade in Intermediate Goods, 2000-2017 
Note: Trade in intermediate goods is estimated through the UN Broad Economic Categories (BEC) classification. Intermediate goods 

include industrial food and beverage (BEC 111 and BEC 121), industrial supplies (BEC 21 and 22), fuels and lubricants (BEC 31 and 

322), and parts and accessories of capital goods and transport equipment (BEC 42 and 53). 

Source: UN ComTrade Database. 
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Figure 2.8  Trend of Export in Asia’s Intermediate Goods, 2008-2017 
Note: Trade in intermediate goods is estimated through the UN Broad Economic Categories (BEC) classification. Intermediate goods 

include industrial food and beverage (BEC 111 and BEC 121), industrial supplies (BEC 21 and 22), fuels and lubricants (BEC 31 and 

322), parts and accessories of capital good (BEC 42) and transport equipment (BEC 53). 

Source: UN ComTrade Database. 

 

Table 2.2  Growth of Trade in Intermediate Goods, Selected Asian 
Economies, 2001-2017 (percent) 

  2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

CHN 
Export 7.9 24.2 32.3 40.8 29.0 30.8 27.2 21.8 -24.5 36.5 23.1 5.7 10.9 5.8 -0.2 -8.2 10.5 

Import 4.4 20.3 39.0 37.4 20.4 19.5 22.1 18.7 -10.5 37.5 23.0 3.3 6.3 0.8 -19.5 0.0 21.9 

JPN 
Export -16.3 2.3 15.3 21.1 6.8 7.5 9.6 8.5 -19.1 30.8 7.3 -3.1 -9.7 -4.9 -11.9 1.9 7.0 

Import -9.6 -3.5 16.5 22.1 17.0 17.2 9.8 29.4 -34.9 30.5 24.5 1.8 -6.0 -2.8 -30.2 -6.8 14.7 

KOR 
Export -20.4 9.0 21.0 32.6 12.5 13.0 15.6 9.9 -13.4 34.6 17.5 0.9 5.2 3.9 -6.1 -2.6 18.8 

Import -12.6 5.3 17.4 27.2 17.3 18.7 15.7 26.2 -27.9 30.7 26.2 -1.1 -2.3 -0.8 -20.3 -10.2 18.6 

IND 
Export 0.2 18.6 19.4 27.2 30.8 15.5 22.3 22.4 -14.7 39.9 24.0 -2.3 15.7 -9.9 -10.8 -0.8 15.1 

Import -4.4 10.2 24.8 36.8 39.7 22.2 23.8 41.3 -11.3 35.1 35.0 5.6 -4.1 -1.8 -19.0 -10.2 29.8 

HK 
Export -4.9 9.7 21.0 22.8 11.5 14.4 8.2 6.0 -9.5 25.0 15.8 11.0 13.9 -3.9 -2.4 4.1 7.5 

Import -8.1 6.3 18.3 21.3 11.0 14.3 9.8 4.2 -9.9 28.7 13.9 9.3 19.4 -6.3 -8.1 -0.9 9.9 

SGP 
Export -12.1 5.3 31.6 26.1 13.9 19.8 6.5 4.8 -15.8 30.1 7.4 0.5 2.5 0.8 -11.0 -3.3 11.8 

Import -16.5 2.1 17.1 28.9 20.3 15.0 7.3 15.2 -24.6 25.4 14.4 5.6 -0.4 -0.7 -17.6 -2.5 17.4 

MYS 
Export -15.7 12.7 14.1 18.0 10.5 13.2 13.6 0.9 -9.0 27.7 16.9 -3.5 -0.7 2.7 -13.9 -7.3 15.4 

Import -13.0 8.5 7.0 24.7 8.2 14.4 12.8 -2.8 -14.9 33.1 12.3 -1.7 1.6 2.9 -14.7 -5.9 17.5 
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(continued) 

  2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

IDN 
Export -7.8 2.6 10.2 18.6 22.1 19.6 16.4 23.1 -17.7 39.4 32.3 -9.4 -5.0 -6.7 -17.9 -6.9 22.4 

Import -5.9 -1.8 4.4 39.0 14.1 4.4 21.1 79.6 -26.9 39.1 27.5 8.4 1.4 -3.9 -19.0 -2.9 14.7 

PHL 
Export -18.4 10.8 5.8 6.1 4.2 17.9 0.5 -3.0 -24.5 3.8 6.9 26.5 17.2 7.6 -4.5 -3.1 20.1 

Import -4.3 19.9 2.7 7.2 6.1 8.5 5.1 -1.7 -26.5 27.9 -11.0 21.2 -4.0 -0.3 2.7 17.8 19.8 

THA 
Export -9.5 4.0 23.1 22.0 12.0 20.7 21.0 9.0 -12.3 30.9 23.7 -6.3 -0.8 -2.0 -8.8 4.2 6.0 

Import -3.8 3.5 17.1 28.0 23.7 10.6 14.4 26.2 -27.6 38.9 23.0 3.6 2.7 -11.3 -13.3 -7.4 -9.1 

VNM 
Export -2.3 4.0 21.5 44.0 28.1 27.8 17.5 30.9 -21.5 23.2 36.9 24.9 0.7 10.6 3.9 10.8 52.8 

Import 6.6 31.2 29.8 30.7 15.2 25.2 36.9 25.8 -11.9 32.1 25.7 9.8 21.1 10.5 10.6 6.4 8.9 

WORLD -5.2 3.9 17.2 23.4 14.9 17.5 14.2 17.9 -25.9 26.5 21.2 -1.3 2.8 -4.8 -14.0 -4.8 4.4 

ASIA -8.9 8.0 21.1 27.4 16.9 17.3 15.6 17.6 -19.0 33.0 20.4 3.0 3.7 -0.5 -15.2 -0.6 16.0 

Asia's intra- 
regional  

-7.9 13.2 24.5 27.5 15.7 15.1 15.8 11.6 -15.7 32.2 16.0 3.1 4.1 -1.2 -9.8 -1.3 16.9 

Note: Trade in intermediate goods is estimated through the UN Broad Economic Categories (BEC) classification. Intermediate goods 

include industrial food and beverage (BEC 111 and BEC 121), industrial supplies (BEC 21 and 22), fuels and lubricants (BEC 31 and 

322), and parts and accessories of capital goods and transport equipment (BEC 42 and 53). 

Source: Based on the United Nations, ComTrade Database. 

 

2.3  FDI Inflows and Outflows 
in Asia 

2.3.1  FDI Inflows 

Globally, foreign direct investments (FDI) fell deeply 
by 23.4 percent in 2017, and FDI flows to developed 
economies dropped even more deeply. However, the 
FDI flows to Asian developed economies reached a 
record high since 2012 owing to the outstanding 
performances of Israel and New Zealand (see Table 
2.3). In 2017, FDI inflows to developing economies 
worldwide and in Asia remained close to the level in 
2016. However the sub-regional performances varied 
widely within Asia. 

In 2017, FDI inflows to China increased by 1.95 
percent and exceeded the historic record of 2015 with 
a value of USD136.32 billion, ranked the second in the 
world after the US (USD275.38 billion)1. The FDI inflows 
to Korea also reached an all-time high, rising by 40.88 
percent thanks to its stable economic fundamentals2. 
FDI inflows to Mongolia also turned from a negative 
value in 2016 to USD1.49 billion in 2017. However, the 

———————————————————————— 
1 UNCTAD, Annex Table 1 of World Investment Report 2018. 
2 Korea Trade-Investment Promotion Agency, Invest Korea 

Annual Report 2017. 

decrease in FDI inflows to Hong Kong Special 
Administrative Region of China and Taiwan Province 
of China dragged down the overall level of FDI inflows 
to East Asia. 

ASEAN turned out to be the only sub-region in 
Asia that enjoyed a rise in inward FDI, which reached 
a new peak in 2017. FDI inflows to Indonesia and 
Thailand rebounded strongly and registered the 
largest and second largest increase in FDI inflows 
among the Asian developing economies. Singapore 
remained the region’s largest recipient, accounting 
46.3 percent of total FDI in ASEAN, despite a decline 
of USD15.4 billion attributed largely to an 80 percent 
drop in investment in finance activities3. 

Foreign investment in South Asia, Central Asia 
and West Asia all dropped because the largest FDI 
recipients in the sub-region, such as India, 
Kazakhstan and Turkey, received less foreign 
investment than the previous year. Saudi Arabia, 
once the largest recipient in West Asia, saw a sharp 
decrease of 80 percent in its inward FDI and 
worsened the performance of West Asia. 

———————————————————————— 
3 The ASEAN Secretariat & UNCTAD, ASEAN Investment 

Report 2018. 



Chapter 2 
Recent Trend of Asia’s Trade and Investment  

  23 

Table 2.3  Inward Foreign Direct Investment of Asian Economies (USD billion) 

Economy 

Inflows Net Cross-border 
M&A Sales  

Greenfield 
Investment 

Project 
(as destination) 

2015 2016 2017 
Growth 

(percent) 
2017 

Growth 
(percent) 

2017 
Growth 

(percent) 

World  1,921.31 1,867.53 1,429.81 -23.44 693.96 -21.75 720.33 -13.55 

Developed Economies 1,141.25 1,133.25 712.38 -37.14 568.91 -29.45 318.41 25.26 

Asia-Pacific  34.86 73.96 79.32 7.26 39.31 -1.52 29.82 -10.05 

Israel 11.34 11.90 18.95 59.24 19.17 279.36 3.12 127.53 

Japan 3.31 11.39 10.43 -8.42 8.35 -60.13 6.96 -17.75 

Australia 20.46 47.76 46.37 -2.91 10.70 -21.24 18.34 -17.99 

New Zealand -0.24 2.91 3.57 22.72 1.09 226.12 1.40 46.89 

Developing Economies 744.03 670.16 670.66 0.07 112.35 48.84 366.50 -28.73 

Asia 522.37 483.88 478.96 -1.02 79.22 66.25 218.53 -43.58 

East Asia 316.55 268.28 262.46 -2.17 34.86 31.53 69.56 -15.13 

China 135.61 133.71 136.32 1.95 8.25 -25.35 53.39 -14.47 

Hong Kong SAR, China 174.35 117.39 104.33 -11.12 18.42 118.41 6.68 6.73 

Korea, Republic of 4.10 12.10 17.05 40.88 6.82 .. 5.42 -45.19 

Mongolia 0.09 -4.16 1.49 .. .. .. 0.82 37.06 

Taiwan, China 2.39 9.23 3.26 -64.74 1.36 -81.52 3.24 16.47 

South-East Asia 117.28 120.61 133.76 10.91 16.74 123.91 68.95 -46.25 

Brunei  0.17 -0.15 -0.05 .. 0.0004 .. 0.05 -73.00 

Cambodia 1.82 2.48 2.78 12.46 0.27 12.96 2.31 -55.13 

Indonesia 16.64 3.92 23.06 488.16 2.15 -297.08 9.77 -57.15 

Lao PDR 1.12 1.00 0.81 -18.49 .. .. 0.49 -64.11 

Malaysia 10.08 11.34 9.54 -15.81 1.98 -49.87 6.25 -68.56 

Myanmar  2.82 2.99 4.34 45.23 0.05 -27.87 2.59 -75.27 

The Philippines  4.45 6.92 9.52 37.73 1.75 123.52 4.80 -55.16 

Singapore 62.75 77.45 62.01 -19.95 9.88 122.10 16.15 30.81 

Thailand   5.62 2.07 7.64 269.15 -0.02 .. 5.28 -37.69 

Vietnam 11.80 12.60 14.10 11.90 0.66 -22.00 21.26 -42.38 

South Asia 49.97 52.66 49.89 -5.26 22.91 169.15 35.13 -59.88 

Bangladesh 2.24 2.33 2.15 -7.77 0.0004 -99.39 0.73 -88.63 

India 44.06 44.48 39.92 -10.26 22.76 186.04 26.04 -57.86 

Iran 2.05 3.37 5.02 48.84 0.01 .. 2.51 -79.43 
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(continued) 

Economy 

Inflows 
Net Cross-border 

M&A Sales  

Greenfield 
Investment 

Project 
(as destination) 

2015 2016 2017 Growth 
(percent) 

2017 Growth 
(percent) 

2017 Growth 
(percent) 

Pakistan  1.62 2.48 2.81 13.19 0.14 -65.24 5.14 4.28 

Sri Lanka  0.68 0.90 1.37 53.27 -0.001 .. 0.71 -68.35 

Central Asia  8.51 11.31 7.28 -35.64 0.01 245.28 8.61 -79.73 

Kazakhstan  3.86 8.10 4.63 -42.77 0.007 127.59 7.12 -82.32 

Kyrgyzstan 1.14 0.62 0.09 -84.77 .. .. 0.06 -50.52 

Tajikistan 0.40 0.22 0.14 -35.57 .. .. .. .. 

Turkmenistan  3.04 2.24 2.31 3.14 .. .. .. .. 

Uzbekistan  0.07 0.13 0.10 -28.20 0.003 .. 1.43 -11.26 

West Asia 30.06 31.02 25.57 -17.57 4.70 -8.88 36.28 -22.90 

Bahrain 0.06 0.24 0.52 113.22 .. .. 1.28 -66.49 

Iraq -7.57 -6.26 -5.03 .. .. .. 2.84 -28.18 

Jordan 1.60 1.55 1.66 7.20 0.01 .. 1.09 -67.18 

Kuwait 0.31 0.42 0.30 -28.23 2.36 -16.16 0.27 -79.33 

Lebanon 2.35 2.61 2.63 0.68 0.05 .. 0.10 -12.04 

Oman -2.17 1.68 1.87 11.15 0.01 -88.01 4.51 31.78 

Qatar 1.07 0.77 0.99 27.41 .. .. 0.44 -41.21 

Saudi Arabia 8.14 7.45 1.42 -80.93 -0.47 .. 7.08 -39.86 

Turkey 17.72 12.94 10.86 -16.06 1.94 4.51 9.48 7.34 

United Arab Emirates 8.55 9.60 10.35 7.80 0.80 647.33 9.20 -6.16 

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 (UNCTAD FDI/TNC database), cross-border M&As (UNCTAD cross-border M&A database) 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. Thus, FDI inflows ≠M&A 

sales + greenfield investment project (as destination) in the report. 

Source: UNCTAD, World Investment Report 2018. 

 
Main trends of the FDI inflows to Asia are 

summarized as follows: 
First, stable economic prospect and liberal 

foreign investment policies in East and Southeast 
Asia led to steady growth of foreign investment. 
According to the Statistical Bulletin of National 

Economic and Social Development of China in 2017, 
China’s GDP in 2017 witnessed an increase of 6.9 
percent over the previous year and is expected to 
grow steadily in 2018. China modified its special 
administrative measures for the entry of foreign 
investment (also known as the negative list for the 
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access of foreign investment) and removed the 
long-debated restrictions on foreign investments in 
sectors such as finance and automobiles. The policy 
changes are encouraging and China moved to the 
first place as FDI recipient in the world in the second 
quarter of 2018, exceeding the FDI inflows into the 
whole EU as shown in Figure 2.9. Korea was 
recognized as a stable investment destination by 
maintaining an all-time high sovereign credit rating 
and escalating investment facilitation activities 1 . 
ASEAN is considered by multinational enterprises 
(MNEs) as a region with high economic potentials 
and an attractive location for investment due to the 
rapid growth of its middle class, an deeply integrated 
region (ASEAN Economic Community) of more than 640 
million people, an favorable investment environment 
with firm commitment to infrastructure develop- 
ment and geographic location advantages that 
support global value chain activities 2 . At the 
beginning of 2018, Indonesia replaced the license 
requirement for business establishment by a 
registration procedure to further liberalize foreign 
investment3. Figure 2.9 shows the quarterly trends of 
FDI inflows to the eight Asia economies, EU and the 
US from 2017 to first half of 2018. An upward trend of 
FDI inflows can be seen to main Asian economies 
while the inflows into EU and the US experienced a 
sudden drop. 

Second, internal investment within the region 
had remained the dominant source of Asian FDI 
inflows. The index for intra-Asia inward FDI dependence 
increased further from 51.8 percent in 2016 to 54.7 
percent in 2017. Most notably, about 80 percent of 
FDI inflows to China had come from Asia for five 
consecutive years while the share for ASEAN 
economies was over 50 percent for three consecutive 
years4. Intra-ASEAN investment was the largest source 
of FDI inflows for individual ASEAN economies in 2017. 
The driving forces for the growing intra-ASEAN 
investments may be attributed to the enhanced 
economic integration, investment opportunities and 
expanded corporate activities5.  

 

———————————————————————— 
1 Korea Trade-Investment Promotion Agency, Invest Korea 

Annual Report 2017, pp3-15. 
2 The ASEAN Secretariat & UNCTAD, ASEAN Investment 

Report 2018, p49. 
3 UNCTAD, Investment Policy Monitor, issue 19, March 2018. 
4 See Table 5.2 of Chapter 5 (FDI Interdependence in Asia). 
5 The ASEAN Secretariat & UNCTAD, ASEAN Investment 

Report 2018, p26. 

Third, the greenfield investments remained the 
main form of the FDI inflows to the developing Asia 
which was 2.8 times the amount of cross-border 
M&A sales, as shown in Table 2.3, although the 
reported value showed a decrease of 43.6 percent in 
2017. The amount of the average greenfield FDI 
project in Asia fell sharply by 37.2 percent. However, 
this change to smaller sized investment could be 
attributed mainly to the decline of investment in the 
primary and manufacturing sectors and may not be 
an indication that the outlook for greenfield 
investment in the region would be bleak in the 
future 6  as the number of the projects has not 
declined accordingly. The greenfield investments still 
concentrated in ASEAN, India and China. On the 
contrary, the reported value of cross-border sales of 
mergers and acquisitions (M&A) in developing Asia 
increased by 66.3 percent. Among the Asian 
developing economies, India registered the largest 
value of net cross-border M&A sales driven mainly by 
a few large deals in extractive and technology related 
industries7. 

Fourth, the share of high value added FDI activities 
in major Asian economies increased in 2017. According 
to Ministry of Commerce of China, despite the US 
accusation of China’s practice in technology transfers, 
high-tech foreign investment8 rose significantly by 62 
percent to about USD40 billion, accounting for 29 
percent of total FDI inflows, up by 10.2 percentage 
points as compared to the previous year. 9  The 
greenfield investments in Korea in emerging high-tech 
industries such as Internet of Things (IoT), robots and 
financial technology (fintech) were rising rapidly while 
investments in major traditional industries were 
following a stable path of growth and investments in 
newly created ventures were expanding.10 

———————————————————————— 
6 Asian Development Bank, Asian Economic Integration Report 

2018, p44. 
7 UNCTAD, World Investment Report 2018, p47. 
8 High-tech industry includes sectors such as manufacturing of 

electronics, medical devices, communications equipment, 
computers, pharmaceutical products, as well as the digital 
economy. 

9 Ministry of Commerce of China, Report on Foreign Investment 
in China 2018, p3, September 2018. 

10 Korea Trade-Investment Promotion Agency, Invest Korea Annual 
Report 2017, p12. 
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Figure 2.9  Quarterly FDI Inflows to Selected Economies, 2017-2018H1 
Note: 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 a average exchange ratio of 0.725. 

Source: OECD, FDI in Figures, October 2018; Singapore Department of Statistics, https://www.singstat.gov.sg/find-data/search-by-theme/ 

economy/international-investment-position/latest-data, December, 2018. 

 
2.3.2  FDI Outflows 

Globally, FDI outflows decreased by 2.9 percent. 
However, similar to the pattern of FDI inflows, most 
Asian developed economies and major ASEAN 
members has increased their outwards investment in 
2017, shown in Table 2.4.  

In 2017, China, just emerged as the largest 
source of outward direct investment in Asia in 2016, 
suffered the first drop of 36.5 percent after the 
fourteen years of continuous growth after 2003. The 
decline was the result of the policies to tighten the 
reviews of authenticity and compliance of outward 

investments after the end of 2016. In addition, this 
also indicated that China’s outward investments were 
becoming more mature and more rational1. Despite 
the overall decline in China’s outward investment in 
2017, China’s investment in Europe and Africa 
increased by over 70 percent. Among the “Belt and 
Road Initiative” (BRI) economies, 57 economies saw 
an increase in investment from China by over 30 
percent. But China’s investment in the US fell 

———————————————————————— 
1 2017 Statistical Bulletin of China’s Outward Foreign Direct 

Investment, p 87. 
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drastically by over 60 percent and that in Asia fell by 
15.5 percent1. 

Japan regained the position of the largest 
source of FDI in Asia with the outflows increased by 
10 .5 percent  in 2017.  Hong Kong Specia l 
Administrative Region of China, being the third 
largest source of FDI in Asia, saw an increase of 38.8 
percent in its outward direct investment to reach a 
value of USD82.84 billion, though it was still below 
the record level achieved in 2014. Never- theless, FDI 
outflows from Thailand, now ASEAN’s second largest 
investor, expanded by 55.3 percent to all-time high 
USD19.3 billion, driven mainly by intra-regional flows 
by multinational enterprises (MNEs)2. Singapore, the 
leading source of FDI in ASEAN economies, 
registered a decline of 11.6 percent in FDI outflow to  
——————————————————————— 
1 2017 Statistical Bulletin of China’s Outward Foreign Direct 

Investment, pp 96-99. 

2 UNCTAD, World Investment Report 2018, p49. 

a value of USD24.7 billion in 2017. FDI outflows from 
India, the main source of FDI in South Asia, more than 
doubled to USD11.3 billion though it was still below 
the level achieved before the global financial crisis. 
FDI outflows from West Asia had declined for the 
second consecutive year. 

In 2017, for Japan, Australia, Hong Kong Special 
Administrative Region of China and China, outward 
direct investments were mainly in the form of 
cross-border M&A transactions, while other Asian 
economies preferred greenfield investment projects. 
Hong Kong Special Administrative Region of China, 
Korea, Indonesia, Singapore and Saudi Arabia saw 
rapid growth in the cross-border M&A transactions. In 
Asia, the outward greenfield investments had been 
mainly concen- trating in manufacturing sectors, 
while the M&As were shifting to services.3 
——————————————————————— 
3 Asian Development Bank, Asian Economic Integration Report 

2018, p 52. 
 

Table 2.4  Outward Direct Investment of Asian Economies (USD billion) 

Economy 

Outflows 
Net Cross-border 
M&A Purchases 

Greenfield 
Investment Project 

(as source) 

2015 2016 2017 
Growth  

(percent) 2017 
Growth 

(percent) 2017 
Growth 

(percent) 

World  1,621.89 1,473.28 1,429.97 -2.94 693.96 -21.75 720.33 -13.55 

Developed Economies 1,183.57 1,041.46 1,009.21 -3.10 463.96 -34.08 478.36 -4.56 

Asia-Pacific  125.09 160.70 172.19 7.15 76.27 -38.94 62.24 -0.70 

Israel 10.97 13.07 6.28 -51.99 -1.77 -104.25 3.38 56.94 

Japan 134.23 145.24 160.45 10.47 65.43 -10.86 49.39 1.21 

Australia -20.06 2.32 4.88 110.33 12.05 26.99 7.996 -24.18 

New Zealand -0.058 0.062 0.582 835.09 0.565 95.80 1.47 24.79 

Developing Economies 406.24 406.67 380.77 -6.37 201.30 17.63 199.36 -38.02 

Asia 360.12 380.46 351.28 -7.67 193.78 18.03 185.87 -38.32 

East Asia 255.97 303.71 250.55 -17.50 167.31 38.81 111.42 -36.61 

China 145.67 196.15 124.63 -36.46 130.88 31.76 54.07 -50.81 
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(continued) 

Economy 

Outflows 
Net Cross-border 
M&A Purchases 

Greenfield 
Investment Project 

(as source) 

2015 2016 2017 Growth  
(percent) 

2017 Growth 
(percent) 

2017 Growth 
(percent) 

Hong Kong SAR, China 71.82 59.70 82.84 38.76 23.69 113.14 11.87 -6.92 

Korea, Republic of 23.76 29.96 31.68 5.72 12.65 175.15 28.77 -10.71 

Mongolia 0.011 0.014 0.049 235.92 .. .. 0.061 349.26 

Taiwan, China 14.71 17.88 11.36 -36.50 0.101 -98.15 16.65 -20.22 

South-East Asia 54.92 38.96 55.03 41.25 16.39 24.54 25.19 -60.98 

Brunei 0.078 0.258 -0.085 .. .. .. .. .. 

Cambodia 0.047 0.121 0.259 113.57 .. .. 0.009 .. 

Indonesia 5.94 -12.21 2.91 .. 1.08 519.89 0.165 -24.34 

Lao PDR 0.053 0.024 0.030 24.98 -0.61 .. .. .. 

Malaysia 10.55 8.01 5.79 -27.70 .. .. 4.79 -76.26 

Myanmar  .. .. .. .. 0.001 .. .. .. 

The Philippines  4.35 1.03 1.61 56.34 0.348 -16.09 1.22 129.44 

Singapore 31.12 27.92 24.68 -11.61 12.85 104.61 14.86 -44.00 

Thailand 1.69 12.41 19.28 55.33 2.69 -39.94 3.35 -77.16 

Vietnam 1.10 1.39 0.54 -61.10 0.027 -46.13 0.806 -63.86 

South Asia 7.82 5.51 11.61 110.92 1.21 -85.80 10.83 -47.68 

Bangladesh  0.046 0.041 0.170 319.02 .. .. 0.155 30.63 

India  7.57 5.07 11.30 122.86 1.21 -85.68 9.802 -46.21 

Iran 0.120 0.104 .. .. .. .. 0.512 -70.28 

Pakistan  0.025 0.052 0.067 28.85 .. .. 0.089 -75.73 

Sri Lanka  0.053 0.237 0.072 -69.79 .. .. 0.275 -0.41 

Central Asia a  0.797 -5.218 0.787 .. -0.002 .. 0.055 -67.70 
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(continued) 

Economy 

Outflows 
Net Cross-border 
M&A Purchases 

Greenfield 
Investment Project 

(as source) 

2015 2016 2017 Growth  
(percent) 

2017 Growth 
(percent) 

2017 Growth 
(percent) 

Kazakhstan  0.797 -5.218 0.787 .. -0.002 .. 0.055 -67.70 

West Asia 40.62 37.50 33.29 -11.22 8.87 -59.51 38.37 -4.39 

Bahrain 3.191 -0.880 0.229 .. 0.922 -230.70 0.423 417.13 

Iraq 0.148 0.304 0.078 -74.43 .. .. 0.015 .. 

Jordan 0.001 0.003 0.007 104.35 .. .. 0.069 -26.23 

Kuwait 5.37 4.53 8.11 79.16 0.146 .. 3.92 182.85 

Lebanon 0.662 0.642 0.567 -11.62 -0.60 .. 1.06 72.36 

Oman 0.336 0.356 0.396 11.15 1.35 .. 0.162 -95.02 

Qatar 4.02 7.90 1.69 -78.55 1.58 -76.15 0.584 -18.60 

Saudi Arabia 5.39 8.94 5.63 -37.05 1.85 112.12 16.29 150.41 

Turkey 4.81 2.75 2.63 -4.23 0.164 -78.40 3.695 4.75 

United Arab Emirates 16.69 12.96 13.96 7.65 3.46 -70.17 12.15 -49.26 

Notes: a = only Kazakhstan's data is used for lack of data for other central Asian economies. 
..= 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 (UNCTAD FDI/TNC database), Cross-border M&As (UNCTAD 

cross-border M&A database) 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 2018. 

 
Figure 2.10 shows quarterly trends of FDI 

outflows from the eight Asia economies, EU and the 
US from 2017 to first half of 2018. The US outward FDI 
was growing negatively for the first and second 
quarter of 2018 due to large repatriations of earnings 
by the US parent companies from their foreign 
affiliates to meet the requirements of the US Tax Cut 
and Jobs Acts (TCJA) adopted in 2017.1 According to 

———————————————————————— 
1 OECD, Foreign Direct Investment in Figures, July 2018. 

Ministry of Commerce of China, in the first half of 
2018, realized FDI from the US was 29.1 percent 
higher than the same period of the previous year. It 
can be seen that the US tax reforms and the ongoing 
trade tensions between China and the US had not 
produced significant short-term effect on the flows 
of US investment to China. 
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Figure 2.10  Quarterly FDI Outflows from Selected Economies, 2017-2018H1 
Note: The original data of Singapore’s FDI outflows are counted with Singapore Dollar, and the data in the Figure are counted with US 

Dollar with a average exchange ratio of 0.725. 

Source: OECD, FDI in Figures, October 2018, Singapore Department of Statistics, https://www.singstat.gov.sg/find-data/search-by-theme/ 

economy/international-investment-position/latest-data, December, 2018. 
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Chapter 3 
Trade Interdepence among the Asian 
Economies 
 

             
 

3.1  Measuring Asia’s Trade 
Integration 

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 total trade with the rest of the world. 

Table 3.1 shows the regional trade dependence 
indices for major Asian economies for 2004 and 2007 

and, the time period from 2011 to 2017. In 2017, 
global trade recorded its highest growth rate since 
2011. This strong growth can attribute to the 
persistent recovery of world economy, and Asian 
economies contribute to this growth with their rising 
import demand. Contrary to the declining trends in 
earlier years, the major Asian economies’ trade 
dependence on Asia have seen moderate growth in 
2017.  

 

Table 3.1  Trade Dependence Index, Selected Asian Economies (percent) 

 2004 2007 2010 2012 2013 2014 2015 2016 2017 

China 55.16 50.06 47.72 51.14 46.77 46.50 46.24 44.52 45.20 

Hong Kong SAR, 
China 

78.95 76.46 71.47 79.52 68.08 72.28 74.41 71.75 74.82 

Japan 54.40 53.69 58.08 61.29 57.03 57.06 54.19 53.82 54.55 

Korea, Republic of 56.57 56.07 57.92 65.95 62.63 60.74 59.50 59.88 60.45 

Macao SAR, China 48.01 52.46 48.33 60.05 .. 56.18 94.83 53.58 .. 

South Asia1 40.25 48.28 51.71 56.15 55.87 55.76 54.32 54.70 55.41 

India 37.33 48.75 51.28 55.91 54.50 54.23 52.72 53.51 53.86 

Sri Lanka 50.93 49.30 55.53 62.86 60.17 60.89 60.90 59.13 61.02 

ASEAN2 64.75 60.24 61.43 70.93 66.70 66.06 65.66 67.09 67.84 

Singapore 67.25 55.54 53.12 70.55 65.27 65.16 65.50 65.60 66.00 

———————————————————————— 
1 South Asia includes India, Bangladesh, Sri Lanka, Pakistan, Nepal, Bhutan and Maldives, among others. Due to space limit, two 

economies are listed, namely India and Sri Lanka. 
2 The 10 ASEAN member economies include Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, 

Thailand and Vietnam. Only a few economies are shown due to space constraints. 
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(continued) 

 2004 2007 2010 2012 2013 2014 2015 2016 2017 

Malaysia 63.28 62.56 65.42 71.71 67.72 66.44 66.95 67.14 67.12 

Thailand 65.56 65.30 67.83 69.69 66.86 66.67 66.22 65.84 .. 

The Philippines 63.37 63.44 66.86 72.02 .. .. .. 68.76 69.7 

Indonesia 60.39 61.92 65.28 74.10 71.30 70.51 68.75 68.16 69.41 

Vietnam 63.82 58.44 .. 66.95 62.06 61.11 60.98 .. .. 

New Zealand* 37.89 40.91 45.26 50.97 51.22 50.76 48.74 49.47 51.92 

Australia* 50.75 51.85 59.14 67.85 62.65 67.55 66.32 65.35 60.74 

US* 36.86 35.80 36.51 38.97 37.65 37.29 38.90 39.36 39.62 

EU(27)* 13.33 14.05 16.28 16.20 16.08 16.41 16.93 16.83 17.08 

Asia 55.83 53.07 54.07 59.49 53.01 55.65 51.48 50.74 54.20 

Notes: .. means data not available. 

The Economies with * indicating a different formula for computation (i.e., trade volume with Asia/trade volume with the world). 

Since these economies are outside Asia, the indices are not entirely comparable with their counterparts. 

Source: WITS, World Bank. 

 
In particular, China’s dependence on Asia 

increased to 45.2 percent, Japan increased to 54.55 
percent, Indonesia increased to 69.41 percent, and 
Hong Kong Special Administrative Region of China 
increased by 3 percentage points to 74.82 percent in 
2017. Different from previous trend, EU’s share of 

trade with Asia saw a slight growth; while the US 
dependence on Asia kept its growth trend. 
Attributing to the strong import demand of Asian 
economies, Asia's self-dependence saw an 
impressive growth in 2017, which was the highest 
record since 2014 (see Figure 3.1).  

 

 

Figure 3.1  Asia’s Trade Dependence Index on Asian Economies 
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In addition to the cyclical factors like global 
economic recovery, increasing investment growth in 
America and rising consumption in Japan also played 
important roles. At the same time, steady economic 
growth of China and the EU also provide a positive 
support for global demand. It is worth noting that 
the largest determinants contributed on import side 
are in developing and emerging economies. In 
particular, import demand from Asian economies 
saw a growth rate as high as 8 percent. The rise of 
trade protectionism around the world, however, has 
become a major concern for global trade growth. As 
a matter of fact, China-US trade friction in 2018 can 
be one adverse consequences of trade protectionism. 
Clearly, rising trade tensions would have a negative 
impact on global trade growth, as these tensions 
would lead to a number of trade-restrictive measures 
in the end. Therefore, uncertainty caused by trade 
tensions may shade the growth of global trade.  

 

3.2  Evolving Trade 
Interdependence among Key 
Asian Economies  

This section is an update of the status of trade 
interdependence among major Asian economies. 
The economies are identified by the closeness of 

their trade with each other. The measurement for the 
degree of interdependence is the same as in the 
previous Reports. The computed index lies between 
zero and one, with higher value representing a 
higher degree of trade interdependence.1  

Table 3.2 shows the interdependence of the key 
Asian economies in trade in 2017. Generally, the 
trade interdependence of these economies became 
slightly closer than in 2016. The Sade incident that 
occurred during the year seemed to have no definite 
effect on the pattern of interdependence between 
the two economies. In 2017, Korea’s trade 
dependence on China declined slightly from 23.4 
percent in 2016 to 22.8 percent, but China’s trade 
dependence on Korea increased by 0.2 percentage 
points to 7.1 percent in 2017. As a general pattern, 
the key Asian economies have a higher dependence 
on China than on ASEAN. However, economies like 
India, Japan, Korea, and TPP (excluding the US) 
managed to gain 0.4, 0.2, 1.0 and 0.1 percentage 
points in the dependence on ASEAN in 2017.  
——————————————————————— 
1 In one extreme case, if the index for one economy on another 

one (or a region) is equal to zero, the economy is not trading 
with the latter economy. If the index is equal to one, then the 
former economy trades with the latter economy, not with all 
other economies. 

 

Table 3.2  Trade Dependence Index, Selected Asian Economies, 2017 (percent) 

On 

 

Of 

ASEAN CHN IND JPN KOR ASIA 
TPP 

Including 
the US 

TPP 
Excluding 

the US 

ASEAN 25.5 15.9 3.3 7.7 4.8 67.8 34.7 26.1 

CHN 13.0 - 2.1 7.6 7.1 45.2 37.6 22.8 

IND 10.9 11.4 - 2.0 2.8 53.9 23.0 13.5 

JPN 15.2 21.7 1.0 - 5.9 54.6 30.4 15.1 

KOR 14.2 22.8 1.9 7.8 - 60.5 36.0 24.6 

TPP Including 
the US 10.0 16.9 1.8 4.4 3.7 42.8 42.4 26.0 

TPP Excluding 
the US 

12.6 16.5 1.7 3.5 4.1 45.2 44.6 15.6 

Source: WITS, World Bank. 
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In contrast to the deepening interdependence 
among the Asian economies, the trade 
interdependence between the TPP group and most 
Asian economies had declined. President Trump 
signed an executive order withdrawing the US from 
the TPP on January 23, 2017. To the extent that the 
US exit from TPP indicated the failure of the TPP, thus 
the trade among the members faced more 
uncertainties. The TPP’s (including the US, the same 
below) trade dependence on the Asian economies 
decreased by 0.3 points to 42.8 percent. In particular, 
TPP’s trade dependence on Japan and Korea had 
declined by 0.3 points and 0.4 points, respectively. Its 
dependence on China, however, has increased to 
16.9 percent. Furthermore, the trade dependence of 
TPP on ASEAN remained constant compared to last 
year. In contrast, Asian economies (except ASEAN) 

have seen a higher dependence on the TPP.  
Figure 3.2 also shows the trade dependence 

among the selected Asian economies and the TPP 
members. The selected Asian economies became 
more dependent on Asia itself, while their 
dependence on TPP members decreased at the 
beginning and rose up in the later period. Prior to 
2012, the dependence of Asian economies on TPP 
continued to decline and began to rise slightly after 
2012. During the period from 2004 to 2017, the Asian 
economies, as well as TPP members, had seen an 
increase in dependence on China. On the other hand, 
China’s dependence on Japan and Korea had shown 
a tendency of decline. The decline may be attributed 
to the rise in China’s trade dependence on ASEAN 
economies from 8.5 percent in 2013 to 13 percent in 
2017. 
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Figure 3.2  Trade Interdependence Index for Selected Economies 
 

3.3  Trade Flows among 
Selected Asian Economies 

Table 3.3 presents the trade flows matrix for major 
Asian economies in 2017. Along the row-wise, it 
shows the value of exports from one economy to its 
trading partner (in USD billion), e.g. Australian 
exports to Australia, China, Indonesia, India, Japan, 

among others; while column-wise indicates how 
much one economy import from its trading partner, 
such as Australian import from Australia, China, 
Indonesia, India, Japan and others. Take the value 
68.1 in the first row and second column for instance, 
it means that Australia's exports to China were 
USD68.1 billion in 2017.  

 

Table 3.3  Trade Flows among Asian Economies, 2017 (USD billion) 

To 
From 

Australia 
China 

People’s 
Republic of 

Indonesia India Japan 
Korea, 

Republic 
of 

Malaysia 
New 

Zealand 
The 

Philippines Thailand Vietnam 

Australia - 68.10 4.88 10.76 24.01 13.15 3.41 6.80 1.75 3.06 3.50 

China  41.33 - 34.76 68.04 137.26 102.70 41.71 5.10 32.07 38.54 71.62 

Indonesia 2.51 23.05 - 14.08 17.79 8.19 8.47 0.44 6.63 6.46 3.59 

India 3.88 12.50 3.76 - 4.50 4.38 5.55 0.33 1.58 3.59 8.11 

Japan 16.01 132.79 13.39 8.85 - 53.31 12.76 2.46 11.13 29.43 15.05 

Korea, 
Republic of 

19.86 142.12 8.40 15.06 26.81 - 8.04 1.31 10.59 7.46 47.75 

Malaysia 7.50 29.19 8.05 8.00 17.30 6.62 - 1.04 3.83 11.69 6.39 

New 
Zealand 6.25 8.48 0.68 0.48 2.28 1.06 0.72 - 0.50 0.63 0.51 

The 
Philippines 

0.45 8.02 0.72 0.58 10.85 4.33 1.71 0.06 - 2.74 0.91 

Thailand - - - - - - - - - - - 

Vietnam - - - - - - - - - - - 

Source: WITS database, World Bank. 
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There are huge differences between each 
selected Asian economies in terms of trade relation 
with their counterparts. In 2017, exports from each 
selected Asian economies to China kept growing, 
while the exports to Japan from some economies 
decreased. These economies are Australia and the 
Philippines. It is observed that, there are two trading 
hubs within Asia, which are China and Japan, as they 
took majority shares of trade vis-à-vis counterparts. 

As data shows, China dominates the trade 
patterns for most of the selected economies. More 
specifically, bilateral trade relations between the 
selected economies found significant trade flows 
(over USD100 billion) including the following pairs: 
China's exports to Japan and Korea reached 
USD137.26 billion and USD102.70 billion, respectively; 
China’s imports from Japan and Korea amounted to 
respectively USD132.79 billion and USD142.12 billion. 
Overall, being an importer, China was the largest 
market for most exporters in the region (except for 
the Philippines); being an exporter, China saw even 
pronounced advantage over other economies in 
terms of export value (with New Zealand as 
exception mainly due to its locational feature, 
making it has closer ties with Australia).  

 

3.4  Asia’s Trade in 
Intermediate Goods: Direction 
of Flows and Interdependence 

This section continues to monitor the evolution of 
global value chains. Table 3.4 shows the Asia’s 
intra-regional flows of intermediate goods, which 
could help us understand better the international 

production network in Asia. A unique feature of Asia’s 
production network is Hong Kong Special 
Administrative Region of China intermediates a 
substantial amount of global value chain trade 
between Chinese mainland and the rest of the world. 
Besides Hong Kong Special Administrative Region of 
China, China is the largest destination for Korean 
exports of intermediate inputs. In 2017, Korea 
exported USD107.4 billion of intermediate goods to 
China, far exceeding its exports to Japan and 
individual ASEAN economies. Meanwhile, China is 
also Korea’s largest supplier of intermediate goods. 
Korea imported USD58.8 billion of intermediate 
goods from China, far in excess of its imports from 
other Asian economies (see Table 3.4). Japan’s 
dependence on China in intermediate goods trade is 
high and is strengthening over time. Japan exported 
USD83.2 billion of intermediate goods to China in 
2017, an increase of 12.9 percent over the previous 
year of 2016 and imported USD55.7 billion, up by 4.9 
percent.  

As indicated by Table 3.4, flows of intermediates 
from the Asian economies mostly directed to China, 
Japan, Korea and ASEAN, but not so much to the US 
and EU. For example, Singapore’s major export 
destinations of intermediate goods were sequentially 
China, Hong Kong Special Administrative Region of 
China and Malaysia, and the amount was USD38.4 
billion, USD34.6 billion and USD21.9 billion 
respectively in 2017. Malaysia’s exports of 
intermediate goods sequentially flew to China, 
Singapore and Japan. In 2017, Malaysia exported 
USD24.6 billion of intermediates to China, USD19.7 
billion to Singapore and USD13.1 billion to Japan. 

 

Table 3.4  Intra-regional Exports of Intermediate Goods, Selected 
Economies, 2017 (USD billion) 

    To 

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

EU 
(27) 

JPN – 83.2 33.9 3.8 0.4 6.3 16.9 9.5 8.9 9.6 22.3 6.1 10.4 54.8 34.9 

CHN 55.7 – 58.8 15.3 2.0 44.1 129.1 19.0 22.4 20.0 22.2 16.2 47.6 134.3 131.0 

KOR 17.3 107.4 – 2.1 0.4 10.3 32.6 5.1 5.8 5.3 5.7 7.2 34.5 30.9 27.8 

AUS 20.9 62.5 11.7 – 2.7 9.4 7.3 2.1 2.8 4.3 2.6 1.4 2.7 3.7 9.7 

NZL 1.0 3.2 0.6 2.3 – 0.3 0.1 0.4 0.2 0.3 0.3 0.2 0.2 1.1 0.9 

IND 2.4 10.4 3.2 1.0 0.1 – 10.9 2.4 2.4 2.5 2.5 0.7 2.9 21.2 27.1 
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    To 

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

EU 
(27) 

HK 7.5 248.6 5.1 0.9 0.1 17.2 – 7.5 2.0 2.6 10.5 2.2 6.1 14.7 19.2 

SGP 9.4 38.4 8.9 3.2 0.6 7.2 34.6 – 21.9 13.1 9.2 4.1 5.7 14.8 19.2 

MYS 13.1 24.6 5.3 4.1 0.7 6.5 8.7 19.7 – 4.2 8.1 2.6 3.4 10.7 14.0 

IDN 14.3 20.6 7.0 1.6 0.3 13.6 1.3 9.4 6.9 – 4.9 3.9 2.3 7.0 9.9 

THA 10.6 28.9 3.0 2.2 0.4 4.6 6.6 3.4 7.3 6.6 – 2.6 – 11.0 10.4 

PHL 7.8 5.1 3.4 0.3 0.0 0.4 7.5 3.5 1.3 0.6 2.3 – 0.7 4.7 5.6 

VNM 8.2 29.1 8.0 1.0 0.1 2.9 5.9 1.8 3.2 2.3 – 1.4 – 9.7 9.5 

US 35.4 76.9 25.8 9.1 1.1 17.8 19.7 14.0 8.9 5.0 7.5 5.8 5.5 – 131.6 

EU(27) 26.8 111.8 23.7 13.3 2.1 30.1 15.3 19.1 9.2 5.3 9.0 3.6 4.8 185.6 1,749.6 

Note: Trade in intermediate goods is estimated based on the UN Broad Economic Categories (BEC) classification. Intermediate goods 

include industrial food and beverage (BEC 111 and BEC 121), industrial supplies (BEC 21 and 22), fuels and lubricants (BEC 31 and 

322), and parts and accessories of capital goods and transport equipment (BEC 42 and 53). 

Source: Based on the United Nations, ComTrade Database. 

 
Table 3.5 further illustrates the export 

dependence for intermediate goods. For example, 
China’s dependence on the US in intermediate 
exports was 13.7 percent, on EU 13.3 percent and on 
Hong Kong Special Administrative Region of China 
13.1 percent. Japan had a high dependence in 
intermediate exports on China, the US and EU with 
the computed dependency index as 23 percent, 15.3 
percent and 10 percent. Korea had a similar pattern 

of export dependence to that of Japan. The 
information in Table 3.4 indicates that China mainly 
acted as a supplier of intermediate goods with the 
US and EU, but with Japan and Korea more like 
sourcing intermediate inputs for domestic 
production and export. For most of the Asian 
economies as a whole, China mainly acted a 
destination for their intermediate exports. 

 

Table 3.5  Dependency Index for Exports of Intermediate Goods, 
Selected Asian Economies, 2017 

On 
Of 

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

(27) 

JPN – 0.23 0.09 0.01 0.00 0.02 0.05 0.03 0.02 0.03 0.06 0.02 0.03 0.15 0.10 

CHN 0.06 – 0.06 0.02 0.00 0.04 0.13 0.02 0.02 0.02 0.02 0.02 0.05 0.14 0.13 

KOR 0.05 0.31 – 0.01 0.00 0.03 0.09 0.01 0.02 0.02 0.02 0.02 0.10 0.09 0.08 

AUS 0.11 0.33 0.06 – 0.01 0.05 0.04 0.01 0.01 0.02 0.01 0.01 0.01 0.02 0.05 

NZL 0.08 0.25 0.05 0.18 – 0.03 0.01 0.03 0.02 0.02 0.02 0.01 0.02 0.09 0.07 

IND 0.02 0.07 0.02 0.01 0.00 – 0.08 0.02 0.02 0.02 0.02 0.01 0.02 0.15 0.19 

HK 0.02 0.66 0.01 0.00 0.00 0.05 – 0.02 0.01 0.01 0.03 0.01 0.02 0.04 0.05 

SGP 0.04 0.18 0.04 0.01 0.00 0.03 0.16 – 0.10 0.06 0.04 0.02 0.03 0.07 0.09 
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On 

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

EU 
(27) 

MYS 0.09 0.17 0.04 0.03 0.01 0.04 0.06 0.13 – 0.03 0.06 0.02 0.02 0.07 0.10 

IDN 0.12 0.17 0.06 0.01 0.00 0.11 0.01 0.08 0.06 – 0.04 0.03 0.02 0.06 0.08 

THA 0.09 0.25 0.03 0.02 0.00 0.04 0.06 0.03 0.06 0.06 – 0.02 0.05 0.10 0.09 

PHL 0.16 0.11 0.07 0.01 0.00 0.01 0.16 0.07 0.03 0.01 0.05 – 0.01 0.10 0.12 

VNM 0.09 0.32 0.09 0.01 0.00 0.03 0.06 0.02 0.04 0.02 0.03 0.01 – 0.11 0.10 

US 0.04 0.10 0.03 0.01 0.00 0.02 0.02 0.02 0.01 0.01 0.01 0.01 0.01 – 0.17 

EU(27) 0.01 0.04 0.01 0.00 0.00 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.07 0.64 

Note: The index was computed as one economy’s exports of intermediate goods to another in proportion to this economy’s to intermediate 

goods exports to the world. The value of the index, thus calculated, lies between zero and one. 

Source: Based on the United Nations, ComTrade Database. 

 

3.5  Accounting for the Value 
Added Creation in Asian 
Merchandise Exports 

This section focused on tracing value added along 
the merchandise trade performed by major players in 
Asia in the post-financial crisis era. As stated in 
previous series, such exercise will update our 
knowledge of trade in value added versus gross trade, 
and distribution of value added in a product by 
source of origin. 

14 economies were used and analyzed within 
Asia, namely China, Indonesia, India, Japan, Korea, 
Taiwan Province of China, the Philippines, Thailand, 
Vietnam, Laos, Brunei, Cambodia, Singapore and 
Hong Kong Special Administrative Region of China.1 
Precisely, each final product sector in each of the 14 
economies will be traced for the year 2010 and the 
year 2017 according to the origin where value added 
was generated, and it provides indication for the 
progress of Asia’s economic integration. 

———————————————————————— 
1 We adopt the model proposed in Wang et al. (2014), and adapt it 

to suit our purpose. The dataset is constructed and maintained 
by Asian Development Bank, which extended the WIOD 
database including more Asian economies, covering years from 
2000 to 2017. Due to space limit, we only report the aggregate 
results; but results on sectoral level are available on request. 

Next, we present the aggregate results of trade 
in value added for the 14 Asian economies in 2010 
and 2017, given in Table 3.6 and Table 3.7. 
Importantly, the gross merchandise exports were 
disentangled into domestic value added and foreign 
counterpart; in addition, the top 5 contributors in 
Asia were provided. In this way, one can easily check 
the extent to which Asian trading partners are 
important to a typical economy’s merchandise trade.  

Several observations can be made. It is found 
that China ranked first not only in terms of gross 
exports but also the domestic value added content 
in total exports, followed by Japan and Korea in 2017. 
Another observation is that, from 2010 till 2017, the 
average growth rate of the value added embodied in 
merchandise trade amounted to 6.1 percent per 
annum for China, contrasting to the 0.4 percent per 
annum for Japan. There are heterogeneity among 
other Asian economies, albeit small in total size, 
some of them (e.g., India, Vietnam, Laos and 
Cambodia) exhibit even higher growth rates.  
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Table 3.6  Merchandise Exports in Gross Terms and Domestic Value Added 
Terms in 2010, Selected Asian Economies 

 
Gross 

Exports 
(USD 

million) 

Value 
Added 
Exports 

(USD 
million) 

DVAR 
(percent) 

FVAR 
(percent) 

Contribution of Asian Economies (percent) 

Subtotal Source Region and Ranking (Top Five) 

CHN 1,375,717 1,077,901 78.4 16.8 5.4 JPN 1.8 KOR 1.2 TWN 1.0 IND 0.3 IDN 0.3 

IDN 119,389 96,754 81.0 14.4 5.9 CHN 1.9 JPN 1.4 KOR 0.8 THA 0.4 IND 0.4 

IND 149,814 105,855 70.7 21.1 3.7 CHN 1.5 JPN 0.6 IDN 0.5 KOR 0.4 SGP 0.2 

JPN 640,517 526,766 82.2 12.4 3.8 CHN 1.7 KOR 0.6 IDN 0.5 TWN 0.4 THA 0.2 

KOR 461,813 288,504 62.5 27.9 10.3 CHN 3.8 JPN 3.7 IDN 0.9 TWN 0.7 IND 0.3 

TWN 262,970 136,819 52.0 31.5 13.9 JPN 5.8 CHN 3.6 KOR 1.8 IDN 1.1 SGP 0.5 

PHI 32,154 22,689 70.6 19.0 8.7 JPN 2.4 CHN 1.7 TWN 1.2 KOR 1.1 SGP 0.9 

THA 111,330 67,919 61.0 28.9 11.6 JPN 5.1 CHN 2.7 KOR 1.0 IDN 0.7 TWN 0.5 

VNM 41,984 25,428 60.6 32.3 17.9 CHN 6.2 JPN 3.3 KOR 3.2 TWN 1.6 THA 1.1 

LAO 258 217 84.1 13.8 8.5 CHN 3.6 HK 1.0 THA 0.8 TWN 0.7 SGP 0.5 

BRN 3,497 3,288 94.0 4.0 1.1 CHN 0.4 JPN 0.3 THA 0.1 KOR 0.1 IDN 0.1 

KHM 2,106 1,344 63.8 33.5 22.6 CHN 11.1 TWN 3.3 KOR 2.2 THA 1.7 VNM 1.2 

SGP 145,947 51,296 35.1 44.9 15.2 CHN 4.3 JPN 3.1 KOR 1.8 IND 1.8 IDN 1.5 

HK 15,546 4,972 32.0 51.8 23.1 CHN 11.2 JPN 3.6 SGP 2.0 TWN 1.9 KOR 1.7 

Source: Authors’ calculation using ADB’s extended WIOD dataset. 

 

Table 3.7  Merchandise Exports in Gross Terms and Domestic Value Added 
Terms in 2017, Selected Asian Economies 

  

Gross 
Exports 

(USD 
million) 

Value  
Added 
Exports 

(USD 
million) 

AVG per 
Annum 

(percent) 

DVAR 
(percent) 

FVAR 
(percent) 

Contribution of Asian Economies (percent) 

Subtotal Source Region and Ranking (Top Five) 

CHN 1,918,289 1,629,325 6.1 84.9 11.3 3.7 KOR 1.1 JPN 0.9 TWN 0.8 IDN 0.2 SGP 0.2 

IDN 172,291 140,970 5.5 81.8 13.8 6.0 CHN 2.3 JPN 1.1 KOR 0.8 THA 0.6 IND 0.4 

IND 240,559 178,876 7.8 74.4 18.2 3.5 CHN 1.6 JPN 0.5 IDN 0.4 KOR 0.4 THA 0.2 

JPN 697,321 540,602 0.4 77.5 16.0 5.5 CHN 2.6 KOR 0.8 IDN 0.6 TWN 0.5 THA 0.3 

KOR 606,737 375,279 3.8 61.9 27.7 10.5 CHN 5.0 JPN 2.9 TWN 0.7 IDN 0.6 IND 0.3 

TWN 293,338 166,147 2.8 56.6 28.3 14.4 CHN 5.3 JPN 4.7 KOR 2.1 IDN 0.9 SGP 0.4 

PHI 39,322 25,216 1.5 64.1 23.5 10.8 CHN 3.2 JPN 2.1 TWN 1.5 KOR 1.3 IDN 0.8 

THA 158,870 99,612 5.6 62.7 27.5 9.5 JPN 3.2 CHN 2.9 KOR 0.7 IDN 0.7 TWN 0.4 
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Gross 
Exports 

(USD 
million) 

Value  
Added 
Exports 

(USD 
million) 

AVG per 
Annum 

(percent) 

DVAR 
(percent) 

FVAR 
(percent) 

Contribution of Asian Economies (percent) 

Subtotal Source Region and Ranking (Top Five) 

VNM 117,915 65,631 14.5 55.7 34.9 20.7 CHN 8.4 KOR 4.4 JPN 2.9 TWN 1.5 THA 1.2 

LAO 821 700 18.3 85.3 12.4 8.9 CHN 4.8 THA 0.9 VNM 0.9 SGP 0.5 TWN 0.4 

BRN 2,424 2,244 -5.3 92.6 5.0 1.7 CHN 0.6 THA 0.3 JPN 0.2 IDN 0.2 KOR 0.1 

KHM 5,342 3,455 14.4 64.7 33.2 25.9 CHN 13.4 VNM 4.5 THA 2.0 TWN 1.9 KOR 1.8 

SGP 171,610 62,717 2.9 36.5 46.2 17.3 CHN 5.4 JPN 2.7 IND 2.2 KOR 2.0 IDN 1.7 

HK 17,229 5,493 1.4 31.9 53.0 24.1 CHN 11.9 JPN 3.3 TWN 2.4 SGP 1.8 KOR 1.6 

Source: Authors’ calculation using ADB’s extended WIOD dataset. 

 
Although the Asian value added ratio embodied 

in China's manufacturing exports fell from 5.4 
percent in 2010 to 3.7 percent in 2017, given the 
sheer size of China's manufacturing value added 
exports, the positive effect of its manufacturing 
exports on Asian economic growth remains. Put 
differently, the important role of Chinese 
manufacturing exports in Asia is not in terms of 
growth rate, but in size, which cannot be 
underestimated. 

Finally, when we focus on the integration of Asia, 
which is a subset of foreign value added embodied 

in one typical economy’s exports, the relative role of 
Asian trading partner is of importance. Specifically, 
top 5 regions were reported for each one of the 14 
economies in terms of value added embodied in the 
exports. Back in 2010, Japan ranked first in terms of 
value added indirectly exported by other’s exports, 
for economies such as China, Taiwan Province of 
China, the Philippines, and Thailand. This pattern 
changed in 2017, China dominated the ranking in 
most of the economies, while Japan only ranked first 
in Thailand’s exports.  
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Chapter 4 
Interdependence among the Asian 
Economies in Factory Asia 
 

 
 

4.1  The Pattern of 
Interdependence in Factory Asia 
Remained Stable 

An important asset left by the globalization was the 
creation of three global factories in the world: Factory 
Asia, Factory Europe and Factory North America. First 
look at the change in the factory’s self dependence 
measured by the cross-border flows of intermediate 
goods. 1  From 2016 to 2017, Factory Asia’s 
self-dependence had not changed amid the 
increased uncertainties in the global economy and 
the index of self-dependence for Factory Asia 
remained stable at 0.58. The case for Factory North 
America was similar to that in Asia, with index 
remained at 0.42. However, Factory Europe had been 
able to increase their self-dependence with the index 
rising from 0.59 in 2016 to 0.64 in 2017.         

Major Asian economies had a very high 
dependence on the Chinese economy, e.g. Hong 
Kong Special Administrative Region of China ranked 
on the top with an index of 0.54, Korea ranked 

———————————————————————— 
1 The classification of intermediate goods in this Chapter is based 

on the Standard International Trade Classification (SITC Rev3). 
22 most extensively traded parts and components are identified 
from SITC 6, SITC 7, SITC 8. See Table 4.6 to Table 4.11. 

second at 0.32, Japan the third at 0.3, Indonesia the 
fourth, etc. (see Table 4.1 and Table 4.2). On the 
contrary, China’s dependence on other Asian 
economies was generally low. China was most 
dependent on Korea and Hong Kong Special 
Administrative Region of China in intermediate 
goods trade with the dependency index at 0.11, 
followed by Japan at 0.08. ASEAN was mostly 
dependent on China, Japan and Korea in 
intermediate goods trade, far exceeding the share of 
trade among the ASEAN members. From 2016 to 
2017, the dependence of major ASEAN economies 
on China slightly increased. Indonesia’s index of 
dependence on China increased from 0.24 to 0.26 
between 2016 and 2017 while Thailand’s 
dependence on China rose from 0.20 to 0.22. In 
addition, ASEAN also increased its dependence on 
Japan and Korea. Despite the trade tensions between 
the US and its major trading partners, particularly 
with China, the interdependence pattern of Factory 
Asia so far has remained stable. 
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Table 4.1  Index of Interdependence in Factory Asia, 2017 

On 

Of  
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA 

EU 
(27) 

USMCA CPTPP 

CHN – 0.11 0.01 0.02 0.08 0.11 0.03 0.02 0.02 0.02 0.04 0.45 0.12 0.14 0.21 

HK 0.54 – 0.00 0.04 0.04 0.04 0.02 0.02 0.05 0.02 0.02 0.78 0.05 0.05 0.14 

IDN 0.26 0.02 – 0.03 0.15 0.06 0.04 0.02 0.06 0.06 0.04 0.74 0.07 0.06 0.32 

IND 0.19 0.10 0.01 – 0.03 0.04 0.01 0.00 0.01 0.02 0.02 0.43 0.16 0.14 0.10 

JPN 0.30 0.03 0.03 0.01 – 0.07 0.02 0.02 0.02 0.06 0.04 0.60 0.09 0.18 0.11 

KOR 0.32 0.09 0.01 0.02 0.07 – 0.02 0.02 0.02 0.01 0.26 0.66 0.26 0.13 0.22 

MYS 0.19 0.07 0.02 0.01 0.07 0.03 – 0.01 0.15 0.05 0.03 0.64 0.11 0.13 0.27 

PHL 0.16 0.12 0.01 0.01 0.14 0.09 0.03 – 0.08 0.05 0.02 0.69 0.09 0.11 0.28 

SGP 0.16 0.12 0.04 0.02 0.05 0.07 0.12 0.03 – 0.03 0.02 0.65 0.09 0.11 0.20 

THA 0.22 0.09 0.03 0.03 0.19 0.04 0.06 0.02 0.06  0.03 0.70 0.11 0.15 0.35 

VNM 0.25 0.08 0.02 0.02 0.09 0.21 0.03 0.01 0.03 0.03  0.63 0.16 0.14 0.20 

ASIA 0.20 0.07 0.01 0.02 0.06 0.07 0.03 0.02 0.03 0.03 0.04 0.58 0.10 0.12 0.18 

EU(27) 0.07 0.01 0.00 0.01 0.01 0.01 0.01 0.00 0.00 0.00 0.01 0.13 0.64 0.07 0.05 

USMCA 0.18 0.01 0.00 0.02 0.04 0.03 0.03 0.01 0.01 0.01 0.01 0.36 0.12 0.42 0.33 

CPTPP 0.20 0.04 0.02 0.01 0.03 0.05 0.04 0.01 0.02 0.03 0.02 0.48 0.09 0.32 0.15 

Source: Based on UN ComTrade database. 

 

Table 4.2  Index of Interdependence in Factory Asia, 2016 

On 
Of  

CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA 
EU 

(27) 
NAFTA 

CHN – 0.12 0.01 0.02 0.08 0.10 0.04 0.02 0.02 0.02 0.02 0.45 0.12 0.14 

HK 0.54 – 0.00 0.04 0.04 0.05 0.03 0.01 0.02 0.02 0.02 0.76 0.05 0.06 

IDN 0.24 0.02 – 0.02 0.14 0.06 0.04 0.01 0.07 0.06 0.04 0.72 0.07 0.06 

IND 0.18 0.10 0.01 – 0.03 0.04 0.01 0.00 0.02 0.02 0.01 0.41 0.18 0.16 

JPN 0.29 0.03 0.02 0.01 – 0.07 0.02 0.02 0.02 0.06 0.03 0.58 0.09 0.20 

KOR 0.31 0.07 0.01 0.02 0.08 – 0.02 0.01 0.02 0.01 0.25 0.63 0.27 0.15 

MYS 0.19 0.06 0.02 0.01 0.07 0.03 – 0.01 0.14 0.06 0.03 0.62 0.11 0.15 

PHL 0.15 0.11 0.01 0.00 0.16 0.06 0.03 – 0.10 0.05 0.02 0.68 0.08 0.13 

SGP 0.16 0.12 0.04 0.02 0.06 0.08 0.11 0.03 – 0.03 0.02 0.65 0.09 0.11 

THA 0.20 0.05 0.03 0.02 0.17 0.03 0.06 0.03 0.03 – 0.03 0.66 0.09 0.10 

VNM 0.25 0.03 0.01 0.01 0.09 0.17 0.02 0.01 0.01 0.03 – 0.63 0.12 0.11 

ASIA 0.20 0.07 0.01 0.02 0.07 0.07 0.03 0.02 0.02 0.03 0.03 0.58 0.10 0.13 

EU(27) 0.08 0.01 0.00 0.01 0.01 0.01 0.01 0.00 0.01 0.00 0.01 0.16 0.59 0.08 

NAFTA 0.17 0.01 0.00 0.02 0.05 0.03 0.03 0.01 0.01 0.01 0.01 0.36 0.12 0.42 

Source: Based on UN ComTrade database. 
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Now, look at the long-term trend of 
interdependence in Factory Asia. From 2001 to 2017, 
the dependence of major Asian economies on 
Factory Asia measured by the proportion of trade in 
intermediate goods remained at a high level. Of all 
the economies contained in Table 4.3, Hong Kong 
Special Administrative Region of China had the 
highest dependence on Factory Asia, with the index 
of dependence above 0.70 in general and reaching 
0.78 in 2017. The index for major ASEAN economies 
like Indonesia, Singapore and Thailand also hovered 
about 0.65 while the dependence of Japan and 

Korea on Factory Asia was high around 0.60 and 
strengthening. India’s dependence on Factory Asia 
started from a low level and is aggressively 
intensified its involvement in Asia’s global value chain 
with the level of dependence exceeding 0.40 in 
recent years. China is an extremely important player 
Asia’s global value chain. But China’s pattern of 
dependence is more diversified. In 2017, China’s 
dependence on Factory Asia was 0.45, and that on 
EU and North America was 0.12 and 0.14, respectively. 
In conclusion, most of the Asian economies had 
increased their dependence on Factory Asia. 

 
Table 4.3  Index of Dependence on Factory Asia, Major Asian Economies, 2001-2017 

  2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

CHN 0.51 0.52 0.51 0.49 0.48 0.47 0.46 0.45 0.46 0.46 0.45 0.46 0.46 0.45 0.52 0.45 0.45 

HK 0.67 0.70 0.73 0.73 0.74 0.74 0.75 0.75 0.76 0.77 0.76 0.77 0.77 0.77 0.78 0.76 0.78 

IDN 0.57 0.58 0.60 0.60 0.62 0.58 0.59 0.68 0.67 0.69 0.69 0.69 0.68 0.70 0.69 0.72 0.74 

IND 0.26 0.25 0.29 0.28 0.32 0.32 0.34 0.35 0.38 0.35 0.35 0.35 0.36 0.37 0.41 0.41 0.43 

JPN 0.45 0.48 0.51 0.52 0.52 0.52 0.53 0.54 0.57 0.58 0.58 0.60 0.60 0.60 0.59 0.58 0.60 

KOR 0.49 0.52 0.55 0.53 0.54 0.55 0.55 0.56 0.57 0.58 0.58 0.60 0.61 0.61 0.63 0.63 0.66 

MYS 0.55 0.57 0.57 0.57 0.58 0.57 0.59 0.58 0.63 0.63 0.63 0.65 0.64 0.62 0.63 0.62 0.64 

PHL 0.50 0.51 0.55 0.57 0.58 0.57 0.58 0.60 0.58 0.49 0.32 0.64 0.65 0.64 0.64 0.68 0.69 

SGP 0.59 0.61 0.64 0.63 0.63 0.63 0.65 0.65 0.67 0.66 0.65 0.64 0.63 0.63 0.65 0.65 0.65 

THA 0.57 0.60 0.64 0.64 0.66 0.66 0.66 0.66 0.66 0.67 0.67 0.67 0.66 0.66 0.66 0.66 0.70 

VNM 0.65 0.63 0.65 0.67 0.69 0.73 0.73 0.72 0.69 0.71 0.71 0.66 0.66 0.64 0.63 0.63 0.63 

Source: Based on UN ComTrade database. 

 

4.2  Product Dependence and 
Distribution of Competitive 
Advantages 

This section and the next continue to use the top 22 
parts and components (P&Cs) that are most 
extensively traded in Asia identified from SITC 6, SITC 
7 and SITC 8 of Standard International Trade 
Classifications to describe the dependency pattern of 
the global value chain products and the country 
distributions of competitiveness. The share of trade 
for each of the top 22 P&Cs by each economy was 
calculated. If an economy has a high share of trade in 
an intermediate input, it implies that the global value 
chain has a high dependence on this economy in 
producing this product. The results are also useful to 

provide some information about competitive 
advantage of an economy in producing the product 
as a high proportion of trade in the intermediate 
product, which may suggest that the economy may 
possess competitive advantage in producing this 
product, as intermediate or mostly final goods. The 
results are shown separately in two tables, Table 4.4 
for 2017 and Table 4.5 for 2016, the latter of which is 
prepared for the purpose of comparison.  

 As already demonstrated in the previous 
reports and confirmed again in Table 4.4 and Table 
4.5, pearls and precious or semiprecious stones (SITC 
667) had a high dependence on India in the trade of 
their intermediate inputs. This may suggest that India 
possesses a competitive advantage over other Asian 
economies in the production of the intermediate 
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goods as well as the final products. From 2016 to 
2017, the dependence of this product category on 
India increased rapidly from 0.17 to 0.28, implying 
that India was becoming more competitive in the 
production. The information in Table 4.4 and Table 4.5 
shows that Hong Kong Special Administrative Region 

of China, following India, also has competitive 
advantage in SITC 667 as the index of dependence 
on Hong Kong Special Administrative Region of 
China was 0.22 in 2017 compared to 0.15 in 2016.  

 

 

Table 4.4  Dependence of Trade in Top 22 Parts and Components by SITC Codes, 2017 

On 

Of  
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA 

EU 
(27) 

USMCA CPTPP 

625 0.12 0.00 0.02 0.02 0.05 0.03 0.01 0.00 0.00 0.03 0.01 0.26 0.48 0.23 0.17 

641 0.07 0.00 0.02 0.02 0.02 0.02 0.01 0.01 0.01 0.01 0.01 0.19 0.59 0.19 0.14 

65 0.31 0.04 0.02 0.05 0.04 0.04 0.01 0.00 0.00 0.01 0.04 0.50 0.34 0.14 0.10 

667 0.05 0.22 0.00 0.28 0.01 0.00 0.00 0.00 0.02 0.01 0.00 0.57 0.18 0.24 0.04 

67 0.13 0.01 0.02 0.04 0.06 0.07 0.01 0.01 0.01 0.02 0.02 0.35 0.50 0.14 0.15 

691 0.16 0.01 0.00 0.02 0.03 0.07 0.01 0.01 0.01 0.01 0.01 0.33 0.52 0.13 0.13 

699 0.14 0.01 0.01 0.02 0.03 0.03 0.01 0.00 0.01 0.03 0.01 0.26 0.51 0.21 0.14 

713 0.06 0.00 0.01 0.02 0.07 0.03 0.00 0.00 0.01 0.02 0.00 0.21 0.51 0.28 0.21 

714 0.04 0.04 0.00 0.02 0.05 0.01 0.01 0.00 0.06 0.01 0.00 0.23 0.55 0.21 0.20 

7239 0.11 0.00 0.02 0.02 0.05 0.04 0.02 0.00 0.08 0.01 0.00 0.35 0.40 0.22 0.25 

747 0.15 0.01 0.01 0.02 0.05 0.03 0.01 0.00 0.02 0.01 0.01 0.29 0.45 0.25 0.16 

748 0.13 0.00 0.01 0.02 0.07 0.03 0.01 0.00 0.01 0.01 0.01 0.27 0.48 0.24 0.19 

759 0.22 0.20 0.00 0.01 0.02 0.05 0.02 0.01 0.04 0.02 0.01 0.58 0.20 0.22 0.13 

764 0.27 0.15 0.01 0.02 0.04 0.04 0.01 0.00 0.02 0.01 0.04 0.55 0.23 0.20 0.13 

772 0.18 0.09 0.01 0.01 0.06 0.05 0.02 0.01 0.02 0.02 0.02 0.44 0.36 0.18 0.17 

773 0.14 0.04 0.01 0.01 0.05 0.03 0.01 0.02 0.01 0.01 0.02 0.31 0.42 0.25 0.18 

776 0.28 0.21 0.00 0.01 0.04 0.10 0.06 0.02 0.11 0.02 0.02 0.83 0.09 0.09 0.23 

7788 0.18 0.06 0.01 0.01 0.05 0.03 0.02 0.01 0.02 0.02 0.02 0.39 0.39 0.20 0.17 

784 0.08 0.00 0.01 0.01 0.06 0.03 0.00 0.00 0.01 0.02 0.00 0.21 0.51 0.28 0.20 

7929 0.03 0.01 0.00 0.02 0.04 0.02 0.02 0.01 0.08 0.00 0.00 0.23 0.56 0.20 0.21 

813 0.34 0.02 0.00 0.01 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.40 0.35 0.22 0.11 

8211 0.18 0.00 0.00 0.00 0.03 0.02 0.01 0.00 0.00 0.01 0.01 0.24 0.44 0.31 0.15 

Source: Based on UN ComTrade database. 
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Table 4.5  Dependence of Trade in Top 22 Parts and Components by SITC Codes, 2016 

On 

Of  
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA 

EU 
(27) 

NAFTA 

625 0.10 0.00 0.01 0.01 0.04 0.03 0.01 0.00 0.00 0.03 0.01 0.25 0.39 0.19 

641 0.06 0.00 0.02 0.02 0.02 0.02 0.01 0.00 0.01 0.01 0.01 0.18 0.50 0.16 

65 0.24 0.03 0.02 0.04 0.03 0.03 0.01 0.00 0.00 0.01 0.04 0.45 0.26 0.11 

667 0.05 0.15 0.00 0.17 0.01 0.00 0.00 0.00 0.01 0.01 0.00 0.40 0.14 0.18 

67 0.11 0.00 0.01 0.02 0.05 0.05 0.01 0.01 0.01 0.02 0.02 0.32 0.38 0.11 

691 0.13 0.01 0.01 0.01 0.03 0.05 0.01 0.00 0.01 0.01 0.01 0.30 0.39 0.11 

699 0.12 0.01 0.01 0.02 0.02 0.03 0.01 0.00 0.01 0.03 0.01 0.26 0.43 0.18 

713 0.06 0.00 0.01 0.01 0.06 0.02 0.00 0.00 0.01 0.02 0.00 0.21 0.45 0.25 

714 0.04 0.04 0.00 0.01 0.05 0.01 0.00 0.00 0.06 0.01 0.00 0.22 0.45 0.21 

7239 0.08 0.01 0.02 0.02 0.04 0.03 0.02 0.00 0.08 0.01 0.00 0.31 0.33 0.18 

747 0.13 0.00 0.01 0.02 0.04 0.03 0.01 0.00 0.02 0.01 0.01 0.27 0.38 0.22 

748 0.11 0.00 0.01 0.02 0.07 0.02 0.01 0.00 0.01 0.01 0.01 0.26 0.42 0.22 

759 0.17 0.15 0.00 0.01 0.05 0.03 0.03 0.02 0.05 0.02 0.01 0.53 0.25 0.19 

764 0.23 0.14 0.01 0.01 0.03 0.04 0.01 0.00 0.02 0.01 0.04 0.54 0.20 0.18 

772 0.16 0.08 0.01 0.01 0.05 0.04 0.02 0.01 0.02 0.02 0.02 0.43 0.32 0.17 

773 0.12 0.03 0.01 0.01 0.04 0.03 0.01 0.01 0.01 0.01 0.02 0.30 0.34 0.23 

776 0.27 0.19 0.00 0.00 0.04 0.07 0.05 0.02 0.11 0.02 0.02 0.80 0.09 0.09 

7788 0.15 0.06 0.01 0.01 0.05 0.11 0.01 0.01 0.02 0.02 0.02 0.45 0.31 0.16 

784 0.07 0.00 0.01 0.01 0.05 0.04 0.00 0.00 0.01 0.02 0.00 0.22 0.45 0.26 

7929 0.02 0.01 0.00 0.02 0.04 0.02 0.02 0.01 0.06 0.00 0.00 0.21 0.48 0.17 

813 0.33 0.02 0.00 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.40 0.31 0.19 

8211 0.16 0.00 0.00 0.00 0.02 0.01 0.01 0.00 0.00 0.01 0.01 0.23 0.40 0.29 

Source: Based on UN ComTrade database. 

 

It is a near miracle that Singapore could lead 
Asia in P&Cs trade of turbo jet engine or turbine 
propeller engines (SITC 714) and Aircraft (SITC 
7929), suggesting that Singapore had developed 
competitive advantages in the production of these 
products. Singapore used to be a leader in the trade 
of P&Cs of machinery of civil engineering and 
contractors (SITC 7239). However, it is beginning to 
lose this advantage to China with the dependence of 

P&Cs trade in this product category on China rose 
from 0.08 in 2016 to 0.11 in 2017 whereas the 
dependence on Singapore was stagnant at 0.08. 
Japan does not have much advantage in P&Cs trade. 
Of all the top 22 traded P&Cs, internal combustion 
piston engines (SITC 713) is the only one product 
category that is most dependent on Japan and 
Japan’s competitive position in this product category 
has remained unchanged with the dependency 
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index increased from 0.06 in 2016 to 0.07 in 2017.  
The importance of China as the hub of Factory 

Asia strengthened in 2017. There were 17 out of 22 
top traded P&Cs that were most dependent on China 
in 2016 and the number increased to 18 in 2017. 
These 18 most traded products cover: rubber tires, 
tire flaps and inner tubes for wheels (SITC 625), paper 
and paperboard (SITC 641), textile yarn, fabrics, 
made-up articles (SITC 65), iron and steel materials 
(SITC 67), structures and parts of structures (SITC 691), 
manufactures base metal, n.e.s. (SITC 699), machinery 
of civil engineering and contractors (SITC 7239), taps, 
cocks, valves and similar appliances for pipes, boiler 
shells, tanks (SITC 747), Transmission shafts and 
cranks (SITC 748), automatic office machines (SITC 
759), telecommunication equipment (SITC 764), 
electrical apparatus for switching (SITC 772), 
equipment for distributing electricity, n.e.s. (SITC 773), 
thermionic, cold cathode or photo-cathode valves 
and tubes (SITC 776), electrical machinery and 
equipment, n.e.s. (SITC 7788), motor vehicles (SITC 
784), lighting fixtures and fittings n.e.s. (SITC 813), and 
seats (SITC 8211).1 
 

4.3  Pattern of Competitive 
Advantages among the Three 
Global Factories 

This section intends to identify the competitive 
advantages that each of the three global factories 
has in different products. Quantity of each product 
exported by a region would be used as the indicator 
of competitiveness. If a product is exported 
extensively by a region relative to other regions, we 
say that this region has a competitive advantage in 
producing this product. 

A common feature shared by the three global 
factories is that the exports of parts and accessories 
of automatic office machines were all declining, and 
Factory Asia may begin to lose this competitive 
advantage. Another important feature is that Factory 
Asia, Factory Europe and Factory North America all 
strengthened the competitiveness of their traditional 
products except for Factory Asia in which the  

———————————————————————— 
1 For more complete descriptions of the SITC product categories, 

see Table 4.6. 

competitive advantage of automatic office machines 
(SITC 759) weakened in 2017. 

By 2017, the competitive advantages of Factory 
Asia still focused mainly on the production of 
electronics, telecommunication equipment, textiles 
and steel products. Specifically, as shown in Table 4.6 
to Table 4.11, Factory Asia had competitive 
advantages in textile yarn, fabrics, made-up articles 
(SITC 65), pearls and precious or semiprecious stones 
(SITC 667), iron and steel materials (SITC 67), 
telecommunication equipment (SITC 764), thermionic, 
cold cathode or photo-cathode valves and tubes 
(SITC 776), electrical apparatus for switching (SITC 
772)and  storage batteries (SITC 77812). 

Using the same method, Factory Europe’s 
competitive advantages in global value chain could 
also be identified. In general, Factory Europe’s 
competitive advantages mainly focused on 
automobiles, engines, transmissions and electric 
equipment. Specifically, Factory Europe’s competitive 
advantages covered the production of such global 
value chain products as motor vehicles (SITC 784), 
paper and paperboard (SITC 641), internal 
combustion piston engines (SITC 713), non-electric 
engines and motors (SITC 714), machinery of civil 
engineering and contractors (SITC 7239), electrical 
equipment for internal combustion engines and 
vehicles (SITC 7783), taps, cocks, valves and similar 
appliances for pipes, boiler shells, tanks (SITC 747), 
transmission shafts and cranks (SITC 748), iron, steel 
and manufactures base metal (SITC 691, 699), 
electrical apparatus for switching (SITC 773), electrical 
equipment, for internal combustion engines and 
vehicles (SITC 7783) and aircraft (SITC 7929). 

It has been a puzzle that in comparison to 
Factory Asia and Factory Europe, Factory North 
America had only limited competitive advantages in 
the production of global value chain goods. Table 
4.10 and Table 4.11 indicate that the US possessed 
competitive advantages only in a narrow range of 
products such as machines and mechanical 
appliances of headings (SITC 7285), non-electric 
engines and motors (SITC 714)and aircraft (SITC 
7929). 
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Table 4.6  Major P&C Exports by Asian Economies, 2017 (USD billion) 

SITC SITC Code Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

32.0 

641 Paper and paperboard 19.4 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 166.9 

667 Pearls and precious or semiprecious stones, unworked or worked 55.4 

67 Iron and steel 138.5 

691 Structures and parts of structures, n.e.s., of iron, steel 23.0 

699 Product of parts and components 48.2 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 39.8 

714 Engines and motors, non-electric 22.3 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

25.7 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

17.1 

759 Parts and accessories of office machines, automatic 80.5 

764 Telecommunication equipment and parts 462.1 

772 Electrical apparatus for switching 117.2 

773 Equipment for distributing electricity, n.e.s. 43.2 

776 Thermionic, cold cathode or photo-cathode valves and tubes 510.6 

77812 Electric accumulators (storage batteries) 25.4 

7788 Electrical machinery and equipment, n.e.s. 15.7 

784 Parts and accessories of the motor vehicles 105.3 

7929 Aircraft parts 19.9 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

813 Lighting fixtures and fittings , n.e.s. 31.9 

8211 Seats 28.4 

Note: Asian economies include: China, Japan, Korea, Hong Kong Special Administrative Region of China, India, Indonesia, Malaysia, 

Singapore, Thailand, the Philippines, Vietnam. 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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Table 4.7  Major P&C Exports by Asian Economies, 2016 (USD billion) 

SITC SITC Code Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

30.2 

641 Paper and paperboard 18.8 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 161.3 

667 Pearls and precious or semiprecious stones, unworked or worked 52.8 

67 Iron and steel 121.9 

691 Structures and parts of structures, n.e.s., of iron, steel 22.1 

699 Product of parts and components 44.7 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 37.2 

7239 Parts, n.e.s., of the machinery of civil engineering and contractors 20.0 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

24.1 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

15.9 

759 Parts and accessories of office machines, automatic 93.5 

764 Telecommunication equipment and parts 429.1 

772 Electrical apparatus for switching 108.5 

773 Equipment for distributing electricity, n.e.s. 41.0 

776 Thermionic, cold cathode or photo-cathode valves and tubes 442.8 

77812 Electric accumulators (storage batteries) 22.4 

7788 Electrical machinery and equipment, n.e.s. 22.4 

784 Parts and accessories of the motor vehicles 101.9 

7929 Aircraft parts 19.7 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

813 Lighting fixtures and fittings , n.e.s. 34.0 

8211 Seats 26.9 

Note: Asian economies include: China, Japan, Korea, Hong Kong Special Administrative Region of China, India, Indonesia, Malaysia, 

Singapore, Thailand, the Philippines, Vietnam. 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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Table 4.8  Major P&C Exports by EU (27), 2017 (USD billion) 

SITC SITC Code Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

29.7 

641 Paper and paperboard 58.1 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 67.5 

667 Pearls and precious or semiprecious stones, unworked or worked 19.2 

67 Iron and steel 151.4 

691 Structures and parts of structures, n.e.s., of iron, steel 27.0 

699 Product of parts and components 70.9 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 79.4 

714 Engines and motors, non-electric 63.2 

7285 Parts, n.e.s., of the machines and mechanical appliances of headings 13.7 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

38.2 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

28.0 

759 Parts and accessories of office machines, automatic 17.6 

764 Telecommunication equipment and parts 109.8 

772 Electrical apparatus for switching 91.1 

773 Equipment for distributing electricity, n.e.s. 42.7 

776 Thermionic, cold cathode or photo-cathode valves and tubes 54.9 

7783 
Electrical equipment, n.e.s., for internal combustion engines and 
vehicles; parts thereof 22.3 

784 Parts and accessories of the motor vehicles 188.6 

7929 Aircraft parts 48.0 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

8211 Seats 30.0 

8931 Articles for the conveyance or packing of goods, of plastics 20.7 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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Table 4.9  Major P&C Exports by EU (27), 2016 (USD billion) 

SITC SITC Code Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

26.3 

641 Paper and paperboard 55.2 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 61.7 

667 Pearls and precious or semiprecious stones, unworked or worked 21.3 

67 Iron and steel 121.1 

691 Structures and parts of structures, n.e.s., of iron, steel 24.2 

699 Product of parts and components 60.6 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 73.3 

714 Engines and motors, non-electric 52.9 

7239 Parts, n.e.s., of the machinery of civil engineering and contractors 14.7 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

34.1 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

24.8 

759 Parts and accessories of office machines, automatic 30.3 

764 Telecommunication equipment and parts 92.6 

772 Electrical apparatus for switching 79.1 

773 Equipment for distributing electricity, n.e.s. 31.1 

776 Thermionic, cold cathode or photo-cathode valves and tubes 52.1 

7783 
Electrical equipment, n.e.s., for internal combustion engines and 
vehicles; parts thereof 17.9 

784 Parts and accessories of the motor vehicles 153.3 

7929 Aircraft parts 45.5 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

8211 Seats 23.4 

8931 Articles for the conveyance or packing of goods, of plastics 18.7 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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Table 4.10  Major P&C Exports by North America, 2017 (USD billion) 

SITC SITC Code Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

7.7 

641 Paper and paperboard 16.8 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 18.0 

667 Pearls and precious or semiprecious stones, unworked or worked 23.3 

67 Iron and steel 26.7 

699 Manufactures of base metal, n.e.s. 21.5 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 32.6 

714 Engines and motors, non-electric 18.7 

7239 Parts, n.e.s., of the machinery of civil engineering and contractors 6.3 

7285 Parts, n.e.s., of the machines and mechanical appliances of headings 5.5 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

15.2 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

8.6 

759 Parts and accessories of office machines, automatic 17.6 

764 Telecommunication equipment and parts 74.4 

772 Electrical apparatus for switching 35.5 

773 Equipment for distributing electricity, n.e.s. 22.8 

776 Thermionic, cold cathode or photo-cathode valves and tubes 49.5 

7783 
Electrical equipment, n.e.s., for internal combustion engines and 
vehicles; parts thereof 9.7 

784 Parts and accessories of the motor vehicles 84.1 

7929 Aircraft parts 9.4 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

8211 Seats 12.7 

8931 Articles for the conveyance or packing of goods, of plastics 9.0 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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Table 4.11  Major P&C Exports by North America, 2016 (USD billion) 

SITC SITC Code  Product of Parts and Components Exports 

SECTION 6. 
MANUFACTURED 
GOODS 
CLASSIFIED 
CHIEFLY BY 
MATERIAL 

625 
Rubber tires, interchangeable tire treads, tire flaps and inner tubes 
for wheels of all kinds 

7.3 

641 Paper and paperboard 15.9 

65 Textile yarn, fabrics, made-up articles, n.e.s., and related products 17.4 

667 Pearls and precious or semiprecious stones, unworked or worked 22.8 

67 Iron and steel 22.3 

699 Manufactures of base metal, n.e.s. 21.0 

SECTION 7. 
MACHINERY AND 
TRANSPORT 
EQUIPMENT 

713 Internal combustion piston engines, and parts thereof, n.e.s. 30.6 

714 Engines and motors, non-electric 18.2 

7239 Parts, n.e.s., of the machinery of civil engineering and contractors 6.0 

7285 Parts, n.e.s., of the machines and mechanical appliances of headings 8.2 

747 
Taps, cocks, valves and similar appliances for pipes, boiler shells, 
tanks 

14.5 

748 
Transmission shafts (including camshafts and crankshafts) and 
cranks 

8.4 

759 Parts and accessories of office machines, automatic 21.3 

764 Telecommunication equipment and parts 67.8 

772 Electrical apparatus for switching 34.0 

773 Equipment for distributing electricity, n.e.s. 22.2 

776 Thermionic, cold cathode or photo-cathode valves and tubes 47.5 

7783 
Electrical equipment, n.e.s., for internal combustion engines and 
vehicles; parts thereof 9.2 

784 Parts and accessories of the motor vehicles 81.2 

7929 Aircraft parts 10.1 

SECTION 8. 
MISCELLANEOUS 
MANUFACTURED 
ARTICLES 

8211 Seats 12.8 

8931 Articles for the conveyance or packing of goods, of plastics 9.0 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
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5.1  Interdependence Index of 
Inward FDI 

The interdependence index of inward FDI measures 
the extent of one economy’s dependence on 
another in the FDI inflows and is calculated as the 
share of the FDI inflows from a particular economy in 
the total FDI inflows from the world.  

Table 5.1 shows the interdependence indices of 
inward FDI of selected economies in 2017. Hong 
Kong Special Administrative Region of China 
remained as the largest source of FDI inflows into the 
Chinese mainland and the share of FDI from Hong 
Kong Special Administrative Region of China reached 
a record 72.12 percent. However the Chinese 
mainland lost the position of the largest source of 
FDI inflows into Hong Kong Special Administrative 
Region of China with a share of 25.25 in 2017, almost 
3 percentage points less than that in 2016. Singapore 
was the biggest resource of FDI inflows to India and 
Indonesia in 2017. Korea and Australia depended 

more on the direct investment from EU, while Japan 
and Singapore attracted most investment from the 
US. 

Intra-ASEAN inward FDI dependence decreased 
a little from 24.82 percent in 2016 to 19.89 percent in 
2017 and exhibited a diversified pattern in the 
sources of FDI inflows due to a large increase in the 
share of FDI from the rest of the world1, EU and the 
US. For the members of the Regional Comprehensive 
Economic Partnership (RCEP, including ASEAN, China, 
Japan, Korea, India, Australia and New Zealand), the 
dependence index for the intra-RCEP inward FDI was 
24.5 percent, 7 percentage points less than that of 
the previous year due to a sharp drop of investment 
from China from 8 percent to 3.8 percent, mainly 
because China’s restrictions on outward investment 
is stricter in 2017. 

 
——————————————————————— 
1 In this chapter, Asia refers to Asian economies and Australia 

and New Zealand.

  

Table 5.1  Interdependence Index of Inward FDI,  
Selected Asian Economies, 2017 (percent) 

On (Y) 

Of (X) 
CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

CHN −  2.49 2.80 72.12 0.12 0.21 0.03 3.64 3.88 5.64 83.56 6.32 2.02 8.10 

JPN 5.13 − 5.17 -1.20 0.07 1.34 1.03 18.30 17.00 11.53 31.42 16.36 30.95 21.27 

KORa 3.53 8.03 − 2.52 -1.99 0.81 -0.02 15.20 19.37 29.84 40.55 23.52 20.53 15.40 

HKb 25.25 2.39 1.06 − 0.66 0.67 0.00 8.17 10.13 40.24 39.74 32.67 1.35 26.24 

INDc 0.38 3.95 0.83 2.29 − 0.10 0.01 22.43 24.49 29.76 35.28 20.52 5.01 39.19 
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(continued) 

On (Y) 

Of (X) 
CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

AUSd 3.79 2.84 0.38 24.24 -0.09 − 0.00 5.51 9.57 16.58 41.80 28.68 -5.88 35.40 

IDN 10.43 15.50 6.28 6.56 0.89 1.59 − 26.18 30.89 64.73 72.73 10.67 6.18 10.43 

SGPe 5.23 2.54 1.24 2.93 2.48 0.34 0.46 − 2.06 13.32 15.87 15.58 32.75 35.79 

ASEAN 8.38 9.89 3.73 5.68 1.28 1.55 0.52 13.83 19.89 43.68 52.77 18.33 10.06 18.84 

RCEP 3.79 5.42 2.55 28.75 0.35 1.17 0.23 10.63 13.63 24.51 58.22 16.05 6.57 19.16 

ASIA 11.07 5.02 2.14 20.66 0.48 0.96 0.17 9.73 12.59 30.55 54.65 23.06 6.44 15.84 

Notes: Interdependence Index for FDI Inflows of X on Y (IFDIIXY) = IFDIXY/IFDIWX, IFDIXY = FDI inflow from economy Y to X, IFDIWX 

= total global FDI inflow to economy X. 

 The negative value means the negative value of FDI inflow from economy Y to X, i.e., net outflow from economy X to Y. 

 a b FDI data of Korea and Hong Kong Special Administrative Region of China are calculated on IMF CDIS FDI stock data, which is 

the inward FDI stock of 2017 minus the inward FDI stock of 2016. 

cFDI inflows to India are the data of FDI equity inflows. 

 dFDI data of Australia in 2017 come from the inward FDI stock of 2017 minus the inward FDI stock of 2016 from the Australian 

Bureau of Statistics. 

 eFDI data of Singapore in 2017 come from the inward FDI stock of 2017 minus the inward FDI stock of 2016 from the Singapore 

Department of Statistics. 

Source: Based on IMF Coordinated Direct Investment Survey (CDIS) database and the data from the Statistical Bureaus of the individual 

country or region. 

 

Major developing Asian economies, except 
Singapore, showed a higher dependence on Asian 
direct investment, as shown in Table 5.2. The 
self-dependence on inward FDI in Asia is calculated 
as the share of one economy’s FDI inflows from Asia 
in the total FDI inflows from the world. China’s 
dependence on Asia reached a new record of 83.56 
percent in 2017, the highest among the major Asian 
economies. Australia also reached the peak in its 
share of Asian investment from 25.28 percent to 41.8 
percent with a burst investment from Hong Kong 
Special Administrative Region of China and ASEAN 
economies. Japan, Hong Kong Special Administrative 
Region of China and Singapore increased their 
dependence on Asia in 2017, but have not recovered 
to their record levels. Indonesia maintained is 
dependence on the FDI from Asian economies at 
over 70 percent, ranked as the second highest among 
major Asian economies for two consecutive years. 

ASEAN’s dependence on Asia in FDI inflows 
decreased by 6 percentage points according to the 
data from the newly established ASEAN Statistics 

Division (ASEANstats) 1 . RCEP had a record level 
dependence of 61.08 percent in 2015 and its 
dependence on Asia was the second highest at 58.22 
percent in 2017. 

Intra-Asia inward FDI dependence index 
increased for four consecutive years and recorded at 
54.65 percent in 2017. Hong Kong Special 
Administrative Region of China is the top source of 
intra-Asia investment, accounting for more than 20 
percent (see Table 5.1). Intra-Asia greenfield FDI 
flew into manufacturing and labor intensive 
sectors. These investments create more jobs per 
investment project than those investments from 
outside Asia. Intra-Asia investments created 302 
jobs per greenfield project from 2003 to 2017, almost 
double the average from non-Asia investments (178 
jobs).2 

———————————————————————— 
1 ASEAN Statistics Division (ASEANstats) is one of the 

divisions under the ASEAN Economic Community Department 
of the ASEAN Secretariat, https://www.aseanstats.org/. 

2 Asian Development Bank, Asian Economic Integration Report 
2018, p 47. 
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Table 5.2  Inward FDI Self-dependence in Asia  
Selected Asian Economies, 2013-2017 (percent) 

Economies 2008 2013 2014 2015 2016 2017 

China 61.50 80.51 82.75 82.80 78.67 83.56 

Japan 14.91 53.95 65.65 .. 23.57 31.42 

Korea, Republic of 34.90 51.60 35.70 .. 51.72 40.55 

Hong Kong SAR, China 43.56 14.86 42.58 18.20 34.49 39.74 

India 18.11 27.74 33.84 44.14 44.66 35.28 

Australia 22.77 30.64 20.30 20.30 25.28 41.80 

Indonesia 61.31 .. 76.88 51.41 72.87 72.73 

Singapore 21.12 24.47 38.50 85.80 8.87 15.87 

ASEAN .. 49.41 44.61 55.76 58.81 52.77 

RCEP .. 56.32 54.04 61.08 56.25 58.22 

ASIA 38.28 41.86 38.01 43.86 51.78 54.65 

Notes: ..=  Not available. 

Source: Based on IMF Coordinated Direct Investment Survey (CDIS) database and the data from the Statistical Bureaus of the individual 

country or region. 

 

5.2  Interdependence Index of 
Outward FDI 

The interdependence index of outward FDI 
shows the importance of a host economy in the 
total outward direct investment of another 
economy. The index is calculated as the proportion 
of one economy’s outward FDI to a particular 
destination to its total outward direct investment 
to the world. 

Table 5.3 shows the outward FDI dependence 
indices of some Asian economies in 2017. Compared 
with the pattern of Asia’s inward FDI, the outward 
FDI  seems to  be more dispersed in  terms of  
destinations but the difference narrowed in 2017. The 
total intra-Asia outward FDI dependence index was 
53.31 percent, very close to intra-Asia inward FDI 
dependence index. Hong Kong Special Administrative 
Region of China made substantial gains as a favorite 
destination for the direct investment from Asia, from 
7.74 percent in 2016 to 18.94 percent in 2017, as over 
half of the investment from the Chinese mainland 
entered Hong Kong Special Administrative Region of 
China. The Asian economies showed similar outward 

FDI dependence on the Chinese mainland with an 
index of 16.34 percent, as compared to 16.54 percent 
dependence on EU and 15.52 percent on the US. 
Both EU and the US are main destinations of Asian 
investments outside Asia. Outward investment from 
India and Australia to Asia turned negative, resulting 
in a negative dependency index of -0.97 percent for 
India and -5.47 percent for Australia. The negative 
indices may indicate disinvestment by Indian and 
Australian investors who withdrew their profits from 
the foreign affiliates or sold some of the affiliates in 
Asian market. In contrast, Indonesian and Singaporean 
investors were doing exactly the opposite. They 
brought money back from European and American 
markets and invested most of them in Asia or the rest 
of the world. The recovery of outward investment 
from Hong Kong Special Administrative Region of 
China and Singapore to Asia had increased Asia’s 
dependence index by 11 percentage points 
compared to the level of 2016. However, investors in 
Japan and Korea had an inclination to invest in 
mature markets such as EU and the US.  

Developing Asia has transformed into a major 
global investor and will continue to be a major driver 
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of economic growth in both Asia and the world. Asian 
investors were the most important contributors to the 
jobs generated by global greenfield investments. From 
2003 to 2017, almost a third (30.3 percent) of the 

employment in greenfield investment were created by 
Asia, led sequentially by Japan (31.6 percent), China 
(13.5 percent) and Korea (12.0 percent).1 

 

Table 5.3  Interdependence Index for Outward FDI,  
Selected Asian Economies, 2017 (percent) 

On (Y) 

Of (X) 
CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

CHN − 0.28 0.42 57.59 0.18 2.68 1.06 3.99 6.21 10.14 72.58 11.66 4.06 11.70 

JPN 5.74 − 1.01 1.26 0.63 1.31 2.01 5.74 13.06 21.94 24.20 33.72 30.83 11.25 

KOR 6.78 1.91 − 6.80 1.18 1.56 1.53 2.34 11.10 22.53 31.47 12.08 34.98 21.46 

HKa 44.24 1.44 0.38 − 0.27 -3.23 1.15 9.95 12.23 43.82 44.50 17.62 -0.71 38.59 

INDb 0.51 0.17 0.15 12.13 − 0.99 -0.16 -13.67 -12.46 -10.72 -0.97 51.59 19.04 30.34 

AUSc 0.38 0 0.12 -0.49 0.19 − 3.65 0.29 6.57 7.07 -5.47 35.41 26.52 43.54 

IDNd -19.15 19.31 -0.35 0 0.07 0 − 20.02 52.01 51.90 52.13 -46.91 -22.77 117.55 

SGPe 34.54 6.19 4.46 52.41 73.63 20.69 -15.61 − 50.17 185.84 241.50 -491.67 -29.74 379.90 

ASIA 16.34 1.08 0.89 18.94 4.11 0.86 1.41 6.51 12.41 32.45 53.31 16.54 15.52 25.63 

Notes: Interdependence Index for outward FDI of X on Y (OFDIIXY) = OFDIXY/OFDIWX, OFDIXY = FDI outflow from economy Y to X, 

OFDIWX = total global FDI outflow from economy X. 

 The negative percentage means the negative value of FDI outflow from economy X to Y, i.e., net inflow from economy Y to X. 

 abd FDI data of Hong Kong Special Administrative Region of China, India, and Indonesia are calculated on IMF CDIS FDI stock data, 

which is the outward FDI stock of 2017 minus the outward FDI stock of 2016. 

 c FDI data of Australia in 2017 come from the outward FDI stock of 2017 minus the outward FDI stock of 2016 from the Australian 

Bureau of Statistics. 

 e FDI data of Singapore in 2017 come from the outward FDI stock of 2017 minus the outward FDI stock of 2016 from the Singapore 

Department of Statistics. 

Source: Based on IMF Coordinated Direct Investment Survey (CDIS) database and the data from the Statistical Bureaus of the individual 

country or region. 

 

5.3  FDI Interdependence in Asia 

An economy’s FDI interdependence index measures 
the extent of dependence by one economy on 
another in the FDI inflows and outflows and is 
calculated as the share of the FDI inflows from and 
outflows to a particular economy (its partner) in the 
total FDI inflows from and outflows to the world. An 
economy’s FDI dependence on Asia21is calculated as 
the share of FDI inflows from and outflows to Asia in 

———————————————————————— 
1 Asian Development Bank, Asian Economic Integration Report 

2018, p 48 
2 In this chapter, Asia refers to Asian economies and Australia 

and New Zealand. 

the total FDI inflows from and outflows to the world. 
FDI self-dependence in Asia measures the share of 
intra-Asia FDI inflows and outflows in the global FDI 
inflows plus outflows of all Asian economies. 

Table 5.4 shows the interdependence indices of 
FDI of selected economies on their partners in 2017. 
For example, the Chinese mainland and Hong Kong 
Special Administrative Region of China are each 
other’s biggest FDI partner. The chinese mainland 
depended on Hong Kong Special Administrative 
Region of China for more than 60 percent of its FDI 
inflows and outflows while Hong Kong Special 
Administrative Region of China’s dependence on the 
Chinese mainland was the highest (34.45 percent) 
among main Asian economies. In 2017, both India 
and Indonesia showed a high dependence on 
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Singapore in FDI flows (16.35 percent and 26 percent 
respectively), while Australia had the second highest 
dependence on Hong Kong Special Administrative 
Region of China (15.13 percent) among main Asian 
economies. 

China’s dependence on Asia in FDI flows was 
the highest at 77.55 percent, followed by Indonesia 
at 72.11 percent and both economies had increased 
their dependence on Asia compared to 2016. Japan 
and Australia were able to achieve significant 
increase in the FDI dependence on Asia, as Japan’s 
dependence index rose from 9.66 percent in 20161 to 
24.93 percent in 2017 and Australia from a negative 
value to a positive 24.39 percent. The dependence of 
Korea, Hong Kong Special Administrative Region of 
China and India on Asia decreased in 2017, but still 
higher than their dependence on EU and the US.  

Hong Kong Special Administrative Region of 
China was a hub for Asia’s internal FDI flows as the 
intra-Asia FDI dependence on Hong Kong Special 
Administrative Region of China was as high as 
19.83 percent in 2017. Intra-Asia FDI flows also had 
a high dependence on the Chinese mainland 
indexed at 13.62 percent and the dependence on 
ASEAN was 12.50 percent in 2017. Asia’s self-dependence 
in FDI flows was 54 percent (see Table 5.4), gained 
by over 3 percentage points over the previous 
year. 

 
——————————————————————— 
1 See Table 4.1 (FDI Interdependence Index (inflows plus 

outflows), Selected Asian Economies, 2016) of Boao Forum for 

Asia Progress of Asian Economic Integration Annual Report 

2018, p44, March 2018, UIBE Press.

 

Table 5.4  Interdependence Index of FDI (inflows and outflows),  
Selected Asian Economies, 2017 (percent) 

On (Y) 

Of (X) 
CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU USA ROW 

CHN − 1.28 1.50 64.17 0.15 1.56 0.60 3.83 5.15 8.10 77.55 9.24 3.14 10.07 

JPN 5.68 − 1.43 1.01 0.57 1.32 1.91 7.00 13.45 20.89 24.93 31.97 30.85 12.25 

KORa 5.66 4.02 − 5.32 0.09 1.30 1.00 6.77 13.94 25.05 34.60 16.02 30.01 19.37 

HKb 34.45 1.93 0.73 − 0.47 -1.22 0.56 9.03 11.15 41.97 42.05 25.37 0.35 32.23 

INDc 0.40 3.32 0.72 3.95 − 0.25 -0.02 16.35 18.26 22.94 29.17 25.76 7.37 37.70 

AUSd 2.54 1.79 0.28 15.13 0.01 − 1.35 3.59 8.47 13.08 24.39 31.16 6.05 38.40 

IDNe 9.54 15.61 6.08 6.37 0.86 1.55 − 26.00 31.52 64.35 72.11 8.94 5.31 13.64 

SGPf 6.20 2.66 1.35 4.55 4.82 1.01 -0.07 − 3.64 18.98 23.28 -1.06 30.70 47.08 

ASIA 13.62 3.11 1.53 19.83 2.24 0.91 0.77 8.17 12.50 31.47 54.00 19.91 10.83 20.58 

Notes: Interdependence Index for FDI of X on Y (FDIIXY) = FDIXY/FDIWX, FDIXY = FDI inflow from Y to X and outflow from X to Y, 

FDIWX = total global FDI inflow and outflow of economy X. 

 The negative value means the negative value of FDI inflow to or outflow from economy Y is larger than the positive value of the 

other one (outflow or inflow), i.e., there is disinvestment between economy X and economy Y. 

 abc e FDI data of Korea, China’s Hongkong, India, and Indonesia are calculated on IMF CDIS FDI stock data, which is the FDI stock 

of 2017 minus the FDI stock of 2016. 

 dFDI data of Australia in 2017 come from the FDI stock of 2017 minus the FDI stock of 2016 from the Australian Bureau of 

Statistics. 

 fFDI data of Singapore in 2017 come from the FDI stock of 2017 minus the FDI stock of 2017 from the Singapore Department of 

Statistics. 

Source: Based on IMF Coordinated Direct Investment Survey (CDIS) database, and the data from the Statistical Bureaus of the individual 

country or region. 
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Asian economies have become increasingly 
interlinked as a result of rising intraregional FDI flows 
and this interlinkage is expected to strengthen amid 
the more restrictive and uncertain environments 
faced by Asian investors in the world outside Asia. 
According to UNCTAD, from October 2017 to April 
2018, around 30 percent of newly introduced FDI 
measures by all economies were restrictive or regulatory1. 
New investment restrictions or regulations for foreign 
investors were mainly based on considerations of 
national security, local producers’ competitiveness or 
foreign ownership of land and natural resources. In 
September 2017, the European Commission proposed 
to establish an EU-wide FDI screening framework for  

———————————————————————— 
1 UNCTAD, World Investment Report 2018, p81. 

the purpose of security or public order. In January 
2018, the US Government expressed its support to 
the Congress’s efforts to pass the “Foreign Investment 
Risk Review Modernization Act of 2017” to more 
effectively address national security concern. In 
contrast to the conservative move in EU and the US, 
the Asian economies are particularly active in investment 
liberalization. In 2018, China established its new 
negative list for the entry of foreign investment which 
removed controls on a large number of sectors and 
India also liberalized rules on inward investment in 
some industries. With all changes in the global 
economy, the intra-Asia FDI interdependence is 
expected to increase more rapidly in the near future.  
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6.1  Trade in Services for Asia: 
beyond GATS 

It is well known that there are four modes of trade in 
services as defined in GATS at the Uruguay Round 
dating back to early 1990s. After three decades of 
explosive growth of international trade and in 
particular, the continuous cost decline of ICT 
technologies, the global trade pattern shifted away 
from final goods towards intermediates. This 
development has brought about challenges to 
conventional statistics regarding the four modes of 
trade in services. Specifically, international production 
fragmentation has deepened worldwide, featured 
with finer split-up of production phases and thus 
significant trade in intermediates. Clearly, the four 
modes of trade in services as given in GATS were out 
of reach for this new development, as many if not 
most trade in services are contained in goods traded. 
This Chapter will update our estimation of such 
phenomenon, and the focus will be on the so-called 
indirect trade in services in addition to the conventional 
services trade.1 Together with conventional historical 
statistics of trade in services, it is possible to provide 
indications of the integration of trade in services for 
Asia.  

Constrained by the dataset, 14 economies 

———————————————————————— 
1 We adopt the multi-regional input-output model (see Miller and 

Blair, 2009), and adapt it to suit our purpose. And the dataset is 
constructed and maintained by Asian Development Bank, which 
extended the WIOD database. including more Asian economies, 
covering years from 2000 to 2017. Due to space limit, we only 
report the aggregate results; but results on sectoral level are 
available on request. 

within Asia were analyzed, namely China, Indonesia, 
India, Japan, Korea, Taiwan Province of China, the 
Philippines, Thailand, Vietnam, Laos, Brunei, Cambodia, 
Singapore, and Hong Kong Special Administrative 
Region of China. It is noted that some service sectors 
do not report any direct export/import, yet provide 
manufacturing-related services for other exporting 
industries. By explicitly accounting for these indirect 
trades, in terms of value added generation, we can 
investigate the computed pattern for trade in 
services, and then provide indications for the 
progress of Asia’s integration in terms of services 
trade. 

Table 6.1 presents the services value added 
generated by the exports for the 14 economies in 
2017. It is noted that value added is the concept in 
line with national accounts, so we present trade in 
services using the value added (contrasting with 
gross values as shown in conventional statistics in the 
balance of payments). Moreover, taking advantage of 
the proposed method, we report not only total service 
value added generated by exports, but also the indirect 
components (i.e., indirect value added generation 
through providing manufacturing-related services and 
services embodied in the goods traded), and the 
remainder is the direct value added generated by service 
exports (which can be obtained via multiplying value 
added coefficient by service exports as defined in GATS). 
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Table 6.1  Service Value Added Generated by Exports for  
Selected Asian Economies, 2017 

 

Total Service Value 
Added Exports 

Indirect Service Value  
Added Exports 

Indirect Service Value Added 
Exports in Manufacturing 

Value 
(USD 

million) 

Growth 
Rate 

(percent) 

Value 
(USD 

million) 

Share 
(percent) 

Growth 
Rate 

(percent) 

Value 
(USD 

million) 

Share 
(percent) 

Growth 
Rate 

(percent) 

China 777,963 7.9 583,551 75.0 9.2 476,448 61.2 9.8 

Indonesia 43,967 4.7 35,723 81.3 5.7 28,759 65.4 7.0 

India 176,262 2.4 85,573 48.5 7.6 65,479 37.1 10.6 

Japan 304,748 -0.3 204,617 67.1 0.5 165,685 54.4 1.6 

Korea, Republic of 165,889 6.3 111,764 67.4 4.7 89,833 54.2 3.8 

Taiwan, China 78,549 4.1 31,713 40.4 0.6 19,878 25.3 -1.4 

The Philippines 32,378 6.2 13,328 41.2 3.8 6,304 19.5 0.5 

Thailand 103,748 13.0 52,308 50.4 9.9 30,957 29.8 6.9 

Vietnam 30,367 15.0 15,499 51.0 14.1 10,841 35.7 15.3 

Lao PDR 1,027 22.2 395 38.5 18.0 117 11.4 24.5 

Brunei 535 -2.7 313 58.4 -4.6 103 19.3 -3.6 

Cambodia 2,785 12.2 1,325 47.6 16.8 715 25.7 20.2 

Singapore 127,828 5.3 48,458 37.9 6.8 17,733 13.9 8.1 

Hong Kong SAR, China 135,483 4.9 57,230 42.2 5.3 3,443 2.5 3.5 

Note: “growth” in the table is on a year-on-year basis for the period from 2000-2017.  

Source: Authors’ calculation using ADB’s extended WIOD dataset. 

 
Three observations may be drawn from Table 

6.1. First, China’s service value added generated by 
its exports amounted to USD778 billion, ranking 
first in 2017 among the selected economies, 
followed by Japan, India, and Korea, realizing 
USD305 billion, USD176 billion, and USD166 billion 
in service value added, respectively. In addition, 
China saw moderate growth rates in service value 
added exports from 2000 to 2017 while other 
developing economies such as Laos, Vietnam, 
Thailand and Cambodia enjoyed fairly high growth 
rates. In contrast, the more advanced economies, 
such as Japan, were experiencing relatively low 
(even negative) rates of growth. Second, Table 6.1 
(see column “Indirect Service Value Added Exports”) 

shows the various ancillary services indirectly 
involved for export to occur. 1  The relative 
importance of the indirect service value added 
exports is self-proved as for half of the economies (7 
out of 14) the proportion was over 50 percent (as 
high as 81.3 percent for Indonesia). Even for the 
lowest contribution (i.e., Singapore), the indirect 
service value added accounted for 37.9 percent of 
the product value. 

Third, in order to examine the importance of 

———————————————————————— 
1 For example, domestic warehousing may not export its 

warehousing services directly, still by providing warehousing 
service for electronic goods, some value added will be 
generated for warehousing sector and these value added are 
embodied in electronic goods exports (thus “indirect”). 
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services in manufacturing exports,1 Table 6.1 (see 
column “Indirect Service Value Added Exports in 
Manufacturing”) presents the more narrowly-defined 
indirect effects of services. Still several selected 
economies found significant share of indirect service 
value added, over 50 percent, in manufacturing 
exports, though to a lesser extent. Notably, the share 
of indirect service value added for Hong Kong 
Special Administrative Region of China, Laos, 
Singapore, Brunei, and the Philippines was relatively 
low. It is noted that the average growth rate per 
annum for these economies in this particular 
indicator is relatively high, meaning that these 
regions is catching up. 

Table 6.2 presents a different view. It shows the 
services value added contributions to an economy’s 
manufacturing exports by its regional trading 
partners, for year 2010 and year 2017. Three main 
facts can be observed. 

Firstly, China's services value added contributions 
to the manufacturing exports of the trading partners, 
either by ranking or magnitude, saw significant 

increase over the past seven years. Typically, China 
became the top contributor in services value added 
to the manufacturing exports of the majority 
economies (10 out of 13) in 2017, with Thailand, 
Brunei, and Singapore as exceptions. 

Secondly, the contribution of the top five 
foreign service providers in China's manufacturing 
exports declined markedly from 0.5 percent (Japan), 
0.5 percent (the US) and 0.3 percent (Germany) in 
2010 to 0.3 percent, 0.4 percent and 0.2 percent 
respectively in 2017. 

Finally, it is worth noting that the US, as a major 
service provider, accounts for an important contributor 
to the manufacturing exports of Asian economies, 
contrasting to Japan’s declining importance in regional 
exports (see Table 6.2). 

 
——————————————————————— 
1 Manufacturing does not include mining, construction and water, 

gas, electricity industries.

 

Table 6.2  Top Five Foreign Service Provider (ranked by value added share) for  
Selected Asian Economies’ Exports, 2010 and 2017 (percent) 

  CHN IDN IND JPN KOR TWN PHL THA VNM LAO BRN KHM SGP HK 

2010 

1 JPN 0.5 CHN 0.4 US 0.8 US 0.5 JPN 1.1 JPN 1.8 US 0.6 JPN 1.6 CHN 1.2 CHN 0.5 US 0.4 CHN 1.6 US 3.1 CHN 2.5 

2 US 0.5 JPN 0.4 DEU 0.3 CHN 0.4 CHN 1.0 CHN 0.9 JPN 0.6 US 0.8 JPN 0.9 HK 0.3 JPN 0.2 THA 0.6 JPN 1.5 US 2.1 

3 KOR 0.3 US 0.3 BRA 0.3 AUS 0.2 US 0.9 US 0.8 CHN 0.3 CHN 0.7 KOR 0.7 THA 0.2 GBR 0.2 TWN 0.5 CHN 1.4 SGP 1.0 

4 DEU 0.3 KOR 0.2 AUS 0.3 RUS 0.2 RUS 0.5 AUS 0.6 KOR 0.2 GBR 0.4 US 0.6 US 0.2 CHN 0.1 KOR 0.4 GBR 1.2 GBR 0.9 

5 AUS 0.2 AUS 0.2 CHN 0.3 DEU 0.2 AUS 0.4 KOR 0.5 SGP 0.2 AUS 0.3 THA 0.3 JPN 0.1 MYS 0.1 US 0.4 IND 1.1 JPN 0.7 

2017 

1 US 0.4 CHN 0.6 US 0.4 CHN 0.7 CHN 1.5 CHN 1.4 CHN 0.7 JPN 1.0 CHN 2.1 CHN 0.7 US 0.5 CHN 2.4 US 3.2 CHN 3.2 

2 KOR 0.3 JPN 0.3 CHN 0.4 US 0.5 JPN 0.9 JPN 1.4 US 0.6 CHN 0.8 KOR 1.0 SGP 0.2 MYS 0.3 THA 0.8 CHN 1.8 US 2.4 

3 JPN 0.3 US 0.3 DEU 0.2 AUS 0.3 US 0.9 US 0.7 JPN 0.5 US 0.6 JPN 0.9 THA 0.2 THA 0.2 VNM 0.5 JPN 1.3 GBR 1.1 

4 DEU 0.2 THA 0.2 GBR 0.1 KOR 0.2 DEU 0.4 KOR 0.6 KOR 0.2 AUS 0.3 US 0.7 US 0.1 CHN 0.2 KOR 0.4 IND 1.2 SGP 1.0 

5 AUS 0.2 KOR 0.2 BRA 0.1 RUS 0.2 AUS 0.3 AUS 0.4 DEU 0.2 GBR 0.3 THA 0.4 JPN 0.1 GBR 0.2 US 0.3 GBR 1.1 JPN 0.8 

Source: Authors’ calculation using ADB’s extended WIOD dataset. Based on manufacturing exports. 

 

6.2  Asia Tourism Integration 
Index 

Driven by sustained travel demand for destinations 
across all the regions of the world and recovery from 
the economic crisis, international tourist arrivals grew 

7.0 percent in 2017 and has risen for eight consecutive 
years. It was the highest growth rate since 2010. A 
total of 1,326 million international tourist arrivals 
were recorded in destinations around the world, 
reaching the highest level. The number of international 
tourist arrivals in Africa (8.6 percent) and Europe (8.4 
percent) reached a record high in 2017, exceeding 
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the global growth rate. The number of international 
tourist arrivals in Asia-Pacific region was 323.1 million, 
with an increase of 5.6 percent, which is the only 
region in the world with a growth rate lower than 
that of 2016. The subregions in Asia-Pacific region 
were different greatly in their growth: South-East 
Asia ranked the third in the world at 8.6 percent, 
while North-East Asia’s growth rate was 3.4 percent, 
which was only higher than the Caribbean region (2.9 
percent). 

International tourism receipts increased 4.9 
percent, reaching USD 1,340 billion in 2017. International 
tourism receipts of the Asia-Pacific region reached 
389.6 billion, increasing 2.6 percent. North-East Asia is 
the only region in the world with a negative growth 
rate, reaching - 5.1 percent. On the contrary, South 

Asia grew by 12.9 percent, with its growth rate 
ranking number one in the world. 

The following is an update of the indicators 
measuring the interdependence of the Asian tourist 
trade. The 9 economies, as presented in the previous 
issues of this Report (2010-2017) , are selected to 
demonstrate the interdependency of the Asian 
tourism trade. Figure 6.1 shows the proportion of 
international tourists coming from other Asian 
economies. The dependence index is constructed by 
calculating the ratio of international tourist arrivals 
from other Asian economies to the total international 
arrivals from the world. It is used to show the share of 
Asian international tourists that choose other Asian 
economies as the outbound travel destinations. 

 

Figure 6.1  Dependence Index of Asian Tourism for Selected Economies, 2017 
Note: Data for international tourist arrivals of the US had undergone some technical adjustments in 2014 and 2015. Therefore, data for 2017 

is only comparable to that of 2016. China’s international arrivals data includes tourists arrivals from the neighboring border areas. 

Japan has not announced the number of international tourist arrivals from Asia in 2017, so Japan’s dependence on the Asian market 

cannot be calculated. 

Source: Main data come from UNWTO Tourism Highlight 2018 Edition at www.unwto.org, supplemented by data from the economies’ 

Tourism and Statistical offices. 

 

In 2017, Malaysia’s dependence index of Asian 
tourism surpassed that of China, ranking first among 
9 economies, reaching 92.55 percent. In recent years, 

Malaysia has paid attention to the development of 
international tourism market and launched a series of 
effective overseas promotional activities. For two 
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consecutive years (2015 and 2016), Malaysia beat 
several Asian economies, including Singapore and 
Korea, and won the World Travel Awards for Asia's 

Leading Destination. Due to the characteristics of 
"Asian Tour", Malaysia has a strong and sustained 
attraction for international tourists in Asia. 

 

Table 6.3  Dependence Index on Asian Tourism of Selected Economies,  
2010-2017 (percent) 

No. Economies 2010 2011 2012 2013 2014 2015 2016 2017 

1 China 92.57 92.27 92.04 92.1 92.22 93 95.32 92.45 

2 Hong Kong SAR, China 83.2 88.61 90.24 91.46 92.42 92.28 91.45 92.01 

3 Malaysia 88.57 88.87 89.93 88.4 86.91 90.82 92.61 92.55 

4 Taiwan, China 85.91 86.48 88.54 89.05 90.51 90.71 90.03 89.26 

5 Japan 75.81 75.96 76.6 78.31 80.66 85.55 82.81 / 

6 Korea, Republic of 77.74 79.29 80.87 81.96 82.26 82.89 84.06 80.79 

7 Singapore 74.54 76.22 76.42 77.12 76.64 76.71 73.15 77.47 

8 Indonesia  78.92 79.09 79.26 78.88 79.22 79.14 77.34 79.44 

Note: The data of Hong Kong Special Administrative Region of China in 2016 have been revised. 

Source: same as Figure 6.1. 

 

During the eight years of writing this report, the 
dependence indices of Hong Kong Special Administrative 
Region of China, Korea, Taiwan Province of China, 
Singapore and Japan on Asian tourism exports have 
increased significantly (see Table 6.3). One important 

reason is the contribution of the Chinese mainland 
tourist market. In 2012, China surpassed Germany 
and the US in market share and international tourism 
expenditure, and became the world's number one 
tourism source market. 

 

Table 6.4  Interdependency Index between Different Asian Economies (percent) 

       on 
of 

CHN MYS HK SGP KOR JPN IDN TWN US AUS 

CHN (VF) − 0.89 57.41 0.68 2.78 1.93 0.49 4.22 1.66 0.53 

MYS (TF) 8.79 − . .  47.95 1.87 1.51 10.78 1.28 0.76 1.35 

HK (TF) 76.01 0.88 − 1.07 2.54 2.1 0.82 3.44 2.08 0.97 

SGP (VF)     18.53 6.71 2.67 − 3.62 4.55 16.96 2.27 3.25 6.21 

KOR (VF) 31.26 2.31 4.93 1.62 − 17.33 1.73 6.94 6.52 1.13 

JPN (VF) 25.64 1.53 7.78 1.41 24.89 − 1.23 15.91 4.79 1.73 

IDN (TF) 14.91 15.11 0.7 11.07 3.01 4.08 − 1.88 2.46 8.95 

TWN (VF) 25.44 4.92 15.76 3.96 9.82 17.68 1.77 − 5.23 0.85 

US (TF) 8.45 . .  . .  0.35 6.04 9.18 . .  1.23 − 3.35 

AUS (TF) 15.69 4.2 3.25 4.53 3.32 4.88 2.18 2.18 8.87 − 

Note: .. =figure or data not (yet) available; TF: international tourist arrivals at frontiers (excluding same-day visitors); VF: international 

visitor arrivals at frontiers (tourists and same-day visitors). The international tourist arrivals data for China includes international 

arrivals from the border areas to China. 

Source: Same as Figure 6.1 and Table 6.3. 
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Table 6.4 shows the dependence indices for 
international inbound tourists among different 
economies in Asia1. There were no significant 
changes, and the neighboring economies of each 
economy were the main trade partners. What is 
worth mentioning, all the economies had high 
dependence indices  towards the Chinese  

mainland.  
——————————————————————— 
1 Nation A’s index of dependence on nation B can be calculated 

as follows: tourist arrivals of nation A from nation B divided by 

tourist arrivals from around the world. The international tourism 

arrivals data for the 10 destinations in the Table 6.4 were got 

from the official network in 2017.

 

 

Figure 6.2  Dependence Index of Tourism Exports on  
China for Each Economy, 2014-2017 

Source: Same as the Figure and Tables above. 

 

Since 2014, the dependence index of tourism 
exports of different economies on China (see Figure 
6.2) can be classfied as follows: (1) the dependence 
index of the economy continued to grow at a high 
rate, including the US, Malaysia, Indonesia, Australia 
and Singapore; (2) the dependence index of the 
economy fluctuated slightly, showing an overall 
upward trend, including Japan; (3) the dependence 
index of the economy was relatively stable, showing 
a general downward trend, including Taiwan Province of 
China and Hong Kong Special Administrative Region of 
China; (4) the dependence index of the economy 

fluctuated significantly, including Korea. 
Compared with 2016, the dependence index of 

Korea's inbound tourism market on China dropped 
significantly, from 46.79 percent to 31.26 percent. 
2017 is an uneven year for Korea's international 
tourism market. Influenced by negative factors such 
as THAAD (Terminal High Altitude Area Defense), 
Korea's international tourism market suffered a heavy 
blow. International tourists decreased by 22.7 
percent and Chinese tourists decreased by 48.3 
percent year on year. Similarly, influenced by political 
factors, Taiwan Province of China's tourists from the 
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Chinese mainland also showed a significant decline. 
After reaching a record 4.18 million inbound tourists 
in 2015, the number of tourists declined for two 
consecutive years and dropped sharply to 2.7 million 
in 2017. Contrary to the above two economies, the 
number of Chinese tourists visiting the US continued 
to rise in 2017, exceeding 3 million, and the 
dependence index of tourism exports on China 
reached 8.45 percent. 

With the gradual improvement of the economic 
situation of major countries in the world, the World 
Bank and the International Monetary Fund (IMF) are 
optimistic about the global economic development. 
Consistent with the macro-economy, the number of 
international tourist arrivals and international tourism 
receipts will continue to grow in 2018. However, 

because tourism is influenced by many factors, such 
as economy, politics and diplomacy, many Asian 
economies still face a series of challenges and 
negative factors. For example, in 2017, there were 
28.69 million international tourists in Japan. To realize 
the goal of 40 million inbound tourists by 2020 set by 
the Japanese government, Japan faces three major 
challenges: unbalanced international tourists structure, 
unbalanced distribution of international tourist 
destinations and limited tourist capacity. For the US, 
the inbound tourists grew by 1.9 percent under the 
pessimistic domestic atmosphere. The US needs to 
consider in the future to minimize the negative 
impact of inbound tourism factors, such as negative 
comments, travel restrictions and a strong dollar 
exchange rate. 
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Chapter 7 
Financial Integration 
 

 
 

7.1  Portfolio Investment: 
Growth Acceleration and 
Unbalanced Regional 
Distribution  

This section demonstrates the latest features of Asia’s 
portfolio investment flows 1 . Unlike FDI, portfolio 
investment reveals capital flows through financial 
market.  

After hitting a multi-year low in 2015, world 
portfolio investment recovered in 2016. In contrast to 
the modest recovery in 2016, the world economic 
growth accelerated in 2017, accompanied with 
considerable increase in nearly all major stock 
markets. The S&P 500 index increased by 19.85 
percent; Nikkei 225 index increased by 19.82 percent; 
Hang Seng Index surged by 34 percent, and China’s 
CSI 300 index jumped by 21.78 percent. Under such 
optimistic sentiment, the world portfolio investment 
increased dramatically in 2017. Total portfolio 
investment reached USD61.4 trillion by the end of 
2017, a 17.92 percent increase from 2016. Net capital 
flows increased by USD9.3 trillion, with a 59.3 percent 
increase from the previous year, marked a record 
high in recent decade. The EU (15) and the US 
remained popular in absorbing capital investment, 
with an inflow of USD3.83 trillion and USD1.42 trillion 
respectively. Capital inflows to Asia amounted to 

———————————————————————— 
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 economy’s portfolio investment.  

USD1.48 trillion. Together, the three regions absorbed 
more than 72 percent of the total world portfolio 
investment. One of the most prominent feature of 
world portfolio investment in 2017 was the reversal 
capital flows from the US and European markets to Asia 
financial markets. Capital inflows to Asia’s 10 biggest 
economies2 increased by 159.4 percent.  

The most significant increase happened in 
China, which absorbed USD287.6 billion in 2017, up 
by 323.2 percent from 2016. China faced heavy 
capital flight pressure in 2015 and early 2016 when 
investors had great concerns about the economic 
growth and financial stability of the country. But the 
Chinese economy showed stronger than expected 
growth rate (6.9 percent in 2017), with total GDP up 
to RMB80 trillion. Meanwhile, RMB appreciated by 
almost 5 percent against the US dollar. Since the 
economic fundamentals in China had improved in 
2017, capital flows from the US and Europe markets 
to China revived. For the first time, portfolio 
investment to China surpassed FDI to China, which 
was USD0.136 trillion in 2017, as investors chased 
Chinese financial assets. Japan, Korea, and the 
ASEAN-5 economies also obtained a 66.3 percent, 
80.8 percent and 126.3 percent growth respectively.3 
The condition in the US was just the opposite. Capital 
inflows to the US peaked in 2016 (USD2,75 trillion) as 
a result of concerns about the economic growth of 
emerging markets and forecast of interest rate 

———————————————————————— 
2 10 major economies in Asia include China, Hong Kong Special 

Administrative Region of China, Japan, Korea, Singapore, India, 
Malaysia, Thailand, the Philippines and Indonesia. 

3 ASEAN-5 refers to Malaysia, Thailand, the Philippines and 
Indonesia and Singapore. 
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increase by the Federal Reserve. However, good 
news had already been reflected by the market. As 
confidence on Asia economy recovered, some capital 

chose to fled the US. Capital inflows to the US 
dropped to USD1.42 trillion, down by 48.4 percent 
from 2016.  

 

Table 7.1 World Total Capital Inflows in 2017 (USD million) 

Country/Reginon 

Balance Flows 

2016 2017 
Percent 
Change 

2016 2017 
Percent 
Change 

China 844,369 1,131,958 34.06 67,959 287,589 323.2 

Japan 2,129,431 2,590,872 21.67 277,455 461,441 66.3 

Korea, Republic of 507,128 651,014 28.37 79,595 143,886 80.8 

ASEAN-5 755,905 990,610 31.05 103,710 234,705 126.3 

10 Asian Economies 5,129,958 6,607,614 28.80 569,545 1,477,656 159.4 

EU(15) 21,263,255 25,096,011 18.03 2,876,964 3,832,756 33.2 

US 12,990,563 14,413,302 10.95 2,754,614 1,422,739 -48.4 

Total Value 52,088,314 61,424,958 17.92 5,862,557 9,336,644 59.3 

 

Figure 7.1  Net Capital Inflows/Outflows in Major Economies

Capital outflows from Asia also increased in 
2017 (see Table 7.2), but the speed of capital outflows 
was much slower than the speed of capital inflows. 
Net capital flows of the 10 Asian economies turned 
from outflows in 2016 to inflows in 2017. In 2017, the 
10 Asian economies invested a total amount of 
USD1.098 trillion to other countries/regions, while 
absorbed USD1.477 trillion investment (see Figure 
7.1). With a capital surplus of USD380 billion, Asia 
became a net capital inflow region, in contrast to a 
net capital outflow of USD119.6 billion in 2016. The 
reversal was driven by several forces. One reason was 
the large capital surplus in China. On the one hand, 

the improvement of economic fundamentals and the 
stability of Chinese currency encouraged investors to 
invest in China. On the other hand, China also 
imposed policies to restrict its residents to holding 
foreign assets. The effect was that China recorded a 
net capital inflow of USD149.5 billion. Another reason 
was that capital investment from Japan dropped 
significantly in 2017. Japan invested a total amount 
of USD226.9 billion in 2017, down by 38 percent from 
2016. The biggest capital loss happened in the US. 
Total portfolio investment to the US was USD1.42 
trillion, meanwhile the US invested USD2.54 trillion to 
other areas, up by 710.3 percent from 2016. At least 
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two factors contributed to the significant capital 
outflow in the US. The first factor was that after an 
over-optimistic sentiment in 2016, some investors 
began to withdraw their financial assets in the US 
and reinvested in Asia. The second factor was that 
from 2015 to 2017, the Federal Reserve had increased 
interest rate by 6 times, lifting the federal prime rate 
to 1.5 percent from 0.25 percent in 2015. With several 

upcoming rate increases in 2018 and 2019, the 
market started to worry that the US economy might 
step into a recession when the monetary policies 
tightened. The EU(15) also recorded a net capital 
outflow of USD319 billion. The revival of capital flows 
to Asia may continue in 2018 as more investors start 
to chase Chinese financial assets.  

 

Table 7.2  World Total Capital Outflows in 2017 (USD million) 

Country/Region 
Balance Flows 

2016 2017 
Percent 
Change 

2016 2017 Percent 
Change 

China 359,659 497,735 38.39 78,830 138,076 75.2 

Japan 3,877,710 4,104,689 5.85 366,018 226,979 -38.0 

Korea, Republic of 302,761 420,681 38.95 66,889 117,920 76.3 

ASEAN-5 1,160,995 1,416,437 22.00 64,434 255,442 296.4 

10 Asian 
Economies 

7,072,671 8,169,566 15.51 689,227 1,096,895 59.1 

EU(15) 22,215,474 22,367,453 18.69 2,565,042 4,151,979 61.9 

US 9,761,659 12,305,582 26.06 313,943 2,543,923 710.3 

Total Value 52,088,314 61,424,958 17.92 5,862,556 9,336,644 59.3 

 
Capital outflows from Asia mainly went to the US 

and EU. Though portfolio investment within the 
region increased in the past 5 years, it only 
accounted for no more than 20 percent of Asia’s total 
capital investment. (see Figure 7.2). Asia’s portfolio 

investment became more concentrated on the US 
and EU (15), collectively these two regions absorbed 
more than 70 percent of Asia’s total capital investment, 
up from 54 percent in 2016. Meanwhile, Asia 
received more than 60 percent of its total capital  

 

Figure 7.2  Destination of Asia Portfolio Investment 
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inflows from the US and EU (15) (see Figure 7.3). Only 
18 percent of Asia’s outward portfolio investment 
went to Asia economies, which increased slightly in 
2017. In sum, Asia’s financial market is heavily 
dependent on the US and EU (15), both in terms of 

outward investment and inward capital flows. 
Though total portfolio investment in Asia accelerated 
in 2017, the problem of unbalanced distribution of 
capital remained prominent.  

 

Figure 7.3  Source of Asia Portfolio Investment 
 

7.2  De jure and de facto 
Financial Openness of Asia 

7.2.1  De jure Measure of Financial Openness 

This section and the next are updates of the previous 
efforts to monitor the progress of financial openness 
of major Asian economies on a de jure and de facto 
basis 1. As before, the sample economies include the 
ASEAN, China, Japan, the US, India, and Korea. This 
section focuses on the de jure measure of the 
financial openness of these economies. 

The method to assess the degree of statutory 
openness is to use a 14-point scale for each economy 
based on the Annual Report of Exchange Arrangements 
and Exchange Restrictions (AREAER) released by the 
International Monetary Fund (IMF). According to the 
descriptions of the capital account transactions and 
specific provisions about the financial sector in the 

———————————————————————— 
1 De jure measurement methods concern the legal restrictions of 

cross-border capital flows (capital controls), to measure 
financial openness (later may expressed by statutory openness); 
while de facto measurement methods concern about the actual 
flow of capital without considering the legal restrictions (later 
may expressed by fact openness). 

report, 14 indicators are selected for scoring. These 
indicators 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 etc. 
(see Table 7.3). Based on the classified descriptions in 
the AREAER, each indicator gets a simple weighted 
average rating score between 0 and 1. Then, the 
scores of the 14 indicators are added up to obtain 
the de jure index.  

For example, in 2015 as the US had controls on 
capital transactions, a score of 0 is given. Since it had 
no restrictions on repatriation requirements, a score 
of 1 is given. Under the item of the restrictions on 
capital and monetary institutions, as to the controls 
on the capital market securities, money market 
instruments, and collective investment securities, the 
US obtains a score of 0.63, 0.75 and 0.75, respectively. 
Simple weighting yields an average score of 0.71. 
Scores for other indicators are obtained in a similar 
manner. Adding up all the scores yields a total score 
of 8.71 which is the de jure index of financial 
openness for the US in 2015. 
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Table 7.3  Capital Account Restrictions for De jure Rating 

De jure 

Capital Transactions 
(10) 

1. Controls on capital transactions 

2. Repatriation requirements 

3. Controls on capital and money 
market instruments (3) 

On capital market securities 

On money market instruments 

On collective investment securities 

4. Controls on derivatives and 
other instruments (4) 

Purchase locally by nonresidents 

Sale or issue locally by nonresidents 

Purchase abroad by residents 

Sale or issue abroad by residents 

5. Controls on credit operations 
(3) 

Commercial credits 

Financial credits 

Guarantees, sureties, and financial backup 
facilities 

6. Controls on direct investment 
(2) 

Outward direct investment 

Inward direct investment 

7. Controls on liquidation of direct  
investment 

8. Controls on real estate  
transactions (3) 

Purchase abroad by residents 

Purchase locally by nonresidents 

Sale locally by nonresidents 

9. Controls on personal capital 
transactions (5) 

Loans 

Gifts, endowments, inheritances, and legacies 

Settlement of debts abroad by immigrants 

Transfer of assets 

Transfer of gambling and prize earnings 

10. References to legal instruments  
and hyperlinks 

Provisions Specific 
to the Financial 

Sector (4) 

11. Provisions specific to 
commercial banks and other 
credit institutions (9) 

Maintenance of accounts abroad 

Lending to nonresidents (financial or 
commercial credits) 
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(continued) 

De jure 
Provisions Specific 

to the Financial 
Sector (4) 

11. Provisions specific to 
commercial banks and other 
credit institutions (9) 

Lending locally in foreign exchange 

Purchase of locally issued securities denominated 
in foreign exchange 

Differential treatment of deposit accounts in 
foreign exchange 

Differential treatment of deposit accounts 
held by nonresidents 

Investment regulations 

Open foreign exchange position limits 

Borrowing abroad 

12. Provisions specific to  
institutional investors (3) 

Insurance companies 

Pension funds 

Investment firms and collective investment 
funds 

13. References to legal instruments  
and hyperlinks 

14. Other controls imposed by 
securities laws 

Note: The figure in parentheses after each indicator represents the number of classifiers. There are 14 items of de jure financial openness 

indicator, of which capital transactions accounted for ten and specific provisions of the financial sector accounted for four. 

 

Figure 7.4 shows the de jure financial openness 
indices of the ASEAN, China, the US, Japan, Korea, 
and India from 1999 to 2016. The higher degree of 
the de jure financial openness of a country is, the less 
the restrictions that the country has and the deeper 
the country integrates with the international financial 
market. As shown in the Figure, the developed 
countries, such as Japan and the US, consistently had 
a higher degree of financial openness by the de jure 
measure from 1999 to 2016. Japan’s de jure financial 
openness declined and then rose. It reached the 
lowest level during the period from 2006 to 2008. 
Affected by the quantitative easing policy of the US 
in 2013, Japan began to implement an inflation- 
targeted, extremely loose monetary policy, and fully 
liberalized the capital account. So Japan’s de jure 
financial openness index rose sharply from then on. 
While the de jure financial openness of the US had 
shown a slight downward trend, it had stabilized 
around 8.7. Korea had significantly liberalized its 
capital account transactions during the period from 
1999 to 2005 and successfully maintained a 
comparable level of financial openness with Japan 
and the US in recent years. From 2005 to 2016, Korea 
had tightened up slightly the controls on the capital 

account transactions. For example, in 2013, Korea 
was affected by the panic triggered by the Federal 
Reserve’s possible withdrawal from quantitative 
easing, and there was a downward pressure on 
capital outflows, thus it implemented tight 
macroeconomic policies. Consequently, Korea’s de 
jure financial openness followed a downward trend 
from 2005 to 2016. 

The ASEAN countries fall in the middle of the 
ranking in Figure 7.4. Over the last seventeen years 
from 1999 to 2016, ASEAN’s de jure financial 
openness had followed an upward trend, indicating 
that the ASEAN countries had continued to deepen 
its financial liberalization. In fact, after the global 
subprime financial crisis, ASEAN members have 
strengthened intraregional financial cooperation and 
reduced capital account restrictions. As a result, 
ASEAN’s average level of the de jure financial openness 
index moved up to 5.70 in 2016. In 2017, the 
Philippine Congress passed a new foreign bank 
amendment to fully liberalize foreign banks’ access 
and business scope, while before the liberalization, 
the Philippines only allowed foreign banks to buy 
or own 60 percent of local bank’s equity or set up 
branches. Cambodia also implemented an open 
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financial policy to grant foreign financial institutions 
full national treatment and allowed foreign banks to 
hold 100 percent of the bank’s equity or set up 
branches. 

In contrast, as observed in our previous reports, 
China and India, the two large developing economies, 
are still falling behind in financial integration (see 
Figure 7.4) with their de jure financial openness 
indices consistently below 3.0. It suggests that the 
two countries rely heavily on capital account 
restrictions as well as legal and institutional means to 
control capital flows. Compared to 2015, China’s de 
jure financial openness index decreased slightly in 
2016 as the country employed a series of stricter 
measures to control capital account transactions in 
2016. China intended to control the net outflow from 
the RMB funds pool more strictly, especially through 
imposing guidance on the business conducted by 
QDIIs (qualified domestic institutional investors). A 

series of measures were adopted, strengthening the 
supervision over commercial banks’ short-term 
cross-border RMB capital outflows, requiring the 
commercial banks to review the facticity of transit 
trade and re-export business more carefully and 
allowing the conversion of the funds in RMB NRA 
(Non Resident Account) into fixed-term deposits. In 
contrast to more strict controls on the outflows, the 
controls on inflows continue to loosen. On July 4, 
2017, the RMB quota of qualified foreign institutional 
investors (RQFII) in Hong Kong Special Administrative 
Region of China was approved to expand to 500 
billion yuan, nearly twice the amount of the previous 
270 billion yuan. Expanding the RQFII investment 
quota in Hong Kong Special Administrative Region of 
China would help to meet the needs of Hong Kong 
Special Administrative Region of China investors to 
allocate the RMB assets. 

 

Figure 7.4 De jure Measure of Financial Openness, 1999 – 2016 
Note: The Ave of ASEAN means the average de facto index of the 10 ASEAN countries, including Brunei, Myanmar, Cambodia, Indonesia, 

Laos, Malaysia, the Philippines, Singapore, Thailand, and Vietnam. 

Source: IMF, Annual Report on Exchange Arrangements and Exchange Restrictions, various issues. 

 

Table 7.4 reports the ranking of the financial 
integration for fifteen sample economies (ASEAN, 
China, the US, Japan, India and Korea) by de jure 
measure from 1999 to 2016. The higher a economy 
ranks, the higher level of financial openness the 
economy has. Over the three years from 2013 to 
2016, Japan, Singapore, Cambodia, Brunei, the US, 
Korea, Indonesia, and Malaysia maintained a high 

level of de jure financial openness. Other economies’ 
de jure financial openness remained unchanged 
except that Cambodia and Brunei had some minor 
changes. The de jure financial openness of Indonesia, 
Laos and Malaysia kept in the middle of from 2013 to 
2016. After 2013, Japan surpassed Singapore to 
become the most open economy until 2016. 
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China’s de jure index of financial openness fell to 
the bottom of all the economies illustrated in Table 
7.4 from 2005 to 2007, mainly because China 
imposed tighter restrictions on institutional investors 
including insurance companies, investment banks, 
and joint funds during these three years. After 2007, 
China gradually removed these restrictions. China 
Insurance Regulatory Commission increased the 
upper limit of investment in A-share market by 
insurance companies from 5 percent to 10 percent in 
November 2007. At the same time, regulators also 
began to remove other restrictions on the investment 
activities with a view to enhance the competitiveness of 
domestic insurance companies. Consequently, the 
de jure ranking of China’s financial openness began 
to recover. After 2015, China’s financial integration 
had declined and the ranking fell to the bottom in 
2016, as shown in Table 7.4. 

7.2.2  De facto Measure of Financial Openness 

The de facto measure of financial openness shows 
the de facto level of openness by examining a 
country’s actual capital flows. Three measures are 
adopted to measure the de facto financial openness, 
namely IFIGDP, GEQY, EQSH (Lane and Milesi-Ferretti  

2007).1 The first measure, named as IFIGDP, represents 
the ratio of a country’s total investment assets and 
liabilities to GDP. The second measure represented by 
GEQY is the ratio of a country’s total portfolio 
investment and FDI to the GDP. The third measure is 
EQSH, which is the share of a country’s cross-border 
flows of equity investment to its financial liability. All 
variables are denominated in US dollar. The results of 
calculation from 2001 to 2017 are presented in Figure 
7.5, Figure 7.6 and Figure 7.7. 

 
——————————————————————— 
1 IFIGDP=(FA+FL)/GDP, where 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, 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, where 
PEQA(PEQL) says the stock in portfolio investment assets 
(liabilities), FDIA(FDIL) represents the stock in direct 
investment assets(liabilities). EQSH is estimated to examine 
the role of the international risk-sharing to improve the level of 
financial openness, EQSH=(PEQL+FDIL)/FL. 

 

 

Figure 7.5  De facto Financial Openness of Selected Countries by IFIGDP Measure 
Note: The Ave of ASEAN means the average de facto index of the 10 ASEAN countries, including Brunei, Myanmar, Cambodia, Indonesia, 

Laos, Malaysia, the Philippines, Singapore, Thailand and Vietnam.  

 IFIGDP= (FA+FL) /GDP 

Source: The calculation is based IMF International Financial Statistics, CD-ROM, CEIC database and author’s calculations. 

 
Figure 7.5 shows the results of de facto financial 

openness measured by IFIGDP for ASEAN (10), China, 
the US, Japan, India and Korea from 2001 to 2017. In 

contrast to the ranking based on the de jure index, 
the de facto financial openness for the ASEAN (10) 
was the highest, with the de facto index fluctuating 
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around 3.5 before 2014. After 2014, the de facto 
openness started to rise, and the IFIGDP for the 
following three years exceeded 4. The IFI GDP 
improved from 2016 to 2017. The US, Japan and 
Korea also saw significant increase in 2017, which 
was mainly attributed to the increase in the 
international holdings of investment assets and 
liabilities in their countries in 2017. The IFIGDP for 
China and India was relatively stable in 2017 
compared to that in 2016. The growth rate of China’s 
holdings of cross-border investment assets and 
liabilities, though with a slight dip, was roughly equal 
to the growth rate of GDP in 2017. As the economic 
situation in China became gradually stabilized after 
2016, the index turned relatively stable in 2017. 

Next, we examine the trend of portfolio 
investment and FDI in Asia using GEQY indicator. 
Figure 7.6 shows the de facto financial openness of 
ASEAN (10), China, the US, Japan, India and Korea 
from 2001 to 2017 based on the GEQY measure. As is 
shown in the figure, from 2016 to 2017, ASEAN(10), 
the US, Japan and Korea all saw a large increase in 
the financial openness. For ASEAN, the 14th 
China-ASEAN Expo held in 2017 added new 
momentum to China-ASEAN investment, and the 
GEQY indicator of ASEAN (10) increased in 2017. For 
the US, the proportion of US equity investment and 
FDI in GDP had increased significantly in 2017. For 

China, the GEQY indicator has remained stable in 
2017, with little change compared to 2015 and 2016. 
However, further analysis of the components of 
GEQY indicator indicated that China’s cross-border 
capital flow in 2017 had undergone structural 
changes. Among them, China’s total foreign 
investment has declined. In 2017, China’s direct 
investment changed from net outflow (USD-75.67 
billion) to net inflow (USD22.8 billion). In 2017, 
investment in the regions along the “Belt and Road” 
increased by USD 14.36 billion, an increase of 3.5 
percent over the same period of last year. From the 
perspective of assets and liabilities, the capital 
outflows from domestic residents in the form of 
deposits and loans and trade credit decreased, while 
inflows from non-resident increased, indicating that 
the domestic and foreign entities’ confidence on 
Chinese economy and the RMB exchange rate 
increased. Furthermore, the spot exchange rate of 
RMB (CNY) against the USD and the offshore price of 
RMB (CNH) rose by 6.7 percent and 7.0 percent 
respectively in 2017. The removal of equity controls 
on foreign financial institutions, the encouragement 
of the use of RMB and improvement in infrastructure 
have all created favorable environments for the use 
of RMB in cross-border transactions and offshore 
banking. 

 

 

Figure 7.6  De facto Financial Openness Based on the GEQY 
Note: The Ave of ASEAN means the average de facto index of the 10 ASEAN countries, including Brunei, Myanmar, Cambodia, Indonesia, 

Laos, Malaysia, the Philippines, Singapore, Thailand and Vietnam.  

Source: The calculation is based IMF International Financial Statistics, CD-ROM, CEIC database and the author’s calculations. 
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Figure 7.7 shows the de facto financial openness 
of ASEAN (10), China, the US, Japan, India and Korea 
from 2001 to 2017 based on the EQSH indicator. As 
shown in the Figure, the ratio of liabilities of equity 
investment and direct investment to total liabilities in 
Korea, ASEAN(10), the US and Japan had increased in 
comparison to 2016. India stayed unchanged, while 
China declined. The EQSH indicator of China has 
declined in 2017 as the ratio of debt financing 

(investment portfolio liabilities and foreign direct 
investment liabilities) to total external financing had 
fallen from 0.74 to 0.71. The change may, in some 
way, be related to China’s deleveraging policy and 
implied that this policy had achieved some positive 
outcomes. As a result, China became the only 
country in Asia that has a declining trend of debt 
financing. 

 
 

 

Figure 7.7  De facto Financial Openness Based on the EQSH 
Note: The Ave. of ASEAN means the average de facto index of the 10 ASEAN countries, including Brunei, Myanmar, Cambodia, Indonesia, 

Laos, Malaysia, the Philippines, Singapore, Thailand and Vietnam.  

Source: The calculation is based IMF International Financial Statistics, CD-ROM, CEIC database and the author’s calculations. 

 
Table 7.5 reports the rankings of the de facto 

openness of the 15 sample economies (ASEAN (10), 
China, the US, Japan, India and Korea) based on the 
IFIGDP measure from 2001 to 2017. As shown in the 
Table, Singapore and Brunei were the top-ranking 
countries as demonstrated by the IFIGDP index 
before 2012. Since 2012, the US had taken the 
second place except in 2015 when it ranked the third. 
As can be seen from the Table, Japan’s openness had 
been increasing since 2012. In 2015, Japan surpassed 
the US to rank as the second in financial openness by 
IFIGDP measure. However, its position declined to the 
third in 2016, and in 2017 the ranking remained the 

same. In terms of de facto financial openness, the 
rankings of Laos continued to decline during the 
sample period, indicating that there was a negative 
correlation between Laos’ GDP and foreign 
investment. Although China ranked low, it had 
steadily moved up in the ranking from 2001 to 2015. 
Due to increased control over capital outflows, 
holdings of foreign assets decreased significantly in 
2016, leading to a decline in China’s de facto financial 
openness. In 2017, while China’s ranking remained 
stable, the outward investment decreased due to a 
variety of complicated factors in the domestic 
economy.  
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7.3  Index of Business Cycle 
Synchronization 

The degree of business cycle synchronization gauges 
the extent that macroeconomic activities move 
together. It is measured as the correlations between 
the cyclical component of country I’s real GDP 
growth rate and the cyclical component of country j’s 
real GDP growth rate corr (ci, cj)1.  

Figure 7.8 plots the average bilateral correlation 
between the aggregate Asian economy and some 
major economies in the past 30 years. Nearly all 
countries and regions have experienced higher 
correlations with Asia in the recent decade(2010s), 
suggesting a growing trend of global economic 
integration. Within Asia, the degree of synchronization 
appears to be particularly high in Japan and the 
ASEAN-5 countries.2 China had a negative correlation of 
business cycle with Asia in the 1990s, but that trend 
has changed progressively. The average correlation of 
business cycle between China and Asia reaches to 0.7 
in the recent decade, indicating that China has 
played a more and more important role in Asia 
economy. Another active economy in Asia—India, 

maintains lower correlations (below 0.6) with the 
aggregate Asia economy. The US had low 
correlations with Asia business cycle in 1990s and 
2000s. However, the correlation of business cycle in 
the US and Asia is above 0.8 in 2010s. The financial 
crisis originating in the US and spreading all over the 
world had affected almost all Asia economies and 
significantly enhanced the co-movements of the 
world economy. The correlation of business cycle 
between Asia and the world economy now stands 
above 0.9. In sum, the trend of global economic 
integration hasn’t stopped even when economies 
begin to impose more and more trade barriers.  

 
——————————————————————— 
1 Annual data for real GDP (at 2010 constant price) was obtained 

from International Financial Statistics (IFS). The original time 
series was fist filtered with the Hodrick and Prescott (HP) filter 
to separate the trend component from the cyclical component. A 
10-year rolling correlation was then calculated based on the 
cyclical component.  

2 ASEAN-5 refers to Indonesia, Malaysia, the Philippines, 
Singapore and Thailand.  

 

 

Figure 7.8  Average Bilateral Correlation with the Aggregate Asia Economy 
 

Though the average business cycle synchronization 
index has increased over time, there is also 
year-to-year variations. For example, after hitting a 
peak of 0.78 in 2008 (see Figure 7.9), the correlation 
of business cycle between China and Asia has 
decreased modestly in recent years, and dropped to 
0.68 in 2018 under the pressure of two forces. On the 
one hand, as the region’s biggest economy, China 
has a growing impact on Asia’s economy. On the 
other hand, as a relatively independent economy, 

China has its own business cycle, and will not be 
largely affected by the aggregate business cycle in Asia. 
Another active economy—India, also experiences 
decreasing synchronization in recent years. Meanwhile 
Japan and ASEAN-5 countries have persistent high 
correlations with the aggregate Asia economy. The 
business cycle synchronization between the US and 
the aggregate Asia economy climbed to 0.94 despite 
the increasing trade conflicts between the US and 
some Asian economies.  



Boao Forum for Asia 
Progress of Asian Economic Integration Annual Report 2019 

 82 

 

Figure 7.9  Business Cycle Synchronization Index Over Time 
Note: Business cycle synchronization index is the average 10-year rolling correlations of cyclical part of real GDP growth rate between 

country i and the aggregate level in Asia components. 

Source: IFS data series. 

 

Figure 7.10 plots the average correlations of 
individual economy’s business cycle and the 
aggregate business cycle in the East Asia region 
(including China, Japan, Korea, Hong Kong Special 
Administrative Region of China, Taiwan Province of 
China, Macao Special Administrative Region of China, 
Mongolia). To a large extent, the major part of East 
Asia is largely driven by the two biggest economies 
of the region—Japan and China. The ASEAN-5 region 
has very high correlation with the East Asia region, 

particularly in the past two decades. After the Asian 
financial crisis in 1998, the ASEAN countries became 
more dependent on East Asia (China and Japan) in 
investment and trade flows and that trend has 
enhanced in the 2010s. In the future, Asia’s two most 
active economic regions—the East Asia region and 
the AESEAN-5 region, may be more integrated under 
China’s Belt and Road Initiative, given China’s 
increasing impact on Asia economy.  

 

Figure 7.10  Average Bilateral Correlations with East Asia 
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7.4  Stock Market Correlation 
Index in Asia 

In this section, we will reveal the process of Asian 
financial integration by showing how the stock 
markets in the Asia-Pacific economies (including the 
US) are related. We divided the sample periods into 
three sub-intervals (January 2002 to December 2006, 
January 2007 to December 2011, January 2012 to 
December 2018) to see how the correlation between 
markets changes over time. Table 7.6 reports the 
matrix of correlation coefficients for the correction of 
return on capital in the Asia-Pacific region. 1 

Due to the US subprime mortgage crisis and 
the European debt crisis in 2007-2011, economies 
around the world had stimulated economic recovery 
through expansionary fiscal and monetary policies, 
which had led to an increase in the degree of 
financial integration in Asia. Compared to Table 7.6(a), 
the combinations of all economies in Table 7.6(b) are 
significantly correlated. At the same time, after 2007, 
the correlation coefficient of almost all economic 
combinations has become larger. For example, the 
average coefficient of correlation coefficient between 
China and other economies increased from 0.07 in 
2002-2006 to 0.54 in 2007-2011. This shows the 
deepening of financial integration in Asia. 

However, after 2012, the degree of financial 
integration in Asia has decreased significantly. 
Compared with 2007-2011, the correlation coefficient 
of almost all economic combinations in 2012-2018 is 
getting smaller, and the number of insignificant 
combinations is increasing significantly. Specifically, 
after the 2008 financial crisis, the US, with flexible 
market mechanisms and innovative mechanisms, 
took the lead in recovery after a number of rounds of 
Quantitative Easing (QE) and long-term zero interest 
rate. In particular, since 2018, global economic 
growth has gradually diverged, and the US economy 
has outperformed others, while the economic 
growth of the Eurozone and China have all slowed 
down. After the current round of interest rate hikes in 
December 2015, the Federal Reserve’s stance on 

———————————————————————— 
1 We refer to Forbes and Rigobon (2001) to calculate the adjusted 

correlation coefficient *ρ  between x and y. *

2
21

ρρ
ρ ρ

=
− +
Δ

. 

ρ  is the correlation coefficient between x and y. Δ  is the ratio 
of the variance of x sample to the variance of the total sample. 

tightening monetary policy was firm. The interest 
rate was hiked four times in 2018, which made the 
dollar continue to strengthen. A large amount of 
international capital was withdrawn from emerging 
economies, bringing stocks and foreign exchange 
markets in these economies great risk. The 
Asia-Pacific economies such as Indonesia, the 
Philippines and Malaysia have experienced different 
levels of currency depreciation and financial market 
turmoil. The existing chaos may further deteriorate, 
thereby accelerating capital outflows, raising 
financing costs and deepening the pressure on US 
dollar debt settlement in emerging economies. The 
European Central Bank and the Bank of Japan 
continue to maintain ultra-low interest rates. The 
People’s Bank of China had lowered its reserve 
requirement ratio four times during the year, and its 
monetary policy is marginally loose. The US stock 
market continued to thrive, and the stock markets of 
major Asia-Pacific economies fluctuated. This is 
reflected in the fact that in recent years, the average 
correlation coefficient of stocks in the US and 
Asia-Pacific economies has fallen from 0.70 in 
2007-2011 to 0.49 in 2011-2018. 

The Chinese economy was full of surprises in 
2018. After experiencing unexpected growth in 
previous year, the market has higher expectations for 
the Chinese economy. However, since the goal of 
financial deleverage was basically achieved after 
2017, the private sector, which accounts for more 
than 60 percent of China’s GDP, had encountered 
unprecedented difficulties. With the diminishing 
demographic dividend in China, emerging 
economies in Asia have gained advantage to 
develop rapidly since 2012. Among them, India’s GDP 
growth rate has significantly surpassed China, 
becoming one of the fastest growing economies in 
the world. Manufacturing in Malaysia and Vietnam 
are growing rapidly, with a tendency to replace China 
and become the next world factory. With the stock 
market, India’s Mumbai Sensitive 30 Index increased 
by 6.58 percent in 2018, while the China SSE A-Share 
Index fell by 24.60 percent since the beginning of 
2018. In addition, since 2018, unilateralism in the US 
has intensified, and it has constantly threatened to 
“retreat”. The trade tensions between China and the 
US continue to escalate, which has become the 
biggest external uncertainty facing China. The 
relationship between China and the US has also 
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become a major issue affecting global economic 
growth and financial market stability. Under the 
circumstances of escalating trade tensions, the RMB 
exchange rate depreciated rapidly once, and 
A-shares plunged. However, the US trade deficit was 
not improved, but continued to widen. The trade 
deficit in October 2018 reached a record high of 
USD77.2 billion. The US stock market plunged many 
times in the short term. It can be seen that the trade 
frictions had indeed cast a shadow over the 
economies of China and the US. Against the 
background of the downward pressure of the internal 
economy and the escalation of external trade frictions, 
the average correlation coefficient between China and 
other economies’ stock markets dropped from 0.54 in 
2007-2011 to 0.29 in 2011-2018. 

In addition, the bulk commodity market after 
2014 experienced big ups and downs. The 
skyrocketing and plunging of commodity prices had 
intensified the volatility of financial markets in the 
Asia-Pacific region. For economies such as Australia, 
India and Indonesia, which rely on the import and 
export of bulk commodities, their dependence on 
other Asia-Pacific economies turned significantly 
lower. For example, compared with 2007-2011, the 
stock market correlation coefficient of India and 
Singapore decreased from 0.82 to 0.51 in 2012-2018, 
and the correlation coefficient between Indonesia 

and Korea decreased from 0.76 to 0.30. 
Looking into the future, despite the 

intensification of trade frictions and the volatility of 
financial markets, there is a certain degree of 
uncertainty in the process of economic integration in 
the Asia-Pacific region. However, since 2018, major 
Asian economies such as Japan and China have 
taken active measures to safeguard the multilateral 
trading system, accelerate the regional economic 
cooperation and work more closely together than 
before to promote the development and prosperity 
of Asia. For example, since July 1, 2018, the Asia- 
Pacific Trade Agreement (APTA) further promotes an 
average tariff reduction of 33 percent, the Regional 
Comprehensive Economic Partnership Agreement 
(RCEP) negotiations have made substantial progress 
and Japan led the other 10 countries to conclude the 
Comprehensive Progressive Trans-Pacific Partnership 
(CPTPP). While actively promoting the RCEP 
negotiations, China has also engaged in bilateral and 
regional free trade negotiations with the Asia-Pacific 
economies. The 7th China-Japan-korea Leaders’ 
Meeting issued a joint declaration reaffirming the 
further acceleration of the China-Japan-Korea Free 
Trade Area negotiations to inject political impetus to 
the negotiations. In addition, China had also updated 
the free trade agreements with New Zealand and 
Singapore.  

 

Table 7.6(a)  Stock Market Correlation Coefficients in Asia, 2002-2006 

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

AUS 1 

HK 0.50* 1 

IND 0.50* 0.40* 1 

IDN 0.39* 0.38* 0.51* 1 

KOR 0.57* 0.61* 0.54* 0.35* 1 

MYS 0.39* 0.58* 0.33* 0.34* 0.40* 1 

NZL 0.63* 0.25 0.45* 0.38* 0.27* 0.27* 1 

JPN 0.52* 0.40* 0.53* 0.40* 0.57* 0.21 0.34* 1 

PHL 0.32* 0.16 0.29* 0.45* 0.26* 0.15 0.36* 0.30* 1 

CHN 0.04 0.21 0.05 0.04 0.09 0.31* 0.09 -0.06 -0.07 1 

SGP 0.64* 0.64* 0.49* 0.41* 0.56* 0.61* 0.50* 0.37* 0.36* 0.03 1 

US 0.70* 0.66* 0.38* 0.34* 0.68* 0.39* 0.42* 0.39* 0.25 0.03 0.68* 1 
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Table 7.6(b)  Stock Market Correlation Coefficients in Asia, 2007-2011 

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

AUS 1 

HK 0.77* 1 

IND 0.71* 0.81* 1 

IDN 0.70* 0.74* 0.76* 1 

KOR 0.74* 0.74* 0.72* 0.76* 1 

MYS 0.67* 0.75* 0.73* 0.81* 0.70* 1 

NZL 0.76* 0.64* 0.67* 0.58* 0.67* 0.63* 1 

JPN 0.75* 0.71* 0.62* 0.70* 0.67* 0.62* 0.65* 1 

PHL 0.62* 0.66* 0.71* 0.74* 0.61* 0.70* 0.58* 0.52* 1 

CHN 0.52* 0.65* 0.56* 0.52* 0.58* 0.59* 0.52* 0.43* 0.48* 1 

SGP 0.78* 0.87* 0.82* 0.82* 0.83* 0.79* 0.72* 0.76* 0.73* 0.58* 1 

US 0.89* 0.75* 0.70* 0.69* 0.71* 0.64* 0.74* 0.75* 0.64* 0.46* 0.78* 1 

 

Table 7.6(c)  Stock Market Correlation Coefficients in Asia, 2012-2018 

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

AUS 1 

HK 0.53* 1 

IND 0.39* 0.56* 1 

IDN 0.40* 0.30* 0.37* 1 

KOR 0.40* 0.69* 0.46* 0.30* 1 

MYS 0.29* 0.33* 0.36* 0.37* 0.39* 1 

NZL 0.66* 0.41* 0.38* 0.43* 0.37* 0.21* 1 

JPN 0.45* 0.47* 0.40* 0.19 0.46* 0.26* 0.34* 1 

PHL 0.35* 0.38* 0.52* 0.64* 0.36* 0.40* 0.48* 0.18 1 

CHN 0.24* 0.59* 0.13 0.13 0.40* 0.14 0.20 0.38* 0.20 1 

SGP 0.53* 0.75* 0.51* 0.46* 0.63* 0.44* 0.45* 0.49* 0.50* 0.49* 1 

US 0.55* 0.60* 0.53* 0.35* 0.54* 0.35* 0.52* 0.65* 0.38* 0.33* 0.62* 1 

Note: We use Shanghai A-share index as a proxy of China’s stock market index.  
* denotes significance of statistical correlation coefficient at the 5percent level. 

Source: China Stock Market Accounting Research (CSMAR) database; RESSET Database, January, 2019. 
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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 major 
economic issues in the Asian region in the past, 
especially of those events happened in the previous 
year. 

Over the past year, the global economy had 
undergone historic transformations and a complicated 
set of events had occurred. Today’s world is overcast 
by widespread pessimistic sentiments about escalating 
trade tensions, potential financial instability, possible 
collapse of WTO, division between the developed 
and developing countries, weakening EU and lack of 
attention for the emerging economic models such as 
digital trade. 

At a historical turning point, a number of Asian 
economies have taken positive actions to counteract 
the negative trends in the global trading system by 
strengthening the consistency of WTO rules and 
trying to tackle controversial and unresolved issues. 
Japan led the conclusion of CPTPP (Comprehensive 
Progressive Trans-Pacific Partnership) before the end 
of 2018, signaling to the world the willingness of 
members to deepen economic integration and 
address issues such as digital trade, competitions and 
services through collective cooperation. Under the 
leadership of ASEAN, RCEP negotiations also showed 
signs of acceleration. RCEP, with 7 times the 
population of CPTTP, 31 percent of global GDP, 30 
percent of world exports, 27 percent of world 
imports and 80 percent of Asia-Pacific trade, 
constitutes a mega trading bloc and include such 
important economies as China and India. The 
strengthened cooperations among the 10+6 

countries send a strong signal to the world that amid 
the trade conflict between the US and China, RCEP 
represents the belief of the members in a more open 
and non-discriminatory trading system and would 
present huge trade and investment opportunities.1 
The great uncertainties in the global economy have 
indeed acted as a catalyzer for the accelerated 
regional economic integration, especially for the 
small and medium-sized economies who are anxious 
to offset the shrinking market space and defend 
stability of the multilateral trading system.  

The uncertainties in the global economy have, 
so far, not exerted serious impact on the 
performance of Asia’s trade and investment. Over the 
years, Asia’s growth has leaned much toward foreign 
demand while internal demand remained weak. 
However, after 2016 the situation changed. Asia’s 
imports began to grow faster than exports. Following 
the drop of -4.7 percent in 2016, Asia’s imports grew 
about 16 percent in 2017, a lot faster than the 
exports, which grew about 11 percent. This pattern of 
growth in merchandise trade continued in most of 
2018. Most notably, the imports of Indonesia and 
China grew at 24 percent and 21 percent respectively, 
from January to August in 2018, far exceeding the 
world average of 13.4 percent. The faster growth in 
imports is a good sign of change. It indicates the 
policies adopted by the Asian economies in recent 
years to boost domestic demand began to yield 

———————————————————————— 
1 Remarksby Datuk NorazmanAyob, Deputy Secretary-general, 

Malaysia International Trade and Industry Ministry at 
https://www.thestar.com.my/news/nation/2018/10/12/rcep-set-fo
r-early-conclusion-trade-ministry-tensions-between-us-and-chin
a-giving-talks-more-momentu/ 
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returns. From 2016 to 2017, Asia’s intraregional 
dependence in trade rose from 50.7 percent to 54.2 
percent, the highest ever since 2004. 

There were also positive, but unexpected 
changes in Asia’s global value chain. In recent years, 
the world was concerned about the slowdown of the 
global value chain trade. For example, between 2015 
and 2016, the world’s intermediate goods trade fell 
by 4.8 percent and that of Asia fell by 15.2 percent. 
But the situation changed in 2017. In the year, the 
growth of global intermediate goods trade 
unexpectedly turned from negative 4.8 percent in 
the previous year to positive 4.4 percent. The 
performance of Asia’s global value chain was most 
impressive. In 2017 Asia’s intermediate goods trade 
recovered strongly with a growth of 16 percent. 
Among the Asian economies involved in the global 
value chain, Vietnam’s performance is outstanding 
and its trade in intermediate goods grew at a 
staggering 52.8 percent. China, being the hub of 
global value chain, not only played an important role 
in the global value chain, but also recovered its 
intermediate exports from negative 8.2 percent in 
2016 to positive 10.5 percent in 2017 and imports 
from stagnation to a 22 percent growth. It is not clear 
whether this unexpected recovery is cyclical or 
permanent. However, according to the preliminary 
analysis in this Report, the recovery happened when 
the demand for capital goods was growing at a 
negative rate. 

While global FDI fell substantially by 23.4 
percent in 2017, the situation was even worse for the 
developed economies. The FDI inflows into the 
developed economies dropped drastically by 37.5 
percent. With the deterioration in the global 
investment environment, South-East Asia became an 
attractive destination for foreign direct investment 
and the inflows increased by 16.8 percent in 2017. 
Indonesia and Thailand were the two outstanding 
countries in attracting foreign direct investment. FDI 
inflows into Indonesia increased, unprecedentedly, 
by 488.2 percent and that into Thailand by 269.2 
percent in 2017. ASEAN has benefited from deeper 
integration in Asia as intraregional flows becoming a 
very important source of FDI. For example, 84 

percent of China’s outward direct investment 
directed at Asia as compared to 79 percent in 2016.  

Amid all the unprecedented uncertainties, one 
configuration is becoming clear in the global 
multilateral trading system. Today, the world trade is 
no longer monopolar or bipolar. It is dominated by 
three trading centers—the US, EU and China. 
Together, they account for about 40 percent of 
global trade in goods and services, and bulk of 
foreign direct investment. With China’s entry into this 
club, EU has significantly increased its bargaining 
power in global trade and has spared no effort to use 
it in recent trade conflicts. If these three powers were 
able to reach consensus on major issues, the 
multilateral trading system is going to be stable and 
WTO be revitalized. If these three powers were not 
able to reach agreement, the multilateral trading 
system may possibly spilt into competing trade blocs 
and the importance of WTO might be downgraded. 
Actually, this is the situation that the world is drifting 
toward. 

As short-term and long-term risks to the global 
economy tilt to the downside, what is the main 
shared policy priority for the world? This Report 
emphasizes that a cooperative solution to the 
disagreements by these three global trading 
centers—the US, EU and China is the key to steer the 
world in the right direction. These three powers 
should be fully aware of their responsibilities for a 
stable multilateral trading system. The pending issues 
are piled up and they include unresolved ones such 
as distorted subsidies, services, agriculture, dispute 
settlement, S&DT (special and differential treatment) 
etc. and emergent issues such as digital trade, global 
value chain, investment facilitation etc. These three 
powers should act quickly to adopt a cooperative 
and constructive approach to resolving their 
differences. The imperative is to abandon the policy 
of using trade-reducing measures to force changes. 
For the Asian economies, there is a need to enhance 
the community sense and move together to 
continue to boost internal demand, expand market 
space, promote inclusiveness and deepen the 
reforms in a way that would strengthen the 
consistency of WTO rules.  
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1 
January 1, 

2018 

The Free Trade Agreement between the government of the People’s Republic of China and 
the government of Georgia comes into force and was implemented on January 1, 2018. 
China-Georgia FTA is the first FTA China has signed with Eurasian countries as well as the first 
Free Trade Agreement China has initiated and achieved since the Belt and Road Initiative 
was put forward. The implementation of this FTA is a specific move to practice the 19th CPC 
National Congress’ “facilitating the establishment of free trade areas and building an open 
world economy.” It is of great importance to promote the strategy of Free Trade Zone and 
the Belt and Road Initiative. 

2 
January 9, 

2018 

China and France jointly signed the Memorandum of Understanding on Cooperation in 
Silver Economy. The Memorandum aims to implement the consensuses of the heads of 
China and France on promoting cooperation in the caring for the old people. According to 
the memorandum, both sides plan to establish Silver Economic Cooperation Advice 
Committee to strengthen policy communication and exchange of experts and encourage 
the two countries’ enterprises to launch trade and investment cooperation in silver 
economy. 

3 
January 9, 

2018 

China and France jointly signed the Memorandum of Understanding on Establishing the 
Council of China-France Entrepreneurs. According to the Memorandum, the Council aims to 
establish an exchange platform for the two countries’ enterprises and provide an efficient 
communication channel between the governments and enterprises to practically promote 
the economic and trade cooperation between China and France. 

4 
January 11, 

2018 

China and Cambodia signed 19 bilateral cooperation documents in areas such as economic 
and trade, technology, health care, forestry, agriculture and humanity in Phnom Penh, 
Cambodia. 

5 
January 15-16, 

2018 

The 1st Meeting of China-Panama FTA Joint Feasibility Study Working Group was held in 
Beijing. During the meeting, both sides discussed the Joint Feasibility Study’s working 
mechanism, the study report’s framework, main points and the schedule ahead, and 
reached consensuses on the documents involving the scope of responsibilities that would 
direct their research work. Positive progress had been made in the meeting. 

6 
February 5-9, 

2018 

The 21st round of negotiation of Regional Comprehensive Economic Partnership (RCEP) was 
held in Yogyakarta, Indonesia. According to the instructions reached at the first RCEP Leaders’ 
Conference in November 2017, the participants continued in-depth consultations on goods, 
services, investment and part of rules. The negotiation gained positive progress. 
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7 
February 7-8, 

2018 

The 9th meeting of the 2nd Phrase of China-Pakistan FTA was held in Beijing. The two sides 
held in-depth talks on trade in goods, bilateral safeguard measures, customs cooperation 
and agreement text. Positive progress had been made. They agreed to finish the 2nd phrase 
of negotiations as soon as possible so as to benefit business of both sides quickly. 

8 
March 7-9, 

2018 

The 52nd standing committee of Asia-Pacific Trade Agreement and trade in service, 
investment and trade facilitation group meeting was held in Bangkok, Thailand. Delegates 
from member countries of the agreement attended the meeting. All sides mainly discussed 
to implement the Ministers’ Declaration released at the 4th FTAAP Ministerial Council and 
agreed in principle to carry out the achievement of the 4th round of tariff reduction 
negotiation—the 2nd amendment to the Asia-Pacific Trade Agreement. All sides also made 
in-depth talks on launching the 5th round of FTAAP tariff reduction negotiation and 
promoting trade in service, investment and trade facilitation negotiations. 

9 
March 7-9, 

2018 

The 2nd China-Panama FTA Joint Feasible Study Working Group Meeting was held in 
Panama City, the capital city of Panama. With frequent negotiations, the two sides agreed on 
all the contents of feasible study report, marking the completion of the Joint Feasible Study. 

10 
March 13-15, 

2018 

The 11th Joint Commission on China-ASEAN FTA was held in Beijing. At the meeting, the two 
sides spoke highly of the China-ASEAN FTA for its positive effects on both sides’ people and 
business, especially the progress made since the updated China-ASEAN FTA was 
implemented, and they held in-depth talks on the present problems and work plan in the 
future. Extensive talks were also held on the experience and practice of trade facilitation and 
e-commerce areas. Before and after the meeting, a series of panel meetings were also held 
concerning rule of origin, economic and technological cooperation, 3C certification and 
sanitary and phytosanitary measures. Both sides agreed to cement cooperation under the 
framework of China-ASEAN FTA, make full use of preferential policies and raise bilateral trade 
and economic cooperation to a new step. 

11 March 22, 2018 
The 2nd phrase of China-Korea FTA negotiations was held in Seoul, Korea. Both sides were 
satisfactory with the implementation of the 1st phrase of FTA. According to the agreement, 
the two sides will negotiate on the market access to service and investment areas. 

12 March 22, 2018 

The 2nd Joint Commission on China-Korea FTA was held in Seoul, Korea. The two sides 
highly applauded the positive role the FTA has played in promoting bilateral trade and 
investment and exchanged opinions on the implementation of FTA of trade in goods, rule of 
origin, technical trade barriers, sanitary and phytosanitary measures, trade remedy, IPR 
protection, economic cooperation, environment, trade and other areas. The two sides would 
follow the path led by top leaders to negotiate on specific technical problems, further 
implement preferential measures and better benefit the two countries and their people. 

13 March 23, 2018 

The Chief Negotiators’ meeting of the 13th Round of Negotiations of China-Japan-Korea Free 
Trade Zone was held in Seoul, Korea. They agreed that concluding the negotiations of 
China-Japan-Korea FTA as soon as possible accords with the three parties’ interests, is of 
great importance to deepen regional economic cooperation and realize the trade and 
investment liberalization and facilitation in East Asia. They exchanged ideas on how to make 
further progress on promoting trade in goods and services and investment. They also held 
panel meetings on trade in services, telecommunications and financial services and 
exchanged policies comprehensively and carefully on the management measures of trade 
in services. 

14 March 26, 2018 
The 11th session of China-India Joint Group of Economy and Trade was held in New Delhi, 
India. 

15 March 27, 2018 
The 2nd meeting of the joint study on upgrading China-Switzerland FTA was held in Beijing. 
The two sides held in-depth talks on the incorporated areas, contents of the research of the 
joint study, and work arrangement for the next stage. 
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16 April 2, 2018 
The 10th meeting of the 2nd phrase of China-Pakistan FTA was held in Islamabad. The two 
parties had in-depth consultations on tariff concession of trade in goods and customs data 
exchange, and gained positive progress. 

17 April 4, 2018 

On April 3, 2018, the US government announced to impose a 25 percent tariff on imported 
products originating in China based on its unilateral findings of 301 investigation, involving 
approximately USD50 billion worth of Chinese exports to the US. This measure of the US 
clearly violates the relevant rules of the WTO, seriously violates China’s legitimate rights and 
interests under the rules of the WTO and threatens China’s economic interests and security. 
In response to the emergency caused by the US’ violation of its international obligations and 
in order to safeguard China’s legitimate rights and interests, based on laws and regulations 
of the Foreign Trade Law of the People’s Republic of China and the fundamental principles of 
international law, the Chinese government would impose tariffs on products such as 
soybeans and other agricultural products, automobiles, chemicals and airplanes originating 
in the US at the rate of 25 percent, involving about USD50 billion China’s imports from the 
US in 2017. 

18 April 8, 2018 
China and Austria signed the Memorandum of Understanding on Deepening the Exchanges 
and Cooperation in Modern Circulation Area in Beijing. 

19 April 8-11, 2018 

Boao Forum for Asia Annual Conference 2018 with the theme of “An Open and Innovative 
Asia for a World of Greater Prosperity” was held in Hainan, China. Chinese President 
Xi  Jinping attended the opening ceremony and delivered a keynote speech entitled 
“Openness for Greater Prosperity, Innovation for A Better Future”, stressing that all countries 
shall move with the times, be dedicated to openness and win-win outcomes, embrace 
changes, be bold in breaking new ground, and keep striving for a community with a shared 
future for mankind. China would unwaveringly carry out reform and opening-up and adopt 
major new initiatives to expand opening-up, and work together with other countries in the 
world to create a better tomorrow for Asia and the world. 

20 April 9, 2018 
China and Austria signed the Memorandum of Understanding on E-commerce Cooperation 
in Beijing. 

21 
April 16-18, 

2018 

The 6th round negotiation of China-Singapore FTA was held in Beijing. The two parties had 
consultations on trade in services, investment, rule of origin, trade remedy and economic 
cooperation, and gained positive progress. 

22 April 20, 2018 The 22nd Meeting of China-Korea Economic Cooperation Committee was held in Beijing. 

23 
April 28-May 8, 

2018 

The 22nd round of negotiation of Regional Comprehensive Economic Partnership (RCEP) 
was held in Singapore. At the same time, the work group meetings in the field of goods, 
services, investment, rule of origin, customs procedures and trade facilitation, sanitary and 
phytosanitary measures, technical regulations and conformity assessment procedures, trade 
remedy, finance, telecommunication, intellectual property, electronic commerce, legal 
mechanism and government procurement were also held. According to the indications of 
the first RCEP leaders’ meeting held in November 2017 and the ministerial meeting held in 
March 3, 2018, all parties continued in-depth discussions on goods, services, investment and 
rules, and gained positive progress. The meeting emphasized that all parties would make 
joint efforts according to the Guiding Principles of RCEP Negotiations, make practical 
breakthroughs and promote the conclusion of the negotiation as soon as possible. 

24 May 9, 2018 

China and Japan signed the Memorandum on Strengthening Cooperation on Trade in 
Services together. National Development and Reform Commission of China and Chinese 
Ministry of Commerce signed the Memorandum on China-Japan Cooperation in the 
Third-Party Market with Japanese Ministry of Foreign Affairs and Ministry of Economy, Trade 
and Industry. 
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25 
May 14-16, 

2018 

The 11th Round of China-Norway FTA was held in Oslo, Norway. The two sides negotiated on 
trade in goods, trade in service, investment, rule of origin, customs procedures and trade 
facilitation, IPR, competition policy and government procurement. Positive progress had 
been made. 

26 May 17, 2018 

During the Astana Economic Forum, China and Executive Chairman of Eurasian Economic 
Union and delegates of member countries of the Union jointly signed Trade and Economic 
Cooperation Agreement between the People’s Republic of China and the Eurasian Economic 
Union. The agreement consists of 13 chapters covering customs cooperation and trade 
facilitation, IPR, department cooperation and government procurement, and new topics like 
e-commerce and competition as well. Both sides agreed to further simplify customs 
clearance procedures and reduce the cost of trade in goods through further cooperation, 
information exchanges and experience sharing. The agreement aimed to further reduce the 
non-tariff trade barrier, improve the trade facilitation and create sound environment for 
industrial development so as to promote trade and economic relations between China and 
the Union and its member countries, bring real benefits to business and people of both 
sides and provide system guarantee for bilateral trade and economic cooperation. 

27 May 22, 2018 
The 17th round of EU-China Investment Agreement Negotiations was held in Beijing, which 
lasted for 3 days. The two parties had negotiations focused on the text, and made efforts to 
gain progress as much as possible. 

28 
May 25-26, 

2018 

The 24th Meeting of APEC Ministers Responsible for Trade was held in Papua New Guinea. 
Focusing on the theme of “Harnessing Inclusive Opportunities, Embracing the Digital Future”, 
the meeting discussed topics on supporting multilateral trade system, deepening regional 
economic integration and connectivity, digital economy and “post-2020 vision”. The 
Statement of the APEC Ministers Responsible for Trade was released at this meeting, 
committed to accelerating efforts towards achieving the Bogor Goals, actively promoting 
the Free Trade Area of the Asia-Pacific (FTAPP), and formulating the “post-2020 vision” as soon 
as possible to build a Asia-Pacific community with a shared future. The Statement of the 
Chair on Supporting the Multilateral Trading System was also released at the meeting. 

29 May 30, 2018 
The US envoy arrived in Beijing. The 50-people delegation negotiated with its Chinese 
counterpart on the implementation of the US-China Joint Statement. 

30 June 7, 2018 

The 3rd Ministerial Conference of China and Central and Eastern European Countries on 
Promoting Trade and Economic Cooperation was held in the city of Ningbo, Zhejiang 
province. Themed on “strengthening 16+1 trade and economic cooperation”, the conference 
was attended by trade ministers or delegates of 16 central and eastern European countries. 

31 June 7, 2018 
China and Kazakhstan signed the Memorandum of Understanding on E-commerce 
Cooperation between the Ministry of Commerce of People’s Republic of China and the 
Ministry of National Economy of The Republic of Kazakhstan in Beijing. 

32 June 7, 2018 
The 4th China-Latin American and Caribbean Countries’ Infrastructure Cooperation Forum 
was opened in Macao SAR, China. Gao Yan, the Vice Minister of Commerce attended the 
forum and made a speech. 

33 June 8, 2018 
China and Russia signed the Joint Declaration of the Joint Feasible Studies on Completing 
Eurasian Economic Partnership Agreement between the Ministry of Commerce of China and 
the Ministry of Economic Development of Russia in Beijing. 

34 June 8, 2018 

China and Russia signed the Memorandum of Understanding on E-commerce Cooperation 
between the Ministry of Commerce of China and the Ministry of Economic Development of 
Russia in Beijing. According to the MOU, China and Russia will build the e-commerce 
cooperation mechanism to promote the e-commerce cooperation along the Belt and Road 
routes. 
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35 
June 9-10, 

2018 

The 18th Meeting of the Council of Heads of Member States of the Shanghai Cooperation 
Organization (SCO) was held in Qingdao, Shandong Province. The two-day summit saw 
leaders sign documents in diverse fields including security, trade facilitation and 
people-to-people exchanges, sending out a signal of unity and collaboration, against the 
backdrop of global challenges such as hegemony, power politics, security threats, 
unilateralism and trade protectionism. 

36 
June 11-14, 

2018 

The 4th round of upgrading negotiation for China-New Zealand FTA was held in Beijing. 
Both sides launched negotiation concerning problems such as technical barriers to trade, 
customs procedures and trade facilitation, rules of origin, service trade, competition policies, 
e-commerce, agricultural cooperation, environment and government purchasing and 
gained active progresses. 

37 June 12, 2018 
China and Panama jointly held the 1st meeting of the Joint Economic and Trade Committee 
between the Chinese government and Panamanian government in Beijing. Both sides 
signed the MOU to officially launch the negotiations on China-Panama FTA. 

38 June 15, 2018 
The first session of China-South Asia High Level Roundtable Meeting for Business 
Cooperation was held in Yuxi, Yunnan province. There were over 400 representatives in 
business circles from China and South Asian countries. 

39 June 16, 2018 

The US government announced to impose additional tariffs of 25 percent on USD50 billion 
worth of the Chinese imports according to the unilateral recognized results of section 301 
investigation on June 15, 2018. Among these, the additional tariff on USD34 billion worth of 
Chinese imports would come into effect from July 6, and measures against the rest of USD16 
billion worth of Chinese imports would further solicit public opinions. The US had ignored 
China’s opposition and serious representation, resolutely behaved against the WTO rules. It 
has severely violated China’s legitimate rights in the WTO and threatened China’s economic 
interest and safety. In the face of the emergency that the US had violated the international 
rules against China, in order to defend its legitimate rights, China decided to impose a tariff 
rate of 25 percent on the US imports like farm products, auto and aquatic products 
according to the Foreign Trade Law of the People’s Republic of China and the basic 
principles of International Law, involving USD34 billion worth of US imports in 2017. Those 
measures would come into force from July 6, 2018. Meanwhile, China planned to impose 
additional tariff of 25 percent on chemical products, medical equipment and energy 
imported from the US, involving USD16 billion worth of the US imports. 

40 June 19, 2018 

The 2nd Meeting of Mekong-Lancang Cooperation was held in Kunming, Yunnan province. 
Attending were about 50 people from the responsible commercial departments in 
Cambodia, Laos, Myanmar, Vietnam, Thailand and China’s Ministry of Commerce, Ministry of 
Foreign Affairs, the Department of Commerce of Yunnan Province and Yunnan Asia-Pacific 
Center. 

41 
June 27-28, 

2018 

The 2nd China-UK Trade Work Group Meeting was held in London, UK. The two sides jointly 
promoted the assessment work of UK-China joint trade and investment, summarized the 
present situation of bilateral trade and economic cooperation, exchanged trade and 
investment policies, studied economy complementarity, sought for cooperation 
opportunities in the future and promoted phrased progress on the assessment work. 

42 
June 30-July 1, 

2018 

The 5th Ministerial Conference of RCEP was held in Tokyo, Japan. Attending were trade and 
economic ministers and representatives from 16 countries including the ten member 
countries of ASEAN, China, Australia, India, Japan, Korea and New Zealand. All sides deeply 
discussed the issues on trade in goods, trade in services, investment and rules. The Joint 
Press Declaration was released at the meeting, stating that ending the RCEP negotiation as 
soon as possible is vital against the backdrop of the current global trade being challenged 
by unilateralism. The ministers reaffirmed to make joint efforts to make breakthroughs and 
endeavor to conclude a regional integration agreement that would benefit all parties. 
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43 July 1, 2018 

The Second Amendment of the Asia-Pacific Trade Agreement, as the achievement 
document of the 4th round of tariff reduction negotiations for the Asia-Pacific Trade 
Agreement officially entered into force. The 6 member countries—China, India, Korea, 
Sri Lanka, Bangladesh and Laos—would cut tariff for products under 10,312 terms with an 
average margin of 33 percent. In addition, China, Korea, India and Sri Lanka gave Bangladesh 
the least developed country preferential tax arrangement on products under 1,259 items, 
and gave Laos preferential tax arrangement on products under 1,251 items, with an average 
margin of 86 percent. 

44 July 5, 2018 

The 8th Meeting of BRICS Trade Ministers was held in Johannesburg, South Africa. This 
meeting laid emphasis on the effects of unilateralism and protectionism on multilateral 
trading system and global economy and delivered the separate statement on supporting 
multilateral trading system and opposing unilateralism and protectionism. As the statement 
suggested, BRICS countries remain committed to safeguarding the transparent, 
non-discriminated, open and tolerant multilateral trading system. 

45 July 6, 2018 

China and Bulgaria jointly signed a MOU on SME Cooperation between the Ministry of 
Commerce of the People’s Republic of China and the Ministry of Economy of the Republic of 
Bulgaria. Both Bulgaria and China boast numerous small and medium-sized enterprises 
which have played a key role in promoting economic growth, adding job opportunities and 
driving scientific and technological innovation. The two sides plan to set up SME 
workgroups under the framework of China-Bulgaria Joint Commission on Economic 
Cooperation, conduct various forms of activities to promote bilateral SME cooperation in 
industry, trade and commerce, technology, and investment areas. 

46 July 7, 2018 

During the 7th Leaders’ Meeting of China and Central and Eastern European countries, the 
8th China and Central and Eastern European Countries’ Economic and Trade Forum was held 
in Sofia, which was a significant part of the leaders’ meeting and has become the critical 
platform for the mutual beneficial cooperation of both sides. The Theme of this forum was to 
deepen opening, consolidate cooperation, promote and enjoy prosperity and development. 

47 July 9, 2018 
China and Kuwait jointly signed a MOU on E-Commerce Cooperation between the Ministry 
of Commerce of the People’s Republic of China and the Ministry of Commerce and Industry 
of the State of Kuwait in Beijing. 

48 July 9, 2018 
China and Germany signed the Joint Statement of the Intent on Legal Cooperation Projects 
between Ministry of Commerce of the People’s Republic of China and the German Federal 
Republic Ministry of Economic Cooperation and Development. 

49 July 9-13, 2018 
The 1st round of China-Panama FTA negotiation was held in Panama’s capital Panama City. 
Both sides exchanged ideas on the topics involved in the FTA, and active progress had been 
made. 

50 July 12, 2018 
The 18th round of EU-China Investment Agreement Negotiations was held in Brussel, which 
lasted for 2 days. The two parties held negotiations focusing on the text, and made efforts to 
gain progress as much as possible. 

51 July 12, 2018 
The Ministry of Commerce of the People’s Republic of China made statement regarding the 
Statement by the US Trade Representative on Section 301 Action released on July 10th. 

52 July 13, 2018 
The 2nd round of the 2nd phrase of China-Korea FTA negotiations was held in Beijing. The 
two sides held further consultations on trade and investment in services and active progress 
had been made. 

53 July 16, 2018 
China made an additional charge to the WTO against the US for its Section 301 investigation 
and its suggestions to levy tax on China’s export products to the US valued 200 billion. 
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54 July 20, 2018 
China and the UAE jointly signed the Memorandum of Understanding on E-commerce 
Cooperation between Ministry of Commerce of the People’s Republic of China and Ministry 
of Commerce of the United Arab Emirates in Abu Dhabi. 

55 
July 22-27, 

2018 

The 23th round negotiation of RCEP was held in Bangkok, Thailand. The meeting had 
comprehensive consultations on goods, services, investment, rule of origin, customs 
procedures and trade facilitation, sanitary and phytosanitary measures, technical regulations 
and conformity assessment procedures, trade remedy, finance, telecommunication, 
intellectual property, e-commerce, legal mechanism and government procurement. 
According to the requirements of the first RCEP Leader’s Meeting in November 2017 and the 
Ministerial Conference in July 2018, the parties completed the chapters of customs 
procedures and trade facilitation, and government procurement, gaining important 
progress in the chapters of technical regulations and conformity assessment procedures and 
sanitary and phytosanitary measures, and injecting new power to promote the negotiation. 

56 July 23, 2018 
China and Rwanda jointly signed the Memorandum of Understanding on E-commerce 
Cooperation between Ministry of Commerce of the People’s Republic of China and Ministry 
of Trade and Industry of Rwanda in Kigali. 

57 July 26, 2018 

During the first meeting of China-Palestine Joint Committee of Economics and Trade, China 
and Palestine jointly signed the Memorandum of Understanding in Beijing, announcing that 
the China-Palestine FTA Joint Feasibility Study was officially completed. Both sides promised 
to perform domestic procedures and to launch the negotiations as soon as possible. 

58 August 3, 2018 

On July 10, 2018, the US government, regardless of China’s solemn protest and strong 
opposition, announced to impose an additional 10 percent tariff on the USD200 billion of 
goods and commodity imports from China. On August 1, the US Trade Representative 
Lighthizer made a statement that the US planned to increase the tariff from 10 percent to 25 
percent on USD200 billion worth of Chinese goods and commodities. The US’ measures are 
indiscriminately violating the relevant rules and international obligations of the WTO, which 
had further infringed the legitimate rights and interests of China according to the rules of 
the WTO, and seriously threatened China’s economic interests and security.  
In response to the emergency caused by the US’ violation of its international obligations and 
in order to safeguard China’s legitimate rights and interests, based on laws and regulations 
of the Foreign Trade Law of the People’s Republic of China and the fundamental principles of 
international law, the Chinese government would impose 25 percent−5 percent tariff on 
USD60 billion worth of goods and commodity imports from the US, targeting 5,207 tariff 
lines. 

59 August 8, 2018 

Ministry of Commerce released the adjusted list Ⅱ of the US imports subject to additional 
tariffs according to MOFCOM Announcement No. 55 of 2018 and TCSC Announcement of 
Imposing Tariff on Imported Products Originating in the US and Valued 16 billion US Dollars 
(TCSC Announcement No.7 of 2018). China will impose a 25 percent tariff on the related US 
imports from 12:01 on August 23, 2018.  

60 August 20-24, 
2018 

The 2nd round of China-Panama FTA negotiation was held in Beijing. Based on the previous 
round of negotiation, they exchanged views on the topics related to the FTA. Positive 
progress had been made in the negotiation. 

61 
August 22-23, 

2018 

At the invitation of the US, Chinese delegation from the Ministry of Commerce conducted 
constructive and frank exchanges on economic and trade issues of common concern with 
the US delegation in Washington. Both sides would maintain contact for the next step. 

62 
August 23, 

2018 
China appealed to the WTO over the US’ tariff on USD16 billion worth of Chinese imports 
under the Section 301 investigations. 
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63 
August 24, 

2018 

During the 6th China-Thailand Joint Committee on Trade, Investment and Economic 
Cooperation, the Chinese Ministry of Commerce and Thai Ministry of Commerce signed the 
Memorandum of Understanding jointly, establishing the mechanism of China-Thailand Work 
Group of Smooth Trade officially. The mechanism would, under the framework of 
China-Thailand Joint Committee on Trade, Investment and Economic Cooperation, convene 
work meeting at departmental level regularly, keep close contacts and communications, 
focus on prominent difficulties and problems that affect bilateral trade, exploit trade growth 
potentials, further deepen bilateral trade cooperation, and promote bilateral trade 
cooperation step to a new stage. 

64 
August 24, 

2018 

China and the UK jointly presided over the 13th meeting of China-UK Joint Trade and 
Economic Committee in Beijing. They exchanged views on topics such as China-UK 
economic and trade relations, China-US trade friction, China International Import Expo and 
the bilateral economic and trade partnership arrangement in the future. 

65 
September 2, 

2018 

China and Mauritius signed the Memorandum of Understanding on Ending China-Mauritius 
Free Trade Agreement (FTA) Negotiations between the Ministry of Commerce of the People’s 
Republic of China and the Ministry of Foreign Affairs, Regional Integration and International 
Trade of the Republic of Mauritius, and announced the formal conclusion of the FTA 
negotiations. 

66 
September 3-4, 

2018 

China and 53 African countries gathered in China for the 2018 Beijing Summit of the Forum 
on China-Africa Cooperation (FOCAC). Under the theme “China and Africa: Toward an Even 
Stronger Community with a Shared Future through Win-Win Cooperation” and committed 
to the development of FOCAC and to deepening China-Africa comprehensive strategic and 
cooperative partnership, we adopted by consensus the Beijing Declaration—Toward an 
Even Stronger China-Africa Community with a Shared Future. President Xi Jinping 
announced eight major initiatives in collaboration with Africa for industrial promotion, 
infrastructure connectivity, trade facilitation, green development, capacity building 
healthcare, people-to-people exchange, and peace and security, delineating the blueprint 
for China-Africa relations in the new era and opening an ambitious chapter in China-Africa 
cooperation for the new era. The eight major initiatives, guided by Xi Jinping Thought on 
Socialism with Chinese Characteristics for a New Era and centering around building a new 
type of international relations and a community of shared future for mankind, following the 
principle of sincerity, real results, amity and good faith and of pursuing the greater good and 
shared interests and based on the opinions and suggestions collected in breadth and depth 
from all quarters in China and Africa, reflects the theme of the Beijing Summit “China and 
Africa: Toward an Even Stronger Community with a Shared Future through Win-Win 
Cooperation”, pools the strength of the Belt and Road Initiative, UN 2030 Sustainable 
Development Agenda, AU Agenda 2063, and the development strategies of individual 
African countries, places emphasis on fostering indigenous growth capacity for Africa, create 
new ideas and ways of cooperation, and would bring China-Africa cooperation to new 
heights. 

67 
September 8, 

2018 

The 20th China International Fair for Investment and Trade was opened in Xiamen, Fujian 
Province. The Fair has been committed to creating the platforms for promoting two-way 
investments, publishing official information, and discussing investment trends. The Fair has 
become one of the most influential international investment events in the world, and has 
made positive contributions to China’s reform and opening-up as well as socialist 
modernization. 

68 
September 
10-13, 2018 

The 5th round of the upgrading negotiation of China-New Zealand FTA was held in Beijing. 
The two parties had in-depth consultation around the issues including technical trade 
barrier, rule of origin, trade in service, e-commerce, environment and government 
procurement, and concluded the chapter of government procurement, promoting the 
negotiation gaining positive progress. 
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69 
September 12, 

2018 
The 15th China-ASEAN Expo opened at Nanning International Convention and Exhibition 
Center. 

70 September 
12-14, 2018 

The 53rd Asia-Pacific Trade Agreement Standing Committee Meeting and related panel 
meetings such as service trade, investment, rules of origin, and trade facilitation were held in 
Seoul, Korea. Attending were delegations from its members— China, India, Korea, Sri Lanka, 
Bangladesh and Laos. Mongolia attended the meeting as an observer. This is the first 
Standing Committee Meeting after the achievements of the 4th round of negotiation of 
tariff concessions were implemented on July 1, 2018. Discussions were focused on the 
specific implementation and the negotiation mode of the 5th round of tariff concession, 
and issues such as trade in services, investment, trade facilitation were substantively 
negotiated, and issues such as the 5th Ministerial Council of the Agreement and Mongolia’s 
joining in the Agreement were discussed in depth. 

71 September 14, 
2018 

The G20 Trade and Investment Ministerial Meeting was held in Mar del Plata, Argentina. 
Attending were G20 Members, trade ministers and representatives from guest countries 
such as Singapore and Spain, Director-General of the World Trade Organization, 
representatives of international organizations like the World Bank, the International 
Monetary Fund and the Organization for Economic Cooperation and Development. Themed 
on “Building Consensus for Fair and Sustainable Development”, the meeting discussed topics 
on the Agro-food Global Value Chains, the New Industrial Revolution and new 
developments in international trade. After the meeting, the G20 Trade and Investment 
Ministers issued the Ministerial Statement and they had made economic and trade 
preparations for the G20 Buenos Aires Summit in November 30-December 1. The 
participants agreed to continue to deepen trade and investment cooperation, keep markets 
open, reinvigorate the international trading system and jointly promote sustainable 
economic growth; they agreed to actively engage in conversation, reduce global trade and 
investment risks, boost market confidence and improve WTO functions to address current 
and future challenges. The meeting also compiled the G20 cases and practices, providing a 
reference guide for countries to participate in the Agro-food Global Value Chains and seize 
the opportunities of the New Industrial Revolution. 

72 
September 17, 

2018 

The 15th meeting of China-Mongolia Economic and Trade Joint Committee was held in 
Beijing. Representatives of the related departments of the two countries attended the 
meeting. 

73 
September 
18-19, 2018 

The 3rd meeting of the Joint Committee of China-Iceland FTA was held in Reykjavik, Iceland. 
At the meeting, the two parties spoke highly of the implementation achievements of 
China-Iceland FTA. They agreed that the implementation of FTA benefited the people and 
enterprises of the two countries widely, and deepened bilateral economic connections. The 
two parties had in-depth discussion on issues concerning commodities, services, 
investment, custom cooperation and economic and technological cooperation when 
implementing the agreement. They agreed to further strengthen cooperation under the 
framework of FTA, encourage enterprises to make full use of the preferential policies of FTA, 
and promote bilateral economic and trade cooperation to step into a new stage, so as to 
make active contributions to strengthening economic and trade relations between China 
and Iceland and the trade relations between China and the European countries. 

74 
September 19, 

2018 

The 17th Trade Ministers’ Meeting of the Member States of the Shanghai Cooperation 
Organization was held in Dushanbe, Tajikistan. During the meeting, all sides reached 
consensuses on jointly building an open world economy, opposing unilateralism and trade 
protectionism, and continuing to promote trade facilitation, service trade and e-commerce 
cooperation. This had made trade and economic preparations for the following SCO Prime 
ministers’ meeting in Dushanbe. 
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75 
September 20, 

2018 

China and Russia jointly held the 21st Meeting of China-Russia Trade and Economic 
Cooperation Sub-Committee of China-Russia Premiers’ Regular Meeting Committee in 
Moscow. 

76 
September 
25-28, 2018 

The 12th round of negotiation of China-Norway FTA was held in Beijing. The two parties had 
consultations on related issues including trade in goods, service trade and investment, rule 
of origin, customs procedures and trade facilitation, technical barriers of trade, sanitary and 
phytosanitary measures, legal issues, trade remedy, intellectual property, e-commerce, 
environment and competition policies. The negotiation gained positive progress. 

77 
September 
26-27, 2018 

The 1st meeting of China-Mongolia FTA Joint Feasibility Study was held in Ulan Bator. Both 
delegations exchanged opinions on their own free trade policies and practices. They also 
discussed and passed documents on the work scope, and had in-depth exchanges on ideas 
about core issues such as study approaches, contents, time schedule and division of labor. 
Many consensuses had been reached. Under the joint efforts of both sides, active progress 
had been achieved and the solid foundation had been laid so that the Joint Feasibility Study 
could be concluded as soon as possible. 

78 
October 9-13, 

2018 

The 3rd round negotiation of China-Panama FTA was held in Panama City, the capital of 
Panama. On the basis of the former negotiations, the two parties had further in-depth 
discussions and consultations on FTA issues. After this round of negotiation, the two parties 
had reached agreement on almost half of the chapters including sanitary and phytosanitary 
measures, technical trade barrier, e-commerce and intellectual property. The two parties also 
made positive progress in sections like market access of trade in goods and trade in services, 
and rule of origin. 

79 October 10, 
2018 

The 1st Meeting of China-EU Vice-ministerial Level Joint Working Group for the WTO reform 
was held in Beijing, and the two parties exchanged views on promoting the WTO reform. 
The joint working group was founded according to the achievements of the Joint Statement 
of the 20th China-EU Leaders’ Meeting and the 7th High Level Dialogue of Economy and 
Trade. 

80 
October 10, 

2018 

The World Trade Organization, the International Monetary Fund, the World Bank, and the 
Organization for Economic Cooperation and Development held the conference on How 
Global Trade Can Promote Growth for All in Bali, Indonesia. Attending were WTO 
Director-General Roberto Azevedo, International Monetary Fund President Christine Lagarde, 
World Bank President Jim Yong Kim, and OECD Secretary-General Angel Guria. The 
conference called for people to jointly resist protectionism and continue to advance trade 
liberalization. 

81 
October 13, 

2018 

The 6th Ministerial Conference of Regional Comprehensive Economic Partnership (RCEP) 
was held in Singapore. Economic ministers or representatives of 16 parties including 10 
ASEAN countries, China, Australia, India, Japan, korea and New Zealand attended the 
meeting. The conference had in-depth discussions on issues like trade in goods, trade in 
services, investment, sanitary and phytosanitary measures, standard technical regulations 
and conformity assessment procedures, e-commerce and competition policies, promoted 
the parties to complete the package achievements at the end of the year, and concluded 
the negotiation essentially. The conference published Joint Press Statement, showing that 
under the circumstances that the global trade faced many uncertainties like the challenges 
from unilateralism, it would contribute to strengthening and optimizing regional supply 
chain and value chain and complete the RCEP negotiation as soon as possible, which is of 
great significance for safeguarding regional trade liberalization and facilitation, and 
supporting global free trade. 

82 
October 16, 

2018 
China and the Netherlands jointly held the “2018 China-Netherlands Economic Cooperation 
Forum” in Hague. 
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83 
October 17, 

2018 

China and Belgium signed the Memorandum of Understanding of the Ministry of 
Commerce of People’s Republic of China and the Ministry of Foreign Affairs, Foreign Trade 
and Development Cooperation of the Kingdom of Belgium on developing partnership and 
cooperation in the third party market. According to the MOU, the two parties would 
establish a work group under the framework of Joint Committee of Economy and Trade, to 
support and promote the enterprises of the two countries to conduct cooperation in the 
third party market. 

84 
October 22, 

2018 

The 10th meeting of China-Portugal Joint Economic Committee was held in Beijing. Both 
sides exchanged ideas on bilateral economic and trade relations and the Belt and Road 
construction, third-party market cooperation and China International Import Expo (CIIE). 

85 
October 23, 

2018 

China and Palestine signed the Memorandum of Understanding, announcing the official 
start of China-Palestine FTA negotiation. The two parties agreed to get fully engaged in 
negotiation, striving to reach agreement as soon as possible. 

86 
October 25, 

2018 

China and Spain jointly hosted the 28th China-Spain Joint Economic and Industrial 
Cooperation Committee in Beijing. The two sides exchanged ideas on bilateral economic 
and trade relations, the Belt and Road cooperation, jointly opposing bilateralism and 
protectionism, China International Import Expo (CIIE) and the third-party market 
cooperation. 

87 
October 26, 

2018 

China and Japan jointly signed the Memorandum of Understanding on Establishing 
China-Japan Innovation Cooperation Mechanism in Beijing. Both sides agreed to establish 
cross-department China-Japan innovation cooperation mechanism under the framework of 
China-Japan high-level economic dialogue, promoting the specific cooperation in 
innovation fields including industrial field, and intellectual property. 

88 
October 26, 

2018 The first China-Japan Third-Party Market Cooperation Forum was held in Beijing. 

89 
November 
5-10, 2018 

The first China International Import Expo (CIIE) was successfully concluded in Shanghai, 
China. CIIE attracted more than 400,000 importers from 172 countries, regions and 
international organizations. The exhibition covered an area of more than 300,000 square 
meters. The CIIE is a pioneering undertaking in the history of the international trade 
development, and it is a major action for China to firmly support trade liberalization and 
proactively open itself to the outside world. 

90 
November 6, 

2018 

MOFCOM and Hubei Provincial People’s Government jointly held the Sino-Nordic Trade and 
Economic Cooperation in Shanghai. During the forum, China and Nordic enterprises signed 
21 important cooperation agreements covering chemical, paper, aquatic products and 
medical fields. 74 Nordic companies such as Volvo, Ericsson, Lego, Maersk, Kongsberg and 
Finnair participated in the matchmaking activities and reached a number of cooperation 
intentions with Chinese companies. 

91 
November 7, 

2018 

China and Russia signed the Memorandum of Understanding on Cooperation on Trade in 
Services between the Ministry of Commerce and the Ministry of Economic Development of 
the Russian Federation in Beijing. According to the Memorandum, China and Russia will 
establish a permanent working group on cooperation on trade in services under the 
framework of the Economic and Trade Cooperation Subcommittee of the Prime Minister’s 
Regular Meeting Committee. The two sides would strengthen cooperation in tourism, 
culture, sports, transportation services, medical services, education services, exhibition 
services and service outsourcing, promote bilateral exhibitions with the purpose of 
developing trade in services, and strengthen data exchange of bilateral trade in services. 
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92 
November 12, 

2018 

China and Singapore signed the Protocol to Upgrade the Free Trade Agreement in 
Singapore on behalf of the two governments. The Protocol upgrades the rules of origin, 
customs procedures and trade facilitation, trade relief, trade in services, investment, and 
economic cooperation of the original China-Singapore Free Trade Agreement. It also adds 3 
areas including e-commerce, competition policy and environment. The Protocol has 
achieved a comprehensive, high-level, mutually beneficial and win-win negotiation goal, 
which would help the two sides deepen pragmatic cooperation in relevant fields and 
continuously promote the two countries’ enterprises and enhance the well-being of their 
people. 

93 
November 12, 

2018 

The Preparatory Regional Comprehensive Economic Partnership (RCEP) Ministerial Meeting 
was held in Singapore, making preparations for the forthcoming second RCEP Leaders’ 
Meeting which would be held on November 14. 

94 
November 14, 

2018 
Regional Comprehensive Economic Partnership (RCEP) Ministerial Meeting was held in 
Singapore. 

95 
November 15, 

2018 

The 30th APEC Ministerial Meeting was held in Papua New Guinea. The meeting had 
discussions on issues including regional economic integration, economic and trade 
connection, multilateral trading system and inclusive growth. 

96 
November 15, 

2018 

Finance ministers and senior government officials from 11 countries in Central and West Asia 
gathered in Ashgabat for the 17th Central Asia Regional Economic Cooperation (CAREC) 
Ministerial Conference. 

97 
November 17, 

2018 

China and Peru signed the Memorandum of Understanding, announcing that the upgrading 
negotiation of China-Peru FTA was launched. China-Peru FTA was signed in April 2009, and 
has been effective since March 2010. The implementation goes well, effectively promoting 
the rapid development of bilateral economic and trade relations. 

98 
November 
19-21, 2018 

The 17th Pan-Yellow Sea Economic and Technological Exchange Conference was held in 
Gunsan, North Jeolla Province, Korea. The conference, revolving around the theme of 
“promoting inter-regional exchange cooperation, innovating and exploiting new industries, 
new markets, and building new patterns for the economic cooperation of the Pan-Yellow 
Sea region”, had in-depth discussions on deepening the three countries’ cooperation in the 
Pan-Yellow Sea region, strengthening cooperation in industrial parks, exploring the fourth 
party market jointly, and conducting cooperation in cross-border e-commerce, energy 
conservation and environment protection, and medical treatment and health. The 
conference reached a series of consensus, and conducted activities of industrial investment 
and matchmaking. 

99 
November 
19-24, 2018 

The 4th round negotiation of China-Panama FTA was held in Panama. On the basis of the 
previous negotiation, the two parties had in-depth consultation and discussions on topics 
like trade in goods, trade in services, financial services, investment, rules of origin, customs 
procedures and trade facilitation, economic and trade cooperation, as well as legal issues. 
The negotiation gained positive progress. 

100 
November 25, 

2018 

The 12th China-Japan Energy Conservation and Environmental Protection Comprehensive 
Forum in Beijing. The China-Japan Energy Conservation and Environmental Protection 
Comprehensive Forum was founded in 2006 and co-hosted by the National Development 
and Reform Commission, the Ministry of Commerce, the Ministry of Economy, Trade and 
Industry, and Japan-China Economic Association. 
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101 
November 26, 

2018 

The 1st Ministerial Conference of China-East ASEAN Growth Area cooperation was held in 
Brunei. The conference reviewed the active contributions made by China since 2005 after 
becoming the partner of the growth area, and the important consensus reached by the 
leaders of China and the four countries of the growth area on upgrading and cooperation. 
All the parties agreed to enhance the cooperation mechanism between China and the 
growth area to the ministerial level, and approved the Document on Upgrading 
Cooperation between China and East ASEAN Growth Area. All the parties agreed to fully 
dock the Belt and Road Initiative with the 2025 Vision of the Growth Area, the ASEAN Vision 
2025 and the ASEAN Connectivity Blueprint 2025, and conduct key cooperation in sectors 
like connectivity, agricultural and fishery processing and food industry, tourism and social 
cultural exchanges, trade and investment, digital economy, poverty reduction and inclusive 
development, human resources development, environment, electric power and energy. 
After the conference, the ministers issued the Joint Statement of the Conference. 

102 
November 
28-30, 2018 

The 6th round of negotiations on upgrading China-New Zealand Free Trade Agreement was 
held in Beijing. The two sides conducted in-depth consultations on issues such as the rules 
of origin, technical barriers to trade, customs procedures and trade facilitation, trade in 
services, e-commerce and environment, and substantively ended the chapter of rules of 
origin, which pushed ahead the negotiations and achieved positive progress. 

103 
December 1, 

2018 

China and Argentina signed the Memorandum of Understanding on E-Commerce 
Cooperation Between the Ministry of Commerce of the People’s Republic of China and the 
Ministry of Production and Labour of the Argentina Republic. According to the 
Memorandum, the two sides would establish the e-commerce cooperation mechanism, 
strengthen policy communication and coordination, promote the synergy between local 
governments and enterprises, advance the trade of high-quality featured products through 
e-commerce, jointly strengthen the cooperation of “Silk Road E-commerce”, and promote 
the sustained and stable development and the common prosperity of bilateral trade. 

104 
December 2, 

2018 

China and Argentina signed the Memorandum of Understanding between Ministry of 
Commerce of People’s Republic of China and the Ministry of Production and Labour of the 
Republic of Argentina on Service Trade Cooperation in Buenos Aires. According to the 
Memorandum, China and Argentina would establish the working group on promoting 
service trade, and hold meetings of the working group in the two countries annually by 
turns. The two parties would bolster dialogues and cooperation in key sectors of service 
trade including information technology, financial science and technology, agricultural 
technology, personnel cultural entertainment services, construction, service outsourcing, 
traditional medicine services and exhibition, strengthen information sharing and exchange 
ideas on practice in sectors like laws and regulations and public policies and statistical data 
of bilateral service trade, encourage and support exchanges and dialogues of governmental 
organizations, industrial associations and private enterprises. 

105 
December 3, 

2018 

China and Panama signed the Memorandum of Understanding between Ministry of 
Commerce of the People’s Republic of China and the Ministry of Commerce and Industry of 
the Republic of Panama on E-commerce Cooperation in Panama City. According to the 
Memorandum, the two parties would establish the cooperation mechanism of e-commerce 
and strengthen cooperation in policy communication, enterprises matchmaking and capability 
building. The two parties would also promote the service level of logistics and tourism through 
e-commerce, strengthen cooperation of “Silk Road E-commerce” jointly and further promote 
the sustainable and stable development of bilateral economic and trade relations. 

106 
December 3, 

2018 

China and Panama signed the Memorandum of Understanding on Trade in Services 
Cooperation Between the Ministry of Commerce of the People’s Republic of China and the 
Ministry of Industry and Commerce of the Republic of Panama. According to the Memorandum, 
the two sides would set up working groups to promote trade in services cooperation in key 
sectors, encourage industrial associations to strengthen exchanges, promote dialogues among 
trade in services enterprises, and give further play to the important role of trade in services 
in promoting economic and social development of the two countries. 
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107 
December 5, 

2018 

China and Portugal signed the Memorandum of Understanding between the Ministry of 
Commerce of People’s Republic of China and the Ministry of Foreign Affairs of The 
Portuguese Republic on Trade in Services in Lisbon. According to the Memorandum, China 
and Portugal would establish the routine agenda projects under the mechanism of the joint 
committee of economy, strengthen cooperation and dialogues in key sectors of service 
trade like transportation, tourism, finance, intellectual property usage, technology trade, 
cultural trade, service outsourcing, service of traditional Chinese medicine and conference 
and exhibition industry, and promote information sharing in sectors including laws and 
regulations, public policies, statistic data of service trade, the best practice of industrial 
standards and certifications of the service industry. 

108 
December 7, 

2018 

The Chief Negotiator Conference of the 14th Round of China-Japan-Korea Free Trade Zone 
Negotiations was held in Beijing. The three parties unanimously agreed to implement the 
consensus of the leaders of the three countries and accelerate the negotiations on the 
China-Japan-Korea Free Trade Zone. 

109 
December 12, 

2018 

The 1st meeting of the Chinese mainland and Macao Economic and Trade Cooperation 
Committee was held in Macao SAR, China. Chinese mainland and Macao SAR, China signed 
the Agreement on Trade in Goods under CEPA. The agreement entered into effect from the 
day of signing, and is implemented officially from January 1, 2019. 

110 
December 14, 

2018 

The 1st meeting of the Chinese mainland and Hong Kong Economic and Trade Cooperation 
Committee was held in Hong Kong SAR, China. Chinese mainland and Hong Kong SAR, 
China signed the CEPA Trade in Goods Agreement. The agreement started to take effect 
since the date of signing and was officially implemented on January 1, 2019. 

111 
December 12, 

2018 

Senior officials of the Greater Mekong Subregion (GMS) convened at the 10th GMS 
Economic Corridors Forum (ECF-10) in Nay Pyi Taw, Myanmar to discuss ways to fast-track 
infrastructure development and boost growth along key economic corridors connecting the 
subregion. 

112 
December 17, 

2018 

The 13th meeting of China-Italy Joint Commission for Economic and Trade Cooperation was 
held in Beijing. The two sides exchanged views on bilateral economic and trade relations, 
the Belt and Road cooperation, joint opposition to trade protectionism, China International 
Import Expo and strengthening trade and investment. 

113 
December 19, 

2018 
On December 19, China and the US had vice ministerial level conversations on economic 
and trade issues, exchanging ideas on problems of both sides’ concerns. 
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