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FOREWORD 
 

The past 2019 was a year with turbulences and difficulties. The increasing trade frictions, the escalation of 

geopolitical conflicts, and the obstruction of international cooperation significantly slowed down the growth of 

the global economy and international trade and investment. In this context, Asia’s economic downturn 

exceeded expectations, and the divergence of growth rates and prices enlarged. Business confidences in Asian 

economies and investment decisions were impacted and disturbed, the cost of production and trade increased, 

and foreign trade and international direct investment lacked growth momentum.  

Entering 2020, the world is facing unprecedented challenges since World War II. The sudden outbreak of 

the global pandemic of COVID-19 has brought severe damages to people’s lives and production around the 

world, highlighting the serious defects in the global mechanism of jointly preventing and controlling major 

diseases. Due to interrupted supply and suppressed demand, economies are going into short-term recession 

one after another. Global trade and investment suddenly are plummeting, and the financial market is facing the 

most substantial volatility since the 2008 Great Financial Crisis. In addition, worsening food shortage, factory 

shutdowns, and unemployment, will bring profound influences on societies and polities all around the world. 

Meanwhile, the already accumulated risks of the world economy, including corporate indebtedness, 

persisting and spreading negative interest rates, acute volatilities in the world commodities market, especially 

the dramatic drop in oil prices due to OPEC+ deal failure, continue to build up and amplify. Although China and 

the United States signed the Phase One of Economic and Trade Agreement on January 15, 2020, uncertainties 

about effectively resolving trade disputes remain. The suspension of WTO appellate bodies and the feud over 

critical issues such as Special and Differential Treatment create unprecedented challenges to the stability of the 

multilateral trading system. The disorder of international trade and acceleration of protectionism will have a 

fundamental impact on the distribution of global production and trade. 

Into 2020, adverse effects of the outbreak are likely to increase in the short term, and the factors that lead to 

medium to long term growth slowdowns are likely to remain. Therefore, Asia, the global leader of economic 

growth, will not be able to protect itself from the inevitable economic downturn. Nevertheless, the 

macroeconomic fundamentals of Asian economies are generally sound, and the interdependence of trade, 

production, and investment within the region remains high. Asian investors have been inclined to invest within 

Asia as protectionism in the US and Europe rises. The pattern of interdependence among factories in Asia has 

not been changed fundamentally by Sino-US trade frictions, and supply chains in the region are highly resilient 

to shocks. In the face of the global pandemic, Asian economies have rolled out pandemic prevention and 

control measures, economic stimulation plans, and social relief programs to protect people’s lives and safety, 

maintain social stability, and safeguard the development of economic activities. 

Virus sees no borders. No country can save itself by shutting the door. Only through solidarity, cooperation, 

complementarity, and mutual assistance can the world eventually defeat the pandemic. The G20 Extraordinary 

Leaders’ Summit on COVID-19 is encouraging. Leaders are committed to taking all measures to fight the 



 XII 

pandemic, protect lives, and revitalize the economy with plans totaling up to USD5 trillion. This summit sent out 

positive signals to strengthen cooperation in fighting against the pandemic and strengthening macroeconomic 

policy coordination and laying the foundation for global economic stabilization.  

The Boao Forum for Asia (BFA) calls for and looks forward to global joint efforts, in addressing the worldwide 

public health crisis through joint prevention and control and assistance to more vulnerable countries and 

regions, and in promoting timely global economy recovery and avoiding a long-term recession, by reducing 

tariffs, removing barriers, freeing trade, stabilizing the global supply chain and promoting innovation. As a major 

platform for dialogues among politicians, business leaders and scholars, the BFA is endeavored to push forward 

consensus and actions in Asia, which is a global stakeholder and has benefited from economic globalization, in 

the current battle against the pandemic, and in tackling future challenges—through maintaining inclusive and 

sustainable growth, promoting regional economic integration, and strengthening international coordination 

and cooperation. 

 
 

 
 Li Baodong 

 Secretary General 

 Boao Forum for Asia 
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Executive Summary 
 
 
     
In the context of global economic slowdown, Asia’s 
economic growth rate fell unexpectedly in 2019, with 
increasing divergence among major economies in 
terms of growth rate. As in other regions of the world, 
Asia was also affected by increasing trade frictions, 
geopolitical tensions and uncertainty in international 
cooperation. The business confidence and investment 
decisions of Asian economies were severely impacted 
and disrupted, leading to increased production and 
trade costs, and reduction in overall economic 
activities. In the meantime, Asian foreign trade and 
international direct investment was plagued by 
insufficient drive for growth and rising divergence in 
commodity prices. Asia’s job and financial markets 
remained basically stable and people’s income even 
increased. 

Since the beginning of 2020, the challenges 
faced by the Asian economy have become all the 
more serious. The short-term pressures stem from the 
COVID-19 outbreak and the persistence of unilateralism 
and protectionism. The new coronavirus pandemic 
has had a huge impact on the world economy, 
including Asia, putting global supply and industrial 
chains at the risk of breaking down. In the meantime, 
the unilateralism and protectionist policies upheld by 
the Trump administration have persisted, if not 
strengthened, and have severely inhibited global 
trade and investment and dampened investors’ 
confidence. As a side effect, they have also facilitated 
international industrial relocation, thus reshaping the 
global value chain. The medium-term factors include 
mainly the diminishing effects of monetary and fiscal 

policies in Asian economies, especially developed 
economies. In the long run, the productivity 
slowdown indicates pessimistic expectations on 
profitability, which in turn inhibits investment 
demand. 

Looking forward, the duration of the COVID-19 
pandemic, the accumulation of financial risks, 
especially debt risks, the emergence and spread of 
negative interest rates in developed economies, 
geopolitical and social conflicts, and the trend of 
crude oil prices, among others, merit our particular 
attention. The duration of the pandemic will be a 
crucial factor in assessing the impact of COVID-19 on 
the Asian economy. From 2007 to 2019, 48 emerging 
economies worldwide, including Asia, became 
increasingly dependent on external debts, thus giving 
rise to cumulative debt risks. The current global 
economic slowdown might serve as an amplifier to 
these risks. Not only will negative interest rates have a 
major impact on the economies who have 
implemented them, but their escalation and spread 
will cause greater fluctuations in the financial and 
currency markets of other economies. The impact of 
negative interest rates on the Asian economy is 
complex and extensive, with both direct and indirect 
consequences. It’s advisable to caution against the 
impact of geopolitical conflicts, domestic social 
problems, and the price trend of commodities such as 
crude oil. 

Considering that the above-mentioned factors 
contributing to sluggish growth will be there in the 
medium and long term, that the low, if not negative, 
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interest rate policies implemented by economies will, 
in a sense, incentivize consumption and investment, 
that the negative effects of China-US trade frictions 
are diminishing, and that the regulatory authorities of 
economies have taken strict precautions against 
financial risks, the Asian economy is likely to continue 
on the low-speed track in the years to come. That 
being said, some Asian economies are likely to face 
greater downward pressure in 2020, and the Asian 

economy as a whole is expected to experience zero 
growth. But in the final analysis, it hinges on the 
development of the pandemic and the countermeasures 
of economies. In the best-case scenario, if the 
pandemic is mitigated in the second half of the year, 
Asia’s growth rate might still be positive. But if it recurs 
or the stimulus policies turn out to be ineffective, 
there is still a possibility for Asia’s growth rate to fall 
below zero. 
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Chapter 1 
Asian Economic Situation and Policy 
 

             
 
1.1  Economic Growth 

The COVID-19 pandemic, since its outbreak in early 
2020, has greatly impacted the world economy, 
including Asia. The first Asian economies affected 
halted their production and locked down their cities 
and ports, thus creating a supply-side flame-out. As 
the epicenter of the new coronavirus outbreak 
transferred from East Asia to Europe and the United 
States, the crisis on the supply-side has turned into 
one on the demand side. The stalling global supply 
chain with missed links is showing signs of 
deteriorating as the pandemic continues. To prevent a 
great recession from happening, major economies 
have introduced large-scale stimulus plans since the 
end of the first quarter. The implementation of these 
plans has a chance of restoring the fundamentals of 
the world economy in the second half of 2020. As one 
of the powerhouses of world economic growth, the 
Asia economies1 are expected to see a higher growth 
rate in 2020 than other parts of the world, at around -
0.5%2, according to IMF forecast data released in April 
2020. In the best-case scenario, if the pandemic is 
mitigated in the second half of the year, Asia may 
achieve positive growth. But if it recurs or the stimulus 
policies turn out to be ineffective, the possibility of 

———————————————————————— 
1 The Asian economies studied in this report include Afghanistan, 

Armenia, Azerbaijan, Bahrain, Bangladesh, Bhutan, Brunei, 
Cambodia, China, Georgia, India, Indonesia, Iran, Iraq, Israel, 
Japan, Jordan, Kazakhstan, Democratic People’s Republic of 
Korea, the Republic of Korea, Kuwait, Kyrgyzstan, Laos, 
Lebanon, Malaysia, Maldives, Mongolia, Myanmar, Nepal, 
Oman, Pakistan, Palestine, the Philippines, Qatar, Saudi Arabia, 

more severe negative growth in Asia cannot be ruled 
out. In 2019, the growth rate of most Asian economies 
slowed down, and the weighted real GOP growth rate 
dropped significantly compared with 2018.3 Despite 
the global economic slowdown in 2019, Asia’s growth 
was still remarkable compared with other regions, 
with a weighted real GDP growth rate 1.1 percentage 
points higher than that of the world as a whole. 
Although there have been both rises and falls in the 
real GDP growth rate in recent years, the proportion of 
Asia’s economic aggregate in the world’s economic 
aggregate has been steadily increasing. Calculated by 
purchasing power parity, Asia’s economic share from 
2016 to 2018 was 47.6%, 48.3%, and 48.9% 
respectively. Although Asia’s economic growth in 
2019 fell to its lowest in recent years, its share in the 
world still rose to 49.5%. It is projected to further 
increase in 2020 to more than half of the world total, 
representing about 50.2%. Denominated in the US 
dollar at the present price, Asia’s economic share in 
the world had continued to increase in recent years, 
accounting for 36.5%, 36.6%, 37.0%, 37.8%, and 38.1% 
from 2016 to 2020 respectively. 

1.1.1  Economic Growth Continues to Slow 

In 2020, with the conclusion of the first phase of Sino-

Singapore, Sri Lanka, Syria, Tajikistan, Thailand, Timor-Leste, 
Turkey, Turkmenistan, United Arab Emirates, Uzbekistan, 
Vietnam and Yemen. 

2 IMF. World Economic Outlook, April 2020. 
3 The Asian economic growth rate is calculated by weighting the 

real GDP growth rate of each Asian economy using GDP based 
on PPP at current prices as a weight.  
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US trade negotiations and the release of geopolitical 
risks represented by the US-Iranian conflict to a certain 
extent, most Asian economies were expected to be 
flat or rebound from the previous year’s bottom, 
however, the sudden pandemic reversed that trend 
and sent most economies into stagnant or negative 
growth. In general, economic activities in Asia slowed 
drastically in 2019. As in other regions, Asian 
economies were also affected by increasing trade 
frictions and geopolitical tensions and uncertainties 
about the future of international cooperation, which 
have taken a toll on business confidence and 
investment decisions and further increased the cost of 
production and trade, dragging down the economic 
growth rate.1 Specifically, of the 47 Asian economies 
with data from the IMF (International Monetary 
Fund)2, 29 saw a decrease in the real GDP growth rate 
in 2019 from the previous year, accounting for 61.7%, 
and the vast majority of Asian economies are 
expected to grow at a lower rate in 2020 than in the 
previous year. Considering a variety of factors that are 

hindering economic growth, such as protectionism, 
the diminishing effect of fiscal and monetary policies, 
debt risks accumulation and the spread of negative 
interest rates will not disappear in the medium and 
long term, and considering the Asian economy is 
under the impact of the COVID-19 outbreak in the 
short term, it is expected that Asia’s economic 
growth in 2020 will also be well below the previous 
year’s value, subject to the entry into force of 
massive stimulus packages in various economies 
(see Annex I). In the best-case scenario, if the 
pandemic is mitigated in the second half of the 
year, Asia’s growth rate might still be positive. But if 
it recurs or the stimulus policies turn out to be 
ineffective, there is still a possibility for Asia’s 
growth rate to fall below 0. 

The Asian economies with different income 
levels differ in their growth.3  According to the IMF 
October 2019 estimates (see Figure 1.1), from the 
perspective of the weighted real GDP growth rates of 
economies at different income levels, lower-middle- 

 

Figure 1.1  Weighted Real GDP Growth Rates of Asian Economies 
at Different Income Levels, 2016-2020 

Source: Calculated based on IMF data. 

———————————————————————— 
1 IMF. World Economic Outlook: Global Manufacturing Downturn, 

Rising Trade Barriers, October 2019. 
2 Data of Palestine, Democratic People’s Republic of Korea and 

Syria are missing from the IMF database. 
3 According to the country (region) income level classification 

standards of World Bank, high-income Asian economies include 
Bahrain, Brunei, Hong Kong Special Administrative Region of 
China, Israel, Japan, the Republic of Korea, Kuwait, Macao 
Special Administrative Region of China, Oman, Qatar, Saudi 
Arabia, Singapore, Taiwan Province of China and United Arab 

Emirates; upper-middle-income economies include Armenia, 
Azerbaijan, China, Georgia, Iran, Iraq, Jordan, Kazakhstan, 
Lebanon, Malaysia, Maldives, Sri Lanka, Thailand, Turkey and 
Turkmenistan; lower-middle-income economies include Bangla-
desh, Bhutan, Cambodia, India, Indonesia, Kyrgyzstan, Laos, 
Mongolia, Myanmar, Pakistan, the Philippines, Timor-Leste, 
Uzbekistan and Vietnam; low-income economies include 
Afghanistan, Nepal, Tajikistan and Yemen. World Bank Country 
and Lending Groups, https://datahelpdesk.worldbank. org/know 
ledgebase/articles/906519-world-bank-country-and-lending-groups. 
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income economies saw the highest weighted real 
GDP growth rates, which were expected to be 5.0% 
and 5.6% in 2019 and 2020 respectively; followed by 
upper-middle-income economies whose weighted 
real GDP growth rates were expected to be 4.8% and 
5.3% in 2019 and 2020 respectively; then comes low-
income economies, whose weighted real GDP growth 
rates were expected to be 4.4% and 4.2% in 2019 and 
2020 respectively; the growth rate in high-income 
economies was expected to be significantly lower 
than that in the other three types of economies, with 
the weighted real GDP growth rate in 2019 and 2020 
at 1.2% and 1.6% respectively. Owing to the COVID-19 
pandemic, growth rates of different income groups 
and the overall growth rate of Asia in 2020 may be 
much lower than the results calculated based on the 
IMF October 2019 estimates. In fact, the World 
Economic Outlook published by the IMF in April 2020 
has lowered the estimated real GDP growth rate in 
2020 for advanced economies in Asia to -4.5%, and 
that for emerging and developing Asian economies to 
1.0%. Asia as a whole is expected to register zero 
growth.1 The IMF also lowered the expected real GDP 
growth rate in 2020 of the Middle East and Central 
Asian economies to -2.8%. The growth rate decline of 
oil-exporting economies will be particularly prominent, 
with expected real GDP growth rate in 2020 to be 
-3.9%, while that of oil-importing economies is 
estimated to be -0.8%.2 According to IMF estimates in 
April 2020, the weighted real GDP growth rates of 
Asian low-income, low-middle-income, middle-high-
income and high-income economies in 2020 are 
expected to be -0.7%, 1.4%, -0.1% and -3.9%, 
respectively, and that of Asia as a whole is expected to 
be -0.5%. 

What determines the overall Asian economic 
growth is mainly the growth performance of middle- 
income economies. Some of major economies were 
affected by weak external demand and internal 
uncertainties, thus seeing a slowdown in economic 

———————————————————————— 
1 In the IMF’s statistics, Advanced Asia comprises Japan, the 

Republic of Korea, Australia, Taiwan Province of China, 
Singapore, Hong Kong Special Administrative Region of China, 
New Zealand and Macao Special Administrative Region of China. 
Emerging and Developing Asia comprises Bangladesh, Bhutan, 
Brunei, China, Cambodia, Fiji, India, Indonesia, Kiribati, Laos, 
Malaysia, Maldives, Marshall Islands, Micronesia, Mongolia, 
Myanmar, Nauru, Nepal, Palau, Papua New Guinea, the 
Philippines, Samoa, Solomon Islands, Sri Lanka, Thailand, 

growth in 2019. Calculated in the US dollar at the 
present price, upper-middle-income economies 
accounted for more than half of the GDP of all Asian 
economies (52.6% in 2019). Added to lower-middle- 
income economies, the two types of economies 
contributed about 70% of the total Asian GDP. High-
income economies contributed about 30% (31.2% in 
2019) and low-income economies accounted for less 
than 0.3%. Middle-income economies are part of the 
reasons for the decline in Asia’s economic growth in 
2019, and also one of the main reasons for the 
rebound in economic growth in 2020, including those 
with greater macroeconomic pressure or with below-
historical growth in 2019. Affected by the escalation of 
US sanctions, Iran’s main source of revenue, oil 
exports, nearly came to a standstill. In 2019, the 
economy witnessed a negative growth rate of 7.6% 
compared with a negative growth rate of 4.8% in the 
previous year. Iran’s economic growth rate is expected 
to converge to 6.0% in 2020. The Turkish economy was 
also affected by domestic political uncertainties and 
the threat of the US sanctions, with only a modest 
growth of 0.9% in 2019, and it is expected to achieve 
a growth of around -5.0% in 2020. Among middle-
income economies, systemically important economies 
such as India and China with GDP of over one trillion 
US dollars also saw a deceleration in economic growth 
in 2019. As India was dragged down by credit crunch 
caused by the bankruptcy of non-bank financial sectors 
and uncertainties in corporate and environmental 
regulations, its growth rate dropped to 4.2% in 2019 
from 6.8% in the previous year, and the IMF estimates 
it may slow down further to 1.9% in 2020. Nevertheless, 
if the turmoil and unrest caused by the Indian 
government’s passage of the Citizenship Amendment 
Bill, or the locust plague affects out of control, the 
possibility cannot be ruled out that India’s economic 
performance could be weaker than in the previous 
year or even stagnant in 2020. As China encountered 
internal and external pressure such as rising 

Timor-Leste, Tonga, Tuvalu, Vietnam, and Vanuatu. Asia 
includes all the above economies. This differs from the statistical 
calibre of the present report for Asian economies. 

2 In the IMF’s statistics, Middle East and Central Asia comprises 
Afghanistan, Algeria, Armenia, Azerbaijan, Bahrain, Djibouti, 
Egypt, Georgia, Iran, Iraq, Jordan, Kazakhstan, Kuwait, Kyrgyzstan, 
Lebanon, Libya, Mauritania, Morocco, Oman, Pakistan, Qatar, 
Saudi Arabia, Somalia, Sudan, Syria, Tajikistan, Tunisia, 
Turkmenistan, United Arab Emirates, Uzbekistan, and Yemen. 
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domestic debts and international trade frictions, 
growth in China inched down to 6.1% in 2019 from 
6.6% in the previous year, and the IMF expects 
China’s real GDP to grow 1.2% in 2020 as the COVID-
19 pandemic hits. 

The high-income Asian economies whose scales 
are large have also experienced a decline or stagnation 
in 2019. Japan’s growth rate increased from 0.3% in 
2018 to 0.7% in 2019. Affected by the tightening effect 
of the increase in consumption taxes and the impact 
of the COVID-19 pandemic, its real GDP growth rate 
in 2020 may deeply slip to about -5.2%. The 
Republic of Korea’s economy was also dragged down 
by the Sino-US trade frictions and the Korean-Japan 
trade frictions in 2019, with the real GDP growth rate 
decreasing to 2.0% from 2.7% in the previous year. 
Considering that trade frictions and domestic 
pandemics are likely to ease, the IMF expects the 
Republic of Korea’s economy to grow negatively in 
2020, but probably not as sharply as Japan’s, at -1.2%. 
Saudi Arabia’s real GDP growth fell to 0.3% in 2019 
from 2.4% in the previous year and is expected to fall 

to -4.0% in 2020 due to negative shocks such as 
Middle East tensions and plummeting oil prices. 
Affected by factors such as tensions across the Taiwan 
Straits and the COVID-19 pandemic, the real GDP 
growth rate of Taiwan Province of China in 2020 is 
likely to fall from 2.7% in the previous year to -4.0%. 
With the disrupted social order, deteriorated business 
environment, and impacted investment confidence 
due to the escalation of the riots, the economic 
growth rate of Hong Kong Special Administrative 
Region of China in 2019 plummeted from 3.0% in the 
previous year to -1.2%, and may fall further to -4.8% in 
2020 due to the impact of the COVID-19 pandemic. 

1.1.2  The economies of East and South Asia 
Perform Better than Those of Central and West 
Asia  

In terms of regions1 , according to the IMF October 
2019 forecasts, among the Asian economies, South 
Asia saw the highest weighted real GDP growth rate 
(see Figure 1.2), which were expected to be 4.8% and 
5.6% in 2019 and 2020 respectively; followed by East  

 

Figure 1.2  Weighted Real GDP Growth Rates of Economies in Different 
Regions of Asia, 2016-2020 

Source: Calculated based on IMF data. 

———————————————————————— 
1 Asian economies are classified in the present report as follows: 

East Asia includes Brunei, Cambodia, China (Chinese mainland, 
Hong Kong Special Administrative Region, Macao Special 
Administrative Region and Taiwan Province of China), Indonesia, 
Japan, Democratic People’s Republic of Korea, the Republic of 
Korea, Laos, Malaysia, Mongolia, Myanmar, the Philippines, 
Singapore, Thailand, Timor-Leste and Vietnam; South Asia 

includes Afghanistan, Bangladesh, Bhutan, India, Maldives, 
Nepal, Pakistan and Sri Lanka; Central Asia includes Armenia, 
Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan, Tajikistan, 
Turkmenistan, Uzbekistan and Turkey; and West Asia (Asian 
economies in the Middle East) includes Bahrain, Iran, Iraq, Israel, 
Jordan, Kuwait, Lebanon, Oman, Palestine, Qatar, Saudi Arabia, 
Syria, United Arab Emirates and Yemen. 
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Asia, with a growth rate of both 4.8% in 2019 and 2020; 
then comes Central Asia, whose weighted real GDP 
growth rate in 2019 dropped from 3.3% in the 
previous year to 1.7%, and is projected to rebound to 
3.5% in 2020; West Asia has experienced the poorest 
economic performance, with the weighted real GDP 
growth rate in 2019 declining to a negative 1.2% from 
0.1% in the previous year, and it is expected to 
rebound to 2.2% in 2020. As the IMF October 2019 
forecasts did not take into consideration of the impact 
of the COVID-19, the weighted real GDP growth rate 
of each region might be even lower than the IMF 
forecasts by then. According to IMF forecasts in April 
2020, the weighted real GDP growth rates for East Asia, 
South Asia, West Asia, and Central Asia were expected 
to drop to from 4.8%, 4.3%, -0.8%, and 2.3%, in 2019, 
to -0.3%, 1.5%, -4.0% and -3.6%, respectively, in 2020. 

Apart from the adverse effects of the risks of 
geopolitical conflicts, the weakening of the prices of 
energy commodities such as crude oil is an important 
factor that affects the economic growth of Central and 
Western Asia. Due to the overall sluggish global 
economy, the price of crude oil fell and was at a 
relatively low level. The average monthly FOB spot 
price for Dubai crude oil in 2019 was USD63.2 per 
barrel, down by 8.7% from the previous year. The 
sluggish external demand inflicted adverse impact on 
the Asian economy as a whole, but the degrees of 
impact on different regions vary. Among them, 
although East and South Asian economies, whose 
economic growth is relatively dependent on the 
manufacturing and final consumer markets, were 
dragged down by weak external demand, the low 
crude oil prices caused by the sluggish global 
demand have reduced the production cost in these 
regions and therefore enhanced the product 
competitiveness and stimulated exports to some 
extent. Central and West Asia rely mainly on the 
export of energy commodities such as oil and gas and 
are very sensitive to the prices of commodities such as 
crude oil. Consequently, their growth was directly 
encumbered by the decline in oil prices and their low 
prices. 

Owning to the COVID-19 pandemic, the year 
2020 is likely to see a sever shrinkage of total global 

———————————————————————— 
1 David Lawder, Andrea Shalal. US-China Tariffs Drag Global 

Growth to Lowest in a Decade: IMF, October 15, 2019. 

demand, including the demand for oil. In the context 
of economic downturn, if not recession, price coordination 
among major exporting economies has become all 
the more difficult, especially for oil. If the world 
economy turns for the better in the second half of the 
year under the unprecedented stimulus policies 
introduced by economies, international oil prices may 
experience a slight rebound. The Central Asian and 
Western Asian economies may witness slightly higher 
growth rates than the current forecasts, but it is still 
difficult to shake off the prospect of negative growth. 

1.1.3  Economic Prospects 

Looking into the future, the following policies and 
social environmental factors concerning Asian 
economic operation deserve more of our attention. 
There have existed both short-term, medium-term, 
and long-term factors that have affected Asian 
economic growth. 

Short-term factors stemmed mainly from the 
prevalence of unilateralism and protectionism in the 
world. In particular, the unilateralism and protectionism 
policies promoted by the Trump administration 
severely inhibited global trade and investment and 
greatly dampened investor confidence. Managing 
Director of the IMF Kristalina Georgieva pointed out at 
multiple occasions that the cumulative economic 
losses caused by the US-China trade frictions could 
reach USD700 billion, accounting for 0.7% of global 
GDP. 1  The direct cause was the insufficient global 
aggregate demand consisting of both investment 
demand and consumer demand. This had been fully 
reflected in the steady decline of global prices and the 
significant slowdown in economic growth. According 
to the UBS, the global consumer spending growth in 
2019 was estimated to reach a 10-year low, largely due 
to the sharp decline in consumption in Asian 
economies, with India accounting for 40 percent of 
the global consumption slowdown, and Turkey and 
China each accounting for 25%.2  The trade frictions 
the US has provoked with other economies have also 
accelerated the international industrial transfer and 
thus affected the global industrial chain pattern. In 
2020, the trend of global trade frictions, especially 
those involving major Asian economies, will remain an 
important factor affecting the Asian economy.  

2 Caroline Grady. Emerging Markets Are Driving the Global 
Spending Slowdown, Financial Times, December 17, 2019. 
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Medium-term factors originated mainly from the 
diminishing effects of monetary and fiscal policies. 
The diminishing effects of monetary and fiscal policies 
in Asian economies, especially the advanced 
economies, can be corroborated by the fact that the 
modern monetary theory (MMT) have become one of 
the focuses of policy discussions. In her article Modern 
Money Theory and Its Implementation and Challenges, 
Ms. Sayuri Shirai, former member of the Bank of Japan 
Policy Board, pointed out the essence of the issue: the 
highlighting of expansionary fiscal policies reflects 
that unconventional monetary easing policies were a 
disappointment because they have caused inflation 
and lower-than-expected growth, as exemplified by 
the shrinking global manufacturing industry.1 

Long-term factors primarily concerned weak 
labor productivity growth. At present, the aging 
population problem in major Asian economies is 
worsening. The complex implications of technological 
advance, especially the digital revolution, as well as 
the constraints imposed by the economic systems 
and mechanisms of various economies on the healthy 
and sustainable development of the economy, 
constitute the major reasons for the slowdown in 
labor productivity growth. The slowdown indicates 
that long-term expectations on profitability are not 
optimistic, which could dampen investment demand. 

While estimating the trends in the Asian 
economy, the following five issues deserve our special 
attention. 

The accumulation of debt risks. In the October 
2019, the IMF warned after studying 8 major 
economies, including Japan, that the total amount of 
high-risk bonds purchased by investors had reached 
USD19 trillion due to ultra-low interest rates, 
accounting for 40% of the balance of corporate bonds 
in Global Financial Stability Report. This default could 
lead to a subprime crisis on the corporate level. The 
vulnerability of shadow banks, measured in GDP, had 
worsened in 80% of the economies, a situation that 
only emerged at the worst of the 2008 global financial 
crisis. From 2007 through 2019, a total of 48 global 

———————————————————————— 
1 Sayuri Shirai. Modern Money Theory and Its Implementation 

and Challenges, The Case of Japan, July 18, 2019. 
2 IMF. Global Financial Stability Report: Lower for Longer, 

October 2019. 

emerging economies, including Asian ones, significantly 
increased their dependence on external debts, 
adding to their debt risks accumulation. As the 
economic growth slowed down, the risk may be 
amplified. Ultra-low interest rates had also prompted 
the stock market bubbles in advanced economies to 
reach unprecedented heights so that any disturbance 
may trigger severe financial shocks. 2  A November 
2019 UBS survey of more than 3,400 high-net-worth 
individuals scattered across 13 markets around the 
world found that more than half of them believed a 
recession would occur in 2020; 60% of the respondents 
said they would increase cash reserves as necessary 
preparation for the 2020 recession; and 55% believed 
that there would be a massive market sell-off by the 
end of 2020. Cash reserves currently account for 25% 
of their personal assets, 2 to 3 percentage points 
higher than normal. Berkshire-Hathaway Inc. (Buffett) 
currently holds a record-high USD128 billion in cash, 
up from only USD23 billion in 2009. 3  The Global 
Economic Policy Uncertainty (EPU) index, jointly 
developed by the National Bureau of Economic 
Research (NBER) and the Federal Reserve Bank of 
St. Louis, also reached a record level in the third 
quarter of 2019. 

The impact of negative interest rates. 
Negative interest rates mainly refer to a scenario in 
which the central bank collects negative interest on 
excess reserves for commercial banks. Negative 
interest rates for deposits and loans refer to a scenario 
in which banks directly collect and issue deposits and 
loans to depositors with negative nominal interest 
rates. Negative market interest rates used to refer to a 
scenario in which the total interest paid for the 
remaining period of a bond was lower than the 
premium paid by investors for the purchase of the 
bond, but now in Japan and some European 
countries, there emerges to a scenario in which a 
bond generates negative nominal yields. Negative 
interest rates will not only have a significant impact on 
the economic performance of the economies 
concerned, but also cause financial and currency 

3 Wealthy people are spending less—are they seeing signs of a 
recession? https://www.theguardian.com/business/2019/nov/18/ 
recession-signs-wealthy-investors-cash. 
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market volatility in other economies due to their 
escalation and spread. The complex and extensive 
implications of negative interest rates on the Asian 
economy, both direct and indirect, can be reflected in 
the following: i) they squeeze the profitability of 
commercial banks, while suppressing the market 
value of stocks in the global banking industry; ii) they 
enable companies to repurchase and retire their 
stocks through low-cost financing or bond issuance 
to increase the earnings per share, thus leading to 
reduced enthusiasm for improving efficiency and 
weakened ability to fight risks; iii) they make it difficult 
for the market to accurately value a company, thereby 
disrupting the basic function of the market in 
resources allocation; iv) they motivate investors to 
borrow money and invest in high-risk assets, thereby 
driving up local or global financial risks; v) they lead to 
more borrowings by developing economies and 
emerging economies in US dollars or euros, and 
subsequently greater risks of currency misallocation 
when there are changes in the international market, 
thus triggering a debt crisis; vi) they drive up asset 
prices and cause the misallocation of resources and 
the income gap to widen; vii) they nullify traditional 
monetary policies and theories and normalize non-
traditional monetary policies, and thereby increasing 
policy risks; and viii) they are likely to make the 
government the sole driving force for economic 
growth. 

The impact of geopolitical conflicts. First, 
geopolitical conflicts will remain one of the important 
factors in shaping Asia’s economic trends. Since 2019, 
the situation in the Middle East has become more 
turbulent, armed conflicts have escalated, and power 
games among major economies have become fiercer, 
bringing huge uncertainties to the economic and 
social development of relevant Asian economies and 
global market stability. In particular, the increasingly 
fierce US-Iraq conflict has added a lot of uncertainties 
to the situation in the Middle East. At the same time, 
the Korean peninsula nuclear issue, India-Pakistan 
tension and the South China Sea issue are all likely to 
become hot issues affecting geopolitical relations and 
economic development under certain conditions. 
Second, the intensification of domestic social 

———————————————————————— 
1 FAO. Desert Locust Bulletin, No. 496, 3 February 2020. 

problems has had an increasing impact on economic 
development. In 2019, large-scale anti-social riots 
broke out in India, Iran, Iraq, Lebanon, among other 
Asian economies. The social instabilities had something 
to do with the continued sluggish economic growth, 
growing income inequality and shrinking middle 
class, as well as the escalation of ethnic and religious 
conflicts and the spread of populism in concerned 
economies. Besides, the intervention of external 
forces was also one of the main reasons for the 
escalating riots in certain economies. According to UN 
Secretary-General António Guterres, although the 
outbreak of riots had varied reasons at different places, 
there is obviously a growing lack of trust between the 
people and political institutions, leading to growing 
threat to social contract. These problems are unlikely 
to be fundamentally addressed in a short period of 
time, and some countries and regions may even 
experience prolonged periods of unrest, which may 
have a profound impact on the economic development 
of Asia as a whole. 

The impact of sudden public health events 
including COVID-19 and natural disasters. The 
spread of the new coronavirus in Asia and beyond has 
become an emergency that may have the greatest 
impact on the future development of the Asian 
economies and their economic and trade cooperation. 
After the pandemic, there is great uncertainty as to 
whether the once cut-off people, logistics and trade 
flows can be restored quickly. In 2019, global trade 
volume increased by only 1.1%, and negative growth 
is expected in 2020. While the international 
community is busy fighting the virus, a global locust 
plague has sounded another alarm. In February 2020, 
the Food and Agriculture Organization (FAO) warned 
the world against desert locusts, which may present 
unprecedented threat to food security in countries 
affected. The locust plague began in East Africa and 
has now crossed the Red Sea into Europe and Asia. 
Recently, climatic conditions conducive to locust 
reproduction have appeared in areas such as southern 
Iran and the India-Pakistan border. Therefore, it’s 
important to take immediate precautions against the 
plague.1  In addition, Asia is one of the regions with 
frequent natural disasters such as drought, flood, 
typhoon, earthquake and forest fire, and therefore the 
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possibility cannot be not ruled out that sudden large-
scale natural disasters will have a major impact on the 
economies of relevant Asian countries and regions. 

Crude oil prices plummeted. On March 9, 2020, 
the price of light crude oil futures delivered by the 
New York Mercantile Exchange in April stood at 
USD31.13 per barrel, a decline of 24.59%; and that of 
London Brent crude oil futures delivered in May was 
USD34.36 per barrel, a decrease of 24.10%. The main 
rationale behind the decline in crude oil prices is the 
supply-demand imbalance created by a weak 
demand for energy and increased production. The 
rapid global economic downturn is yet another heavy 
blow to the shrinking demand for crude oil due to the 
COVID-19 outbreak. Moreover, the intensified efforts 
of economies in developing new sources of energy 
have become an important factor contributing to the 
decline in crude oil demand. In February 2020, the 
International Energy Agency (IEA) predicted that due 
to declined demand in China, global crude oil 
demand in the first quarter of 2020 would decrease by 
about 400,000 barrels per day, marking the first ever 
decline since the 2008 financial crisis. The incremental 
global crude oil demand in 2020 will be 800,000 
barrels per day, far lower than the 10-year average of 
1.3 million barrels per day. In March, internationally 
renowned financial services company Morgan Stanley 
lowered its forecast of global crude oil demand 
growth in 2020 from 800,000 barrels per day to 
500,000 barrels per day. Market research agency IHS 
Markit predicted that crude oil demand in the first 
quarter of 2020 would drop by 3.8 million barrels per 
day, a record decline even exceeding that during the 
global financial crisis. The world-renowned investment 
bank Goldman Sachs forecast that global demand for 
crude oil is likely to fall by 150,000 barrels per day in 
2020. But since 2010, global crude oil production has 
been growing, and the United States has contributed 
about 60% of the global increase in crude oil 
production. In the meantime, major oil-producing 
countries such as Saudi Arabia and Russia have also 
increased oil production in recent years. However, as 
demand is expected to shrink, the contradiction 
between the supply and demand of global crude oil 
will become all the more prominent. Other than 
demand-supply imbalances, the price changes in 

crude oil are also the result of political games among 
oil-producing countries, especially those among 
Saudi Arabia, Russia, and the United States, which 
merit our special attention. 

Considering most of the factors that dampen 
economic growth will not disappear in the medium or 
long term, the low or even negative interest rates 
adopted by certain countries will, in a sense, 
incentivize consumption and investment, the negative 
effects of China-US trade frictions will gradually 
dissipate, and the regulatory authorities of difference 
countries have taken measures to guard against 
financial risks, the Asian economy may continue 
moving on at a low-to-medium speed in the years to 
come. Despite the sharp decline in 2020, Asia’s 
economic growth is likely to see a substantial rebound 
in 2021. But in the final analysis, it hinges on the 
development of the pandemic and the countermeasures 
of countries and regions. In the best-case scenario, if 
the pandemic is mitigated in the second half of the 
year, Asia’s growth rate might still be positive. But if 
it recurs or the stimulus policies turn out to be 
ineffective, there is still a possibility for Asia’s growth 
rate to fall below zero. 

 

1.2  Employment and Income 

In 2020, the employment situation in most Asian 
economies is generally stable, with the unemploy-
ment rate in Asia-Pacific up by only 0.1 percentage 
point from the previous year. Among regions, the 
unemployment rate in Western Asian economies is 
relatively high, reaching double digits and rising 
significantly. It is worth noting that the youth 
unemployment rate in some countries is high. In 
terms of income, gross national income (GNI) per 
capita of most Asian economies has risen and overall 
the equality of income distribution is better than the 
world average. 

1.2.1  Relatively Stable Overall Employment 
Situation 

The overall employment situation in Asian economies 
will remain relatively stable in 2020. On the whole, the 
employment situation of Asian economies is relatively 
stable in 2019, and the unemployment rate only 
increased slightly, and it is still at a relatively low level 
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of less than 5%. The unemployment rate in some 
regions, especially the Western Asian economies, is 
relatively high. The International Labour Organization 
(ILO) estimates show that the unemployment rate in 
the Asia-Pacific region inched up to 4.4% in 2019 from 
4.3% in the previous year, and will remain at 4.4% in 2020 
(see Figure 1.3).1  By region,2  the unemployment rates 
in East and Southeast Asia were relatively low, both 
less than 5%; South and Central Asia had higher 
unemployment rates, over 5% yet less than 10%; 

West Asia had the highest unemployment rate, 
exceeding 10% in 2019. Specifically, from 2018 to 
2019, the unemployment rate in East Asia remained 
at about 4.1%; Southeast Asia rose slightly from 2.9% 
to 3.0%; South Asia rose slightly from 5.3% to 5.4%; 
Central Asia rose slightly from 5.7% to 5.8%. Only 
West Asia witnessed a significant increase in the 
unemployment rate, from 9.9% in 2018 to a double-
digit 11.9%, but it will fall slightly to 11.5% in 2020. 

 

Figure 1.3  Unemployment Rates of Economies in Different Regions of 
Asia, 2016-2020 

Source: ILO modelled estimates, November 2019. 

 
From the perspective of various economies, 

Palestine has the highest unemployment rate, 
projected at 26.1% in 2020. Under the threat of 
perennial wars, more than a quarter of the adult labor 
force willing to work in Palestine cannot find a job. 
Armenia’s relations with neighboring Turkey cannot 
be normalized, and the country is blocked by 
Azerbaijan due to border disputes. Along with the 
terrible geo-economic environment, lack of resources, 

———————————————————————— 
1 Unemployment rate among people aged over 15. 
2 The ILO has adopted the United Nations geographic division 

standard (United Nations geoscheme). East Asia includes Japan, 
Mongolia, the Republic of Korea, the Democratic People’s 
Republic of Korea, and China, Hong Kong Special 
Administrative Region of China, Macao Special Administrative 
Region of China, and Taiwan Province of China; Southeast Asia 
includes Brunei, Cambodia, Indonesia, Laos, Malaysia, 
Myanmar, the Philippines, Singapore, Thailand, Timor-Leste, 

backward modern industrial foundation, Armenia is 
sluggish in economic growth and the unemployment 
rate is high, projected at 16.6% in 2020. Other 
economies with unemployment rate above 10% in 
2020 include Georgia (14.7%), Jordan (14.6%), Turkey 
(12.9%), Yemen (12.8%), Iraq (12.8%), Iran (11.2%), 
Afghanistan (11.1%) and Tajikistan (11.0%), mainly 
concentrated in West and Central Asia. Among these 
countries, Turkey and Iran also deserve attention. 

and Vietnam; South Asia includes Afghanistan, Bangladesh, 
Bhutan, India, Iran, Maldives, Nepal, Pakistan, and Sri Lanka; 
Central Asia includes Kazakhstan, Kyrgyzstan, Tajikistan, 
Turkmenistan and Uzbekistan; West Asia includes Armenia, 
Azerbaijan, Bahrain, Cyprus, Georgia, Iraq, Israel, Jordan, 
Kuwait, Lebanon, Oman, Palestine (West Bank and Gaza Strip), 
Qatar, Saudi Arabia , Syria, Turkey, United Arab Emirates and 
Yemen. 
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According to the IMF data, the two countries saw a 
particularly large increase in the unemployment rate 
in 2019 compared to the previous year, 2.9 percentage 
points and 2.3 percentage points respectively, which 
also reflects the reduction of job opportunities caused 
by the weak economic growth and the chaotic social 
order. A similar situation also happened in Hong Kong 
Special Administrative Region of China. Affected by 
factors such as social unrest, the unemployment rate 
in Hong Kong Special Administrative Region of China 
rocketed from 2.9% in the previous year to 3.6% in 
2019 and is projected to further rise to 4.3% in 2020, 
which is significantly higher than the average level 
over recent years. Among the systemically important 
economies, India’s unemployment rate was relatively 
high, at about 5.4% in 2019, an increase of 0.1 
percentage point compared with the previous year; 
the Republic of Korea’s unemployment rate increased 
significantly, up by 0.3 percentage point from 3.8% in 
2018 to 4.1%; Japan was at a relatively low level of 
2.3% in 2019, down by 0.1 percentage point from the 
previous year; China was stable at 4.3%. The 
economies with relatively low unemployment rate in 
Asia are mainly concentrated in Southeast Asia. In 
2019, the unemployment rates in Vietnam, Myanmar, 
Nepal, Thailand, Bahrain, Cambodia, Laos and Qatar 
did not exceed 2%. 

1.2.2  High Youth Unemployment Rate in 
Some Economies 

What is more sensitive to economic and social 
development and has a greater impact on social 
stability is the youth unemployment rate. In general, 
youth unemployment rate will be significantly higher 
than the overall unemployment rate since the youth 
are less experienced and relatively unskilled. In terms 
of the youth unemployment rate among youths of 15-
24 years old, Asia as a whole witnessed a slight 
increase. In the Asia-Pacific region, the youth 
unemployment rate in 2019 was 13.8% (see Figure 
1.4), up by 0.3 percentage point compared with the 
previous year. In 2020, it is expected to further rise to 
14.1%. As with the overall unemployment rate, the 
youth unemployment rate in West Asia ranked 
highest in Asian regions (average 18.8% from 2016 to 
2018) and it increased significantly in 2019, up by 3.2 
percentage points from 18.7% in 2018. Although 
South Asia has a large gap with West Asia regarding 
overall unemployment rate, it is very close to West 
Asia in youth unemployment rate (average 18.3% 
from 2016 to 2018) and it also increased in 2019 (up 
by 0.4 percentage point). This means that the 
economic and social stability in South Asia is also 
highly vulnerable to internal and external shocks. 
Youth unemployment rates in East Asia, Southeast 
Asia, and Central Asia in 2019 were all around 10%, all 
up slightly than the previous year. 

 

Figure 1.4  Youth Unemployment Rates of Economies in Different 
Regions of Asia, 2016-2020 

Source: ILO modelled estimates, November 2019. 
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Seen from each economy, the youth unemploy-
ment rates of Palestine, Armenia, and Jordan in 2019 
ranked among the top three as well as the overall 
unemployment rate, all exceeding 35%, which were 
42.0%, 35.5%, and 35.0% respectively. That means 
more than a third of youth in these countries were 
unemployed. Compared with the previous year, 
however, the youth employment situation in the three 
countries has improved. The youth unemployment 
rate in Armenia decreased by 2.3 percentage points, 
and that in Palestine and Jordan each decreased by 
0.1 percentage point. In 2020, it is expected to 
continue to decline, but still up to 41.6%, 34.0% and 
35.0% respectively. The youth unemployment rates in 
Georgia and Brunei also exceeded 30% in 2019, at 
30.5% and 30.0% respectively. In 2020, the former will 
further rise to 31.3%, while the latter will fall slightly to 
29.9%. In 2020, other countries with youth unemploy-
ment rate above 20% are Saudi Arabia (27.9%), Iran 
(27.2%), Iraq (25.2%), Yemen (23.9%), India (23.8%), 
Turkey (22.7%), Syria (21.1%), Tajikistan (20.9%) and Sri 
Lanka (20.8%). These countries are more prone to 
social disorder if exposed to internal and external 
shocks. For example, after the Georgian Parliament 
rejected the constitutional amendment to the reform 
of the electoral system, more than 20,000 protesters, 
called on by the opposition, staged protest in Tbilisi 
and thousands of protesters surrounded the building 
of the Georgian Parliament and had conflict with the 
police. 1 After the US assassinated a senior Iranian 
general and the Iranian military mistakenly shot down 
a Ukrainian passenger plane, there were different 
waves of demonstrations in Iran.2 India’s push for the 
Citizenship Amendment Bill has sparked nationwide 
protests and riots. 3 Among the major regional 
economies, the youth unemployment rates in China, 
the Republic of Korea, and Singapore have been 
relatively stable in recent years, all at about 10%, and 

———————————————————————— 
1 Nan Boyi. Anti-government Marches Continue in Georgia’s 

Capital, 28 More Protesters Arrested, https://www.thepaper.cn/ 
newsDetail_forward_5063617. 

2 One Disaster, Two Voices: Demonstrations in Cities in Iran, 
https://news.sina.com.cn/w/2020-01-13/doc-iihnzahk3905061. 
shtml. 

that in Japan was relatively low, only 3.7% in 2019 and 
projected 4.0% in 2020. 

The overall employment situation of Asian 
economies in 2020 is unlikely to improve significantly, 
but it will not worsen drastically. According to the ILO 
estimates, the unemployment rate in the Asia-Pacific 
in 2020 will remain at 4.4% as in the previous year. The 
unemployment rates in East Asia, Southeast Asia, and 
Central Asia will increase by 0.1 percentage point to 
4.2%, 3.1%, and 5.9% respectively, that in Southern 
Asia will maintain around 5.4%, and that in Western 
Asia may fall 0.4 percentage point to 11.5%. The 
situation is similar to the youth unemployment rate. In 
2020, the youth unemployment rate in Asia-Pacific is 
expected to go up by 0.2 percentage point from the 
previous year, up by 0.2 percentage point in East Asia, 
up by 0.1 percentage point in Southern Asia, up by 0.4 
percentage point in Southeast Asia and Central Asia 
respectively, and down by 0.7 percentage point in 
Western Asia. 

1.2.3  GNI Per Capita Increased in Most 
Economies 

Gross national income (GNI) per capita in most Asian 
economies has increased in recent years. According to 
the World Bank GNI data per capita based on the 2010 
constant prices of US dollars, GNI per capita in some 
Asian economies witnessed relatively high growth 
(see Figure 1.5), such as Mongolia (11.8%), Bangladesh 
(7.0%), Vietnam (6.6%), India (5.8%), China (5.8%), 
Cambodia (5.2%), and Laos (5.1%), all exceeding 5%. In 
terms of regions, they are mainly concentrated in East 
Asia, South Asia, and Southeast Asia. GNI per capita in 
these economies was expected to have good 
momentum of growth in 2019 and 2020. In addition, 
the growth rate of GNI per capita in the Philippines, 
Nepal, Georgia, Myanmar, Indonesia, Macao Special 
Administrative Region of China, Thailand, Kyrgyzstan, 
Pakistan and Bhutan all exceeded 3% in 2018. 

3 Unrest Escalates. Indian Government Cuts off Network to Arrest 
People, http://www.xinhuanet.com/world/2019-12/20/c_121040 
3536.htm. 
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Figure 1.5  GNI Per Capita of Some Asian Economies, 2018-2020 
Note: Data for 2019-2020 are estimates of this study. 
Source: World Bank database, January 2020. 

 
GNI per capita declined in 2018 in Brunei (-4.7%), 

Bahrain (-3.0%), Iran (-2.2%), Oman (-1.6%) and Lebanon 
(-0.9%), mainly in the West Asian region. Among them, 
Brunei is located in Southeast Asia and borders the 
South China Sea in the north, with crude oil and 
natural gas as its main economic pillars. Its oil reserves 
and production are the second largest, in Southeast 
Asia, only after Indonesia. Brunei is very wealthy owing 
to the production and export of oil and gas. However, 
due to the small size of economy, the investment of a 
single foreign investment project may exceed the 
annual GDP. Therefore, its GNI growth is also very 
sensitive to external shocks. At the end of 2019, the 
first phase of Brunei’s largest foreign direct investment 
project in recent years, the Hengyi Petrochemical 
Project at Pulau Muara Besar, whose crude oil 
processing capacity is 8 million tons per year, was 
officially put into operation. This may bring about a 
powerful effect on boosting Brunei’s economy in 2020 
and its per capita income was expected to increase in 
2019 and 2020. In West Asia, crude oil prices were at a 
relatively low level in 2019, and it is difficult for GNI per 
capita to grow drastically, yet the situation may be 

———————————————————————— 
1 For specific definitions and calculation methods, please see Jonathan 

Haughton and Shahidur R. Khandker. 2009. Handbook on 
Poverty and Inequality. Washington, DC: World Bank, pp. 104-105. 

2 https://www.cia.gov/library/publications/the-world-factbook/ 

changed in 2020. 
Asian economies are better at equalizing income 

distribution than the world average. Between 0%-
100%, the Gini coefficient is a commonly used 
indicator to measure the income gap of an economy. 
The closer to 0, the smaller the income gap or the 
more equal the income distribution.1 In general, if the 
Gini coefficient is below 20%, the income distribution 
is absolutely equal; 20%-30% implies relatively equal; 
30%-40% implies a relatively reasonable income gap; 
40%-50% implies a relatively large income gap. When 
the Gini coefficient reaches 50% or is over 50%, it 
means that there is a vast disparity in income. The CIA 
Factbook 2020 released by the US Central Intelligence 
Agency states that the average Gini coefficient of 157 
economies in the world is 38.6%. 2 Combining the 
latest Gini coefficient data from the World Bank 
database and data from CIA, this report finds out that 
the average Gini coefficient of the 42 Asian 
economies3  is 37% after calculation, which is lower 
than the world average (see Figure 1.6). In terms of 
different regions of Asia, the average Gini coefficient 
of East Asian economies is the highest, at 38.8%, 

rankorder/2172rank.html. 
3 Data of eight countries are missing, including Afghanistan, 

Bahrain, Brunei, Kuwait, Oman, Qatar, the Democratic People’s 
Republic of Korea and United Arab Emirates. 
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which exceeds the world average yet is still within a 
relatively reasonable income range. The Gini coefficient 
in other regions is significantly lower than the world 

average, with 36.9% in West Asia, 35.6% in South Asia, 
and 34.8% in Central Asia. 

 

Figure 1.6  Mean Values of Gini Coefficients Across Asia and the World 
Note: The Gini coefficient data is updated slowly and in different years. This report uses the latest year data available. 

Source: World Bank database; CIA Factbook 2020 database. 

 
Among the 42 Asian economies, only Hong 

Kong Special Administrative Region of China 
witnessed a huge disparity in income, with a Gini 
coefficient of 53.9%. The economies that saw a 
relatively large income gap include China (46.8%), 
Saudi Arabia (45.9%), Singapore (45.9%), the 
Philippines (44.4%), Turkey (41.9%), Malaysia (41%), 
Turkmenistan (40.8%), and Iran (40%); those with 
relatively equal income distribution are Iraq (29.5%), 
Timor-Leste (28.7%), Kazakhstan (27.5%) and Kyrgyzstan 
(27.3%); the others all have a relatively reasonable 
income distribution. There is no economy with an 
absolutely equal income distribution. 

 

1.3  Price and Monetary Policy 

In 2019, the inflation rates in some Asian economies 
rose rapidly due to the rising food prices. For example, 
Pakistan’s inflation rate rose to 12.6%. India’s inflation 
rate rose to 7.4% and China’s reached 4.5% in 
December 2019. Although some economies, such as 
Turkey, saw a decrease in inflation rates, they still faced 
relatively great inflationary pressures. Inflation rates in 
some economies, represented by Japan, continued to 
stay at a low level while some Middle East countries 
even faced deflationary pressures. Under the pressure 

of slowing economic growth, most Asian economies 
implemented easy monetary policies, but some 
economies had to stick to monetary tightening due to 
high inflationary pressures. 

1.3.1  Inflation Rates on the Rise 

In 2019, the inflation rates of Asian economies were 
generally on the rise. Sub-regionally, South Asia saw a 
surge in inflation while the inflation in Central Asia, 
though with a heavy upward pressure, was still stable. 
Despite the slight increase in 2019, East Asia had kept 
its inflation at a low level, but saw a slight increase in 
2019. After rising in the first half of 2019, the inflation 
rate of West Asia showed an overall downward trend 
in the second half of the year, yet rebounded in the 
fourth quarter (see Figure 1.7). 

Some economies had high inflation rates and 
inflation rates in some economies rose rapidly. The 
weakness of the national currency caused Iran’s 
inflation to rise sharply. In the first half of 2019, Iran’s 
inflation rate rose sharply, rocketing to 52.1% in May. 
Although it dropped later, it was still as high as 27.8% 
in December. Iran’s inflation rate in 2019 was 40.9%, 
an increase of 23.1 percentage points compared with 
that in 2018. In 2019, Pakistan’s inflation rate rose 
rapidly, rising from 5.6% in January to 12.7% in  
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Figure 1.7  Inflation Rates in Different Sub-regions of Asia, 2018-2019 
Note: East Asia does not include Cambodia, the Democratic People’s Republic of Korea, and Timor-Leste; South Asia does not include 

Afghanistan, Bhutan, and Maldives; Central Asia does not include Turkmenistan; West Asia does not include Iraq, Palestine, Syria, and 

Yemen. 

Source: CEIC, February 2020. 

 

November, the highest level over the past nine years. 
It slightly decreased in December but still maintained 
12.6%. Pakistan’s inflation rate in 2019 was 9.4%, an 
increase of 4 percentage points compared with that 
in 2018. India also underwent increasing inflationary 
pressure owing to the rising prices of vegetable and 
food. Its inflation rate was only 5.6% in January 2019 
yet rose to 7.4% in December 2019 after a gradual 
increase, exceeding the cap of 6% set by the Reserve 
Bank of India for the first time. Although some 
economies witnessed a decreased inflation rate, they 
still faced relatively great inflationary pressures. 
Turkey’s inflation rate in 2019 was lower than that in 
2018, but its inflation rate was still as high as 11.8% in 
December 2019. Uzbekistan’s inflation rate in 2019 
was 14.5%, down by 3.1 percentage point compared 
with that in 2018. However, Uzbekistan’s inflation rate 
was still very high in general. Especially in the second 
half of 2019, the country’s inflation rate increased 
significantly compared with the first half and 
remained above 15%. 

Some economies had low inflation rates and 
even experienced deflation. The inflation rates in 
Japan, the Republic of Korea, and some Southeast 
Asian economies generally stayed at a low level. In 
April 2019, Japan’s inflation rate once rose to 0.9%, but 

it continued to fall since then, falling to 0.2% in 
October 2019 and inching up to 0.8% in December 
2019. Japan’s inflation rate averaged 0.5% in 2019, a 
decrease of 0.5 percentage point from that in 2018. 
The Republic of Korea’s inflation rate also dropped to 
a historical low in 2019. Especially in September 2019, 
its price index fell for the first time from the same 
period of the previous year, triggering a nationwide 
concern over the possibility of deflation. For the whole 
year of 2019, the Republic of Korea’s inflation rate was 
only 0.4%, the lowest value since 1966, and it was 1.1 
percentage points lower than that in 2018. Indonesia’s 
inflation rate continued to drop after rising to 3.5% in 
August 2019 and went down to 2.7% in December 
2019. Its inflation rate for the whole year of 2019 
decreased by 0.2 percentage point from 2018. 
Malaysia’s inflation rate was -0.7% and -0.4% in 
January and February 2019 respectively, and then 
gradually increased to 1.5% in August 2019, after 
which it slowly fell back to 0.9% in November. 
Although Singapore’s inflation rate was on the rise in 
2019, the annual inflation rate was only 0.6%, without 
intense overall pressure. The Philippines’ inflation rate 
went down first and then up. Its inflation rate dropped 
from 4.4% to 0.8% from January to October 2019. 
Despite a rebound later, the annual inflation rate in 
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2019 was only 2.5%, down by 2.7 percentage points 
from that in 2018, reaching the lowest level in three 
years. 

Some West Asian economies such as Saudi 
Arabia, United Arab Emirates, Qatar, and Iraq 
experienced deflation in 2019. The consumer price 
indexs in Saudi Arabia and United Arab Emirates have 
witnessed a year-on-year negative growth since 
January 2019. Qatar has also experienced a year-on-
year decline in the consumer price index for several 
months since September 2018. In addition, the 
consumer price indexs in countries including Jordan 
and Oman also had a negative year-on-year growth at 
the end of 2019. Brunei also experienced deflation in 
2019. 

In addition, although inflation was mild in some 
economies, it went through a rapid increase. China’s 
inflation rate increased significantly in 2019 by virtue 
of the rising pork prices. Due to the African swine fever 
pandemic and the cyclical factors of pig farming, 
China’s pork production in 2019 fell by 21.3%, leading 
to a 42.5% rise in pork prices, which became the main 
factor driving the rise in the consumer prices. In 
November 2019, China’s inflation rate reached 4.5%, 
the highest since November 2011. China’s annual 
inflation rate in 2019 was 2.9%, an increase of 0.8 
percentage point over 2018. However, after deducting 
the food and energy prices, China’s core inflation rate 
was only 1.6%, down by 0.3 percentage point than 
that in 2018. Vietnam’s inflation rate was relatively 
stable in the first 10 months of 2019, but it rose sharply 
since November and reached 5.2% in December 2019. 
Laos’ inflation rate also rose from 1.5% in January 2019 

to 6.3% in December. 
In 2020, Asia’s overall inflation rate is expected to 

continue rising. The global and regional economic 
slowdown has led to weak demand, conducive to 
curbing inflation; but the continued rise in food prices 
has put great inflation pressure on the region. 
According to the FAO in January 2020, the FAO Food 
Price Index increased by 0.7% month-on-month and 
by 11.3% year-on-year, marking a continued rise for 
four consecutive months. The locust plague in Africa 
and South Asia may exacerbate food shortages in 
certain regions, thus pushing up international food 
prices. It may further contribute to inflation in some 
economies. 

1.3.2  Overall Easy Monetary Policies 

In the context of slowing economic growth, most 
economies have stimulated economic growth by 
cutting interest rates. According to incomplete 
statistics, a total of 24 Asian economies made 63 
interest rate cuts in 2019 (see Table 1.1). In January 
2019, Georgia and Armenia first cut interest rates. 
Subsequently, Georgia lowered interest rates in March 
and so did Armenia in September. Due to increased 
pressures on economic growth, in February 2019, the 
Reserve Bank of India cut the benchmark interest rate 
by 25 basis points to 6.25% and adjusted the 
monetary policy from the previous “calibrated 
tightening” to “neutral”. It then made a total of four 
interest rate cuts in April, June, August, and October 
2019, lowering a total of 135 basis points throughout 
the year. In February, the central banks of Kyrgyzstan 
and Azerbaijan also started interest rate cuts. 

 
Table 1.1  List of Some Asian Economies’ Adjustments of Benchmark Interest Rates 

Time Economies to Lower Interest Rates 
Economies to Raise 

Interest Rates 

January 
2019 Armenia (-25bp), Georgia (-25bp) 

 

February Azerbaijan (-50bp), India (-25bp), Kyrgyzstan (-25bp) Pakistan (+25bp),  
Tajikistan (+75bp) 

March Azerbaijan (-25bp), Georgia (-25bp)  

April Azerbaijan (-25bp), India (-25bp), Kazakhstan (-25bp) Pakistan (+50bp) 

May Kyrgyzstan (-25bp), Malaysia (-25bp), the Philippines (-25bp), Sri Lanka (-50bp) Pakistan (+150bp) 
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June Azerbaijan (-25bp), India (-25bp), Tajikistan (-150bp)  

 (continued) 

Time Economies to Lower Interest Rates Economies to Raise 
Interest Rates 

July Azerbaijan (-25bp), Indonesia (-25bp), the Republic of Korea (-25bp), Nepal  
(-50bp), Saudi Arabia (-25bp), Turkey (-425bp) 

Pakistan (+100bp) 

August 
Bahrain (-25bp), Hong Kong SAR, China (-25bp), Macao SAR, China (-25bp), India 
(-35bp), Indonesia (-25bp), Jordan (-25bp), the Philippines (-25bp), Qatar  
(-25bp), Sri Lanka (-50bp), Thailand(-25bp), United Arab Emirates (-25bp) 

 

September 

Armenia (-25bp), Azerbaijan (-25bp), Hong Kong SAR, China (-25bp), Macao 
SAR, China (-25bp), Indonesia (-25bp), Jordan (-25bp), the Philippines (-25bp), 
Qatar (-25bp), Saudi Arabia (-25bp), Turkey (-325bp), United Arab Emirates  
(-25bp), Vietnam (-25bp) 

Georgia (+100bp),  
Kazakhstan (+25bp) 

October 

Azerbaijan (-25bp), Bahrain (-25bp), Hong Kong SAR, China (-25bp), Macao SAR, 
China (-25bp), India (-25bp), Indonesia (-25bp), Jordan (-25bp), the Republic of 
Korea (-25bp), Kuwait (-25bp), Qatar (-25bp), Saudi Arabia (-25bp), Turkey  
(-250bp), United Arab Emirates (-25bp) 

Georgia (+100bp) 

November Thailand (-25bp)  

December Azerbaijan (-25bp), Tajikistan (-100bp), Turkey (-200bp) Georgia (+50bp) 

January 
2020 

Azerbaijan (-25bp), Malaysia (-25bp), Sri Lanka (-50bp), Turkey (-75bp)  
 

February Indonesia (-25bp), the Philippines (-25bp), Thailand (-25bp), Turkey (-50bp) Kyrgyzstan (+75bp),  
Tajikistan (+50bp) 

March 

Armenia (-25bp), Bahrain (-125bp), Bangladesh (-25bp), Hong Kong SAR, China 
(-114bp), India (-75bp), Indonesia (-25bp), Jordan (-150bp), the Republic of Korea 
(-50bp), Kuwait (-125bp), Macao SAR, China (-114bp), Malaysia (-25bp), Mongolia 
(-100bp), Myanmar (-50bp), Pakistan (-225bp), the Philippines (-50bp), Saudi 
Arabia (-125bp), Sri Lanka (-25bp), Taiwan, China (-25bp), Thailand (-25bp), 
Turkey (-100bp), United Arab Emirates (-50bp), Vietnam (-50bp) 

Kazakhstan (+275bp) 

Note: “bp” refers to basis points. 

Source: CEIC, central banks, April 2020. 

 
In May 2019, the Central Bank of Malaysia lowered 

its benchmark interest rate by 25 basis points to 3%, 
making Malaysia the first country in the Association of 
Southeast Asian Nations (ASEAN) region to reduce 
interest rates in 2019. This was also the first time that 
the Central Bank had adjusted interest rates in more 
than a year. In the same month, the Central Bank of 
the Philippines also cut its benchmark interest rate by 
25 basis points to 4.5%, marking the country’s first rate 
cut since October 2012. The Central Bank reduced the 
benchmark rate by 50 basis points twice in August 
and September 2019, lowering it to 4%. The Central 
Bank of Sri Lanka also cut the rate by 50 basis points in 
May 2019, marking the country’s first monetary policy 

adjustment since a rate hike in November 2018, and it 
subsequently cut another 50 basis points to 7% in 
August. 

In July 2019, Bank Indonesia lowered the 
benchmark interest rate from 6% to 5.75%, the first 
rate cut in nearly two years. It then cut the rate three 
times in a row in August, September and October to 
5.0%. In order to support economic growth, the Bank 
of Korea lowered the benchmark interest rate twice in 
July and October 2019 in the face of a decline in the 
inflation rate, reducing 50 basis points cumulatively to 
1.25%, reaching a historical low. In July 2019, the 
Central Bank of Turkey reversed its previous stance of 
monetary tightening, sharply cutting the benchmark 
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interest rate by 425 basis points to 19.75%, then to 
16.5% in September, to 14% in October, and further to 
12% in December. The country cut a total of 1,200 
basis points in 2019. 

In August 2019, the Bank of Thailand cut the 
benchmark interest rate from 1.75% to 1.50%, the first 
interest rate cut in the country in over four years, 
aiming to curb the slowdown in economic growth 
and the excessive appreciation of the local currency. 
In November 2019, it cut the benchmark interest rate 
by 25 basis points to 1.25%, setting a record low in the 
country’s history. In September 2019, the State Bank 
of Vietnam lowered its benchmark interest rate from 
6.25% to 6%, marking the country’s first rate cut since 
October 2017. Affected by the Fed’s interest rate cuts, 
other countries including Saudi Arabia, United Arab 
Emirates, Qatar, and Jordan also cut interest rates in 
August, September, and October 2019. 

With increasing inflationary pressures, a few 
economies had to raise interest rates. Due to increased 
pressures on inflation and currency depreciation, the 
State Bank of Pakistan raised interest rates four times 
in February, April, May, and July by 225 basis points in 
total, raising the benchmark interest rate to 13.25%. 
Since Pakistan started the interest rate hiking cycle in 
January 2018, it has raised interest rates by 750 basis 
points. The National Bank of Georgia cut interest rates 
twice in January and March 2019, but as inflationary 
pressures gradually increased, the Bank discontinued 
the easy monetary policy in September and raised the 
benchmark interest rate by 100 basis points to 7.5%, 
which was then further raised to 8.5% in October and 
to 9% in December. The National Bank of Kazakhstan 
took similar action as the National Bank of Georgia did. 
It lowered the benchmark interest rate from 9.25% to 
9.0% in April 2019, but then readjusted to 9.25% in 
September due to increased inflation risks. 

Some economies stuck to their monetary 
policies, but still favored an easy one. China continued 
to implement a prudent monetary policy in 2019. The 
People’s Bank of China announced the decision to 
reform and improve the loan prime rate (LPR) 
formation mechanism in August 2019 in order to 
enhance the transmission efficiency of monetary 
policy and reduce corporate financing costs. The first 
quote was announced on August 20 with the one-
year LPR standing at 4.25%, which dropped to 4.2% 

and 4.15% respectively in September and November 
2019. In addition, the country’s central bank made 
three cuts to the reserve ratio in order to further 
support the development of the real economy. In 
January 2019, the reserve ratio of financial institutions 
was cut twice by a total of 1 percentage point; in May, 
targeted reductions were made for small and 
medium-sized banks; in September, the reserve ratio 
of financial institutions was again lowered by 0.5 
percentage point. 

Japan maintained an ultra-easy monetary policy 
in 2019 with the short-term interest rate at -0.1%, and 
its long-term interest rate hovered around zero by 
long-term national bond purchasing. As its inflation 
rate is still far from 2%, Japan will continue to adopt 
the easy monetary policy. 

In 2020, the monetary policies of Asian 
economies are expected to remain loose overall. As 
the pressure on economic growth continues to rise, 
Asian economies need urgently to stimulate growth 
through loose monetary policies. To that end, multiple 
Asian economies have chosen to cut interest rates to 
varying degrees, including Azerbaijan, Malaysia, 
Sri Lanka, Turkey in January 2020, and Indonesia, the 
Philippines, Thailand and Turkey in February. Impacted 
by the COVID-19 pandemic, in March 2020, the 
People’s Bank of China implemented a targeted RRR 
cut; the Bank of Japan decided to further increase 
monetary easing by expanding the asset purchase 
program. The Saudi Arabian Monetary Authority has 
cut its repo rate twice by a total of 125 basis points. 
The Bank of Korea slashed its base rate to a record low 
of 0.75%. Turkey’s central bank has lowered its 
benchmark rate to 9.75%. Indonesia has lowered its 
interest rates to 4.5%. The Reserve Bank of India has 
made 75 basis points cut in the policy repo rate, 
bringing it down to 4.4%. Besides, Armenia, Bahrain, 
Bangladesh, Hong Kong Special Administrative 
Region of China, Jordan, Kuwait, Macao Special 
Administrative Region of China, Malaysia, Mongolia, 
Pakistan, the Philippines, Taiwan Province of China, 
Thailand, and Vietnam, have also lowered their 
benchmark interest rates in March 2020. However, 
certain economies are forced to raise their interest 
rates to curb inflation. For example, to cope with rising 
inflation rate, Kyrgyzstan and Tajikistan lifted their 
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policy rate to 5.0% and 12.75% respectively in 
February, and Kazakhstan to 12.0% in March. The loose 
monetary policies adopted in developed economies 
and the negative interest rate policies implemented 
by some economies provide space for monetary 
easing in Asian economies on the one hand, and may 
drive the continued inflow of international capital into 
the Asia on the other, thereby exacerbating the 
financial vulnerability of the region. Therefore, there is 
an urgent need for monetary authorities in Asian 
economies to maintain financial stability through 
macro-prudential policies. 

 

1.4  Trade and Investment 

Against the backdrop of deceleration in global 
economic growth and increased uncertainty of trade 
policies, foreign trade in Asian economies experienced 
negative growth in 2019. Overall, trade in services in 
Asia was better than trade in goods while the balance 
of trade in most economies was improved. Asian 
economies attracted stable amount of foreign direct 

investment (FDI) and were still the major destinations 
of the inflows of foreign capital. Although the amount 
of outward FDI has declined, the proportion of Asian 
FDI in the world has been rising. Asia has always been 
an important force in supporting trade and investment 
liberalization and facilitation. By strengthening domestic 
and foreign trade and investment cooperation, Asia 
will help promote the development of regional and 
global trade and investment. 

1.4.1  Contracting Foreign Trade 

Asia’s trade in goods has shrunk. WTO statistics show 
that Asia’s trade in goods has shrunk year-on-year 
starting from 2019. In the first three quarters of 2019, 
Asia’s trade in goods valued at USD9.84 trillion, a 
decrease of 3.1% (see Figure 1.8) compared to the 
same period in 2018, accounting for 34.7% of the 
world’s total, a 0.1-percentage-point decrease year-
on-year. The value of exported goods totaled USD5.01 
trillion, a 2.1% year-on-year drop, and the total value 
of imported goods registered USD4.82 trillion, a 4.2% 
year-on-year decline. 

 

Figure 1.8  Year-on-year Growth Rate of Asia’s Imports and 
Exports of Goods, 2018Q1-2019Q3 

Source: World Trade Organization (WTO), January 2020. 

 

The total value of trade in goods in major 
economies has declined to varying degrees. The total 
value of China’s imports and exports of goods in 2019 
registered USD4.6 trillion, a decrease of 1% compared 
with 2018, but it is still expected to occupy the 

position of the world’s largest trader of goods. 
According to China customs statistics, despite the 
impact of Sino-US trade frictions, China still delivered 
good performance in exports. China’s exports of 
goods reached USD2.5 trillion in 2019, an increase of 
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0.5% compared with 2018. China’s imports of goods 
in 2019 registered USD2.1 trillion, a decrease of 2.8% 
compared with 2018. However, China’s imports from 
other countries and regions fell by only 1.3% compared 
with the same period of the last year if the US is 
excluded. India’s situation was similar to China’s. 
India’s goods exports in 2019 saw a year-on-year 
increase of 0.1%, but due to weak domestic demand, 
its imports saw a year-on-year fall of 6%, which made 
India’s total value of trade in goods in 2019 down by 
3.7% compared to 2018. 

Affected by the slowdown in global economic 
growth and Japan-Korea trade dispute, the trade 
value in goods of Japan and the Republic of Korea also 
declined. In the first 11 months of 2019, the value of 
imports and exports of goods in Japan was USD1.3 
trillion, a year-on-year decrease of 4.2%, of which 
exports were USD645.25 billion, down by 4.5%, and 
imports were USD659.02 billion, down by 3.9%.1 The 
trade value in goods in the Republic of Korea declined 
even more. According to data from the Ministry of 
Trade, Industry and Energy, the total value of the 
Republic of Korea’s imports and exports of goods in 
2019 was slightly more than USD1 trillion, a decrease 
of 8.3% compared with 2018. Among them, exports 
were valued at USD542.41 billion, a year-on-year 
decrease of 10.3%, a largest decrease in the past 10 
years. According to estimates by the Ministry of 
Industry, Trade and Energy, the decline in exports was 
caused by various factors. The fall in semiconductor 
prices led to a decline in exports by USD32.8 billion, 
Sino-US Trade frictions led to a decline of USD10.7 
billion, and Japan’s export restrictions on the Republic 
of Korea led to a year-on-year decrease in the Republic 
of Korea’s exports to Japan by 7.8%.2 

In addition, some economies such as Iran saw a 
sharper decline in trade in goods. According to IMF 
statistics, in the first three quarters of 2019, Iran’s 
import and export value of goods stood at USD47.11 
billion, a steep drop of 50.9% compared with 2018. 
Among them, due to the decline in oil exports, Iran’s 
exports of goods experienced a year-on-year fell of 

———————————————————————— 
1 Above data is from the country report of the Ministry of 

Commerce of the People’s Republic of China, https:// countryreport. 
mofcom.gov.cn/new/view.asp?news_id=67148. 

2 According to Economic and Commercial Counsellor’s Office of 
the Embassy of the People’s Republic of China in the Republic 

57.8%, becoming the country with the largest 
decrease rate in trade among Asian economies; Iran’s 
imports also contracted by 39.8% compared with the 
same period of the previous year. However, some 
economies witnessed an increase in trade value of 
goods amid the overall sluggish trend. For example, 
Uzbekistan’s import and export value of goods in the 
first three quarters of 2019 registered USD27.3 billion, 
an increase of 42% compared with 2018, of which 
exports were valued at USD11.12 billion, an increase 
of 54.3% compared with 2018, and imports were 
valued at USD16.17 billion, an increase of 34.6% 
compared to 2018. 

Asia’s trade in services has continued to grow. 
United Nations Conference on Trade and Development 
(UNCTAD) data show that in the first half of 2019, 40 
Asian economies (see Figure 1.9) registered USD1.7 
trillion in trade in services, a 0.8% increase compared 
to the same period in 2018. Total exports valued at 
USD0.8 trillion, up 4.0% year-on-year, and total 
imports USD0.9 trillion, down 1.9% year-on-year. 

In terms of different economies, in the first half of 
2019, India’s total trade value in services was 
USD197.44 billion, a year-on-year increase of 6.1%, of 
which exports increased by 7.1% and imports 
increased by 5.0%. During the same period, the 
Republic of Korea’s total trade value in services was 
USD118.35 billion, a year-on-year increase of 1.7%, of 
which exports increased by 6.2% yet imports fell by 
1.7%. In the first half of 2019, the fastest-growing 
economies in trade in services include Mongolia, Laos, 
Qatar, and Israel as well. In the first half of 2019, 
economies that experienced a decline in trade in 
services included Azerbaijan (a year-on-year drop of 
21.1%), Pakistan (a year-on-year drop of 8.4%), and Sri 
Lanka (a year-on-year drop of 6.3%). China’s total trade 
value in services in the first half of 2019 stood at 
USD384.93 billion, a year-on-year decrease of 3.1%, of 
which exports increased by 4.1% and imports 
decreased by 6.7%. Singapore’s total trade value in 
services in the first half of 2019 was USD180.62 billion, 
a year-on-year decrease of 1.9%, of which exports fell 
by 2.1% and imports fell by 1.7%. 

of Korea, the Republic of Korea’s exports in 2019 saw a year-on-
year decrease of 10.3%, the highest drop in the past 10 years. 
http://kr.mofcom.gov.cn/article/jmxw/202001/20200102927970.
shtml, 6 January 2020. 
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Figure 1.9  Year-on-year Growth Rate of Asia’s Trade in Services, 2018Q1-2019Q2 
Note: Asia includes Afghanistan, Armenia, Azerbaijan, Bangladesh, Bhutan, Brunei, Cambodia, China, Hong Kong Special Administrative 

Region of China, Macao Special Administrative Region of China, Taiwan Province of China, Georgia, India, Indonesia, Iraq, Israel, 
Japan, Jordan, Kazakhstan, the Republic of Korea, Kuwait, Uzbekistan, Laos, Lebanon, Malaysia, Mongolia, Nepal, Pakistan, the 
Philippines, Qatar, Saudi Arabia, Singapore, Sri Lanka, Palestine, Tajikistan, Thailand, Timor-Leste, Turkey, Uzbekistan, and Vietnam. 

Source: United Nations Conference on Trade and Development (UNCTAD), January 2020. 
 

Balance of trade has improved in most economies. 
As its exports grow faster than imports, China has 
maintained and expanded its trade surplus. According 
to preliminary statistics from the State Administration 
of Foreign Exchange, China’s trade surplus in 2019 
totaled USD201.4 billion, of which the goods surplus 
was USD462.8 billion, a year-on-year increase of 17%, 
and the services deficit was USD261.4 billion, an 11% 
decline year-on-year.1 As its services deficit expanded 
while goods surplus shrunk, India’s trade deficit 
continued to narrow. In the first three quarters of 
2019, India’s trade deficit registered USD57.63 billion, 
a 26.4% decrease compared to the same period in 
2018. In comparison, Turkey saw a shift from a trade 
deficit in the first three quarters of 2018 to a trade 
surplus in the same period in 2019. A limited number 
of economies saw reduced trade surplus or expanded 
deficit. The Republic of Korea’s trade surplus in the first 
three quarters of 2019 was USD39.5 billion, down 
36.5% from the same period in 2018, while in the same 
period, Japan’s trade surplus fell by 80.7%. 

The current account balances of most economies 
tend to be balanced. The current account surpluses in 

———————————————————————— 
1 Wang Chunying, Spokesperson and Chief Economist of the State 

Administration of Foreign Exchange of China, answers reporters’ 
questions on the balance of payments in the fourth quarter of 

some economies are expected to decrease. According 
to IMF estimates, the ratio of Japan’s current account 
surplus to GDP would fall from 3.5% in 2018 to 3.3% in 
2019, while the ratio would fall from 4.4% to 3.2% in 
the Republic of Korea, and would fall from 9.2% to 
4.4% in Saudi Arabia. The current account deficits of 
some economies are expected to narrow. The IMF 
predicted that the ratio of Turkey’s current account 
deficit to GDP would fall from 3.5% in 2018 to 0.6% in 
2019, that of Indonesia would fall from 3.0% to 2.9%, 
and that of India would fall from 2.1% to 2.0%. 
However, the balance of the current account in some 
economies may widen further. For example, the ratio 
of China’s current account surplus to GDP would rise 
from 0.4% in 2018 to 1.0% in 2019. 

Asian economies are an important force in 
supporting trade liberalization and opposing protec-
tionism. According to statistics from the Global Trade 
Alert Database of the Centre for Economic Policy 
Research in the UK, 13 economies in Asia employed 
118 trade liberalization measures in 2019, accounting 
for 32.6% of global trade liberalization measures. 24 
Asian economies implemented 375 trade protection 

2019 and the entire year, http://www.safe.gov.cn/safe/2020/ 
0214/15399.html, 14 February 2020. 
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measures, accounting for 21.6% of global trade 
protection measures, which means that each economy 
launched 15.6 measures on average, far below the 
global average. China continued to promote trade 
liberalization and facilitation. It reduced the tariff rates 
of some products for four consecutive times in 2018 
and further reduced the tariff rates of some imported 
goods or introduced zero tariff policy in January, April, 
and July 2019. China has been making an effort to 
increase imports and has been the world’s second 
largest import market for 11 successive years. Held in 
Shanghai, the second China International Import 
Expo (CIIE) in 2019 witnessed a cumulative intention 
of USD71.13 billion, an increase of 23% over the first 
CIIE, showing China’s determination and potential to 
further open up. 

Asian economies have been active in boosting 
regional trade cooperation. On November 4, 2019, the 
3rd Leadership Meeting of the Regional Comprehensive 
Economic Partnership Agreement (RCEP) was held in 
Bangkok, Thailand and a joint statement was issued 
announcing that 15 member states had concluded all 
text-based negotiations and substantial market 
access negotiations, with formal signing in 2020. The 
achievements of the RCEP will greatly promote 
mutual trade and investment in the region and 
enhance the development of the world economy. On 
December 24, 2019, the 8th Trilateral Summit Meeting 
among China, the Republic of Korea and Japan was 
held in Chengdu, China. The conference released the 
Trilateral Cooperation Vision for the Next Decade of 
China-Japan-Korea Cooperation and proposed to 
accelerate the negotiation of the China-Japan-Korea 
Free Trade Agreement (FTA). The deepening of the 
economic and trade cooperation among the three 
countries will undoubtedly have a positive impact on 
East Asia and the world economy. Apart from 
multilateral cooperation, the Asian economies also 
reached a number of bilateral free trade agreements 
with economies within and outside Asia in 2019, such 
as the EU-Japan Free Trade Agreement (effective since 
February 1, 2019), Hong Kong Special Administrative 
Region of China-Georgia Free Trade Agreement 
(effective since February 13, 2019), etc., which would 
help promote the development of foreign trade of 

———————————————————————— 
1 UNCTAD. Global Investment Trend Monitor, No. 33. 20 January 

2020. 
2 According to statistics from the Ministry of Commerce of the 

Asian economies. 

1.4.2  Asia Remains Important Destination for 
FDI Inflows and Outflows 

The FDI inflows into Asian economies have generally 
remained stable. According to the UNCTAD World 
Investment Report 2019, global FDI inflows in 2018 
were USD1.3 trillion, down by 13.4% compared with 
2017. Among them, FDI into Asian economies was 
USD552.83 billion, an increase of 3.7% compared to 
2017, accounting for 42.6% of global FDI inflows, an 
increase of 7 percentage points compared to 2017 
(see Figure 1.10). The global FDI in 2019 generally 
remained stable. According to the Global Investment 
Trends Monitor released by the UNCTAD in January 
2020, the preliminary estimate of global FDI in 2019 
was USD1.39 trillion, a decrease of 1% compared with 
2018, of which the FDI into Asian developing 
economies fell from USD501 billion in 2018 to USD473 
billion, down by 6%.1 

In terms of different economies, China is still the 
country that attracts the most foreign investment in 
Asia. According to the UNCTAD estimates, China 
attracted USD140 billion FDI in 2019, generally the 
same as that in 2018, and it continued to be the 
second largest country to attract foreign capital 
inflows in the world.2 2 Singapore was expected to 
attract USD110 billion FDI in 2019, an increase of 78% 
compared to that in 2018, while India was expected 
to attract USD49 billion, an increase of 16% from 2018. 
Other economies with fast-growing FDI inflows 
include Indonesia (up by 12% over 2018), Japan (up 
by 9% over 2018), and Saudi Arabia (up by 9% over 
2018). The riots in Hong Kong Special Administrative 
Region of China have deteriorated the business 
environment and weakened investors’ confidence. As 
a result, its FDI inflows fell sharply in 2019, which was 
expected to be only USD55 billion, down by 48% 
compared with 2018. The Republic of Korea only 
attracted USD7.8 billion FDI in 2019 due to trade 
tensions and changes in investment policies, a 46% 
decrease compared with that in 2018. FDI into Turkey 
fell from USD13 billion in 2018 to USD8.3 billion in 
2019 owing to its poor economic growth prospects, 
and FDI into Bangladesh and Pakistan was also 
projected to decline in 2019. 

People’s Republic of China, China’s actual use of foreign 
investment in 2019 was USD138.14 billion, a year-on-year 
increase of 2.4%. 
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Figure 1.10  FDI Inflows of the World and Asia, 2017-2018 
Source: United Nations Conference on Trade and Development (UNCTAD), January 2020. 

 

Asia’s contributions of FDI to the world continued 
to rise. According to the UNCTAD World Investment 
Report 2019, the global outward FDI in 2018 was 
USD1.01 trillion (see Figure 1.11), down by 28.9% 
compared to 2017.1 Among them, the outward FDI of 

Asian economies registered USD551.68 billion, a 
decrease of 5.3% compared with 2017, which was far 
less than the global average. In 2018, Asia contributed 
54.4% of global outward FDI, an increase of 13.5 
percentage points compared with that in 2017. 

 

Figure 1.11  FDI Outflows of the World and Asia, 2017-2018 
Source: United Nations Conference on Trade and Development (UNCTAD), January 2020. 

 

In terms of different economies, Japan and China 
were the two countries contributing the most 
outward FDI in Asia and in the world. In 2018, the 
outward FDI of the two countries stood at USD143.16 

———————————————————————— 
1 UNCTAD. World Investment Report 2019, 12 June 2019. 

billion and USD129.83 billion, a decrease of 10.8% and 
18.0% respectively compared to 2017. The outward 
FDI from such as economies as Hong Kong Special 
Administrative Region of China, Singapore and India 
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also declined in 2018. Economies with relatively fast 
growth of outward FDI in 2018 include Indonesia (up 
by 291.8% over 2017), Saudi Arabia (up by 191.5% over 
2017), Iraq (up by 142.2% over 2017), Taiwan Province 
of China (up by 56% over 2017), Turkey (up by 37% 
over 2017), etc. The Republic of Korea’s outward FDI 
also rose by 14.2% in 2018. 

Asian economies continued to promote the 
liberalization and facilitation of international investment. 
From November 2018 to October 2019, various Asian 
economies introduced a total of 59 investment 
policies related to entry and establishment, treatment, 
promotion and facilitation, and the general business 
climate, most of which were aimed at creating more 
favorable investment conditions for Asian economies. 
In 2019, China issued Special Management Measures 
(Negative List) for Foreign Investment Access (Version 
2019) and Special Management Measures (Negative List) 
for Foreign Investment Access in Pilot Free Trade Zones 
(Version 2019), further shortening the negative list of 
foreign investment access. No new or stricter 
restrictions have been imposed in any industry and 
more areas have allowed foreign ownership or sole 
proprietorship. In 2019, India’s investment regulations 
for foreign investment have also been further relaxed, 
including further expanding the scope of permission 
for foreign investment and increasing the shareholding 
ratio of foreign investment. 

The business environment in Asian economies 
has been constantly improving. According to the 
Doing Business 2020 issued by the World Bank, a total 
of 4 Asian economies are among the world’s top 10 
economies with the best business environment and a 
total of 16 economies are among the world’s top 50. 
Singapore is the highest ranked country in Asia, 
ranking second in the world. Most Asian economies 
have higher rankings in business environment 
compared with 2018. Saudi Arabia, Jordan, Bahrain, 
Tajikistan, Pakistan, Kuwait, China, and India are 
among the 10 economies whose business environ-
ment has been improved most in the world. Among 
them, Saudi Arabia’s ranking of business environment 
jumped from 30 to 62, becoming the economy with 
the most significant improvement in business 
environment in the world. China’s ranking of business 
environment rose by 15 to 31, ranking among the top 

———————————————————————— 
1 The World Bank. Doing Business 2020. 

10 economies with the business environment 
improved the most in the world for two consecutive 
years. 1  In 2020, the Regulations on Optimizing the 
Business Environment and the Foreign Investment Law 
of the People’s Republic of China will be implemented, 
which will further optimize China’s business environment. 
India’s ranking of business environment also rose from 
77 to 63, making India among the countries with the 
largest improvement for three consecutive years. 
However, the rankings of business environment of 
some countries such as Brunei, Kyrgyzstan and 
Azerbaijan declined. 

Asian economies continued to strengthen 
international investment cooperation. As of 2019, 
there had been 1,918 bilateral investment treaties and 
agreements enforced by Asian economies with 
investment clauses in force, of which 1,494 were 
bilateral investment treaties. New agreements related 
to investment newly signed by Asian economies in 
2019 included Armenia-Singapore Trade in Services 
and Investment Agreement, Myanmar-Singapore 
Bilateral Investment Treaty, Gambia-United Arab 
Emirates Bilateral Investment Treaty, the EU-Vietnam 
Investment Protection Agreement, Hong Kong 
Special Administrative Region of China-United Arab 
Emirates Bilateral Investment Treaty, India-Kyrgyzstan 
Bilateral Investment Treaty, Korea-Uzbekistan Bilateral 
Investment Treaty, Australia-Hong Kong Special 
Administrative Region of China Investment Agreement, 
Brazil-United Arab Emirates Bilateral Investment 
Treaty, Indonesia-Australia Comprehensive Economic 
Partnership Agreement (CEPA), etc., which will further 
promote investment cooperation between Asian 
economies and other economies. 

 

1.5  Debt 

The fiscal deficit rate in Asian economies rebounded 
and the ratio of public debt to GDP rose again. Japan’s 
government debt level is not only the highest in Asia, 
but also one of the highest among the developed and 
even global economies. The non-financial private 
sector debt has risen in most Asian economies and 
the non-financial private sector debt consisting of the 
household sector debt and the non-financial 
corporate sector debt has reached record highs. In 
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2020, in the face of the COVID-19 outbreak, and low or 
even negative interest rates around the world, debt 
risks in Asia have emerged and should deserve our 
vigilance. 

1.5.1  Public Sector Debt Levels Picking up 

The fiscal deficit rate has rebounded and the ratio of 
public debt to GDP has risen again. According to 
statistics from the IMF, the average of the fiscal deficit 
ratio rose from 1.5% in 2018 to 2.2% in 2019, and the 
ratio average of total government debt to GDP in 
some Asian economies rose from 49.9% in 2018 to 
51.1% in 2019. The fiscal deficit ratio and the public 
debt level declined in 2018 and then rebounded in 

2019. Compared with 2018, the fiscal deficit ratios of 
28 economies increased in 2019 and the fiscal deficit 
ratios of 16 economies declined. To be specific, due to 
the tensions in the Middle East and successive years 
of wars, Iraq’s fiscal deficit ratio rose most, about 10.3 
percentage points; Timor-Leste and Brunei followed 
closely, with an increase of about 9.1 percentage 
points and 7.9 percentage points respectively. In 
contrast, the fiscal deficit ratios of Bahrain, Nepal, and 
Qatar fell by 3.9 percentage points, 2.3 percentage 
points and 1.7 percentage points respectively (see 
Annex II and Figure 1.12). 

 

Figure 1.12  Proportion of Fiscal Balance in GDP of Some Asian 
Economies, 2018-2020 

Note: The data for 2019 are estimates, and the data for 2020 are projections. 

Source: IMF-WEO, October 2019. 

 
In 2019, the ratio of total government debt to 

GDP in 32 Asian economies increased and that in 10 
Asian economies declined. Specifically, Bahrain saw a 
largest increase in the ratio of government debt to 
GDP, rising by 7.0 percentage points; followed by 
Oman and Bhutan, with an increase of 6.5 and 6.3 
percentage points respectively. The ratio of government 
debt to GDP in Yemen dropped most, down by 8.5 
percentage points; followed by Tajikistan, with a 

decline of 2.5 percentage points; such a ratio in Iran 
declined by 1.5 percentage points. In addition, the 
ratio of government debt to GDP went up by 4.9 
percentage points in China, by 2.2 percentage points 
in the Republic of Korea, by 1.0 percentage point in 
India, by 0.6 percentage point in Japan (see Annex II 
and Figure 1.13). Given the global loose monetary 
policy environment, public sector debt levels in Asia 
may continue to pick up in 2020. 
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Figure 1.13  Proportion of Total Government Debt to GDP of Some 
Asian Economies, 2018-2020 

Note: The data for 2019 are estimates, and the data for 2020 are projections. 

Source: IMF-WEO, October 2019. 

 
While the external environment is complex and 

harsh and the domestic economy is under severe 
downward pressure, the Chinese government has 
provided policy support for quality economic 
development through the implementation of active 
fiscal policies including the issuance of local 
government bonds and tax and fee reductions. And 
the ever-expanding scale of the issuance of local 
government debt has become one of the main drivers 
of the year-on-year increase in China’s government 
debt. According to statistics from the Ministry of 
Finance of China, as of the end of November 2019, the 
balance of China’s local government debt had 
registered RMB21.3 trillion. Among them, general 
debt reached RMB11.9 trillion and special debt 
reached RMB9.5 trillion; government bonds reached 
RMB21.1 trillion and stock government debt in the 
form of non-government bonds reached RMB219 
billion. In addition, according to the Global Debt 
Monitor report released by the Institute of International 
Finance (IIF), the scale of China’s debt in 2019 
achieved the fastest growth rate since 2009 and its 
debt-to-GDP ratio was among the highest in 
emerging markets, rapidly approaching 310%. Among 
them, the household sector debt and the general 
government debt were at a historical high of around 
55%.1 In order to effectively prevent and control the 

———————————————————————— 
1 IIF. Global Debt Monitor: Sustainability Matters, January 2020. 

risks of local government debt, China adopted the 
structural deleveraging policy in 2019. It took action 
such as implementing local government debt limit 
manage-ment and budget management, supporting 
local governments to issue and use special bonds, 
introducing local government debt information 
disclosure measures, further perfecting supervision 
policies for local government’s hidden debt risks, and 
improving and strengthening supervision and 
accountability mechanism, in order to firmly guarantee 
against systemic risks. With the focus of macroeco-
nomic policies shifting from “de-leveraging” to 
“stabilizing leverage”, China’s public debt level is 
expected to remain generally stable in 2020. 

Japan’s government debt level is not only the 
highest in Asia, but also among the highest in 
advanced and even global economies. On the one 
hand, Japan has long implemented an easy monetary 
policy, especially the ultra-easy monetary policy, one 
of the “three arrows” of “Abenomics” advocated by 
Japanese Prime Minister Shinzo Abe after he won a 
second term of office, which prompted Japan to enter 
the era of negative interest rates in February 2016. On 
the other hand, the implementation of a proactive 
fiscal policy has led to a substantial rise in fiscal 
expenditures. In order to meet fiscal expenditures, the 
Japanese government has issued a large number of 



Boao Forum for Asia 
Asian Economic Outlook and Integration Progress Annual Report 2020 

 30 

government bonds, resulting in the large amount of 
government debt for a long time. Although Japan’s 
government debt holders are mainly composed of 
the central bank, domestic financial institutions and 
domestic residents, and Japanese government 
benefits from long-term ultra-low or even negative 
interest rates, the government still faces great debt 
servicing pressure. It is particularly noteworthy that 
once the above conditions are reversed, the 
possibility of a government debt crisis will increase 
significantly in Japan. Accordingly, the Japanese 
government debt level may continue to rise in 2020. 

India’s government debt is on the increase year 
by year. On the one hand, India’s economy is facing 
great downward pressure and its fiscal revenue has 
declined; on the other hand, measures such as tax cuts 
for enterprises, increased investment in infrastructure 
construction, and increased support for agriculture 
have raised the fiscal deficit ratio, which have further 
led to the increase of India’s government debt. In 
addition, India faces problems such as excessive short-
term debt, relatively large external debt and low 
foreign exchange reserves due to the unreasonable 

debt structure. 

1.5.2  Climbing Private Sector Debt Levels 

The proportion of non-financial private sector debt to 
GDP has risen in most Asian economies. According to 
statistics from the Bank for International Settlements 
(BIS), the proportion of non-financial private sector 
debt to GDP in 8 economies rose in 2019 while that in 
4 economies fell (see Table 1.2). Specifically, compared 
with the first quarter of 2019, the proportion of the 
non-financial private sector debt to GDP of Hong 
Kong Special Administrative Region of China, 
increased by 3.3 percentage points, while the same 
proportion increased by 2.8 percentage points in the 
Republic of Korea, by 2.6 percentage points in 
Singapore, by 0.4 percentage point in Saudi Arabia, by 
0.4 percentage point in Japan, by 0.1 percentage 
point respectively in Israel, Indonesia and China. In 
comparison, the proportion of non-financial private 
sector debt to GDP of Turkey and India both fell by 1.7 
percentage points while that of Malaysia and Thailand 
fell by 0.5 percentage point and 0.4 percentage point 
respectively. 

 
Table 1.2  Proportion of Non-financial Private Sector Debt to GDP 

in Some Asian Economies, 2018Q2-2019Q2 (%) 

  2018Q2 2018Q3 2018Q4 2019Q1 2019Q2 

China 207.5 206.3 204.8 209 209.1 

Hong Kong SAR, China 303.2 294.3 291.5 295.1 298.4 

India 55.3 56.1 56.1 57.7 56 

Indonesia 39.8 40.3 40.4 39.8 39.9 

Israel 112.1 111.7 111.2 111.6 111.7 

Japan 156.3 157.7 159.4 160 160.3 

Korea, Republic of 184.4 186.4 187.6 189.3 192.1 

Malaysia 136.8 136.3 136.5 136.4 135.9 

Saudi Arabia 57.9 56.3 54.7 55.6 56 

Singapore 163.6 168.4 169.6 170.2 172.8 

Thailand 116.2 116.1 116.9 116.6 116.2 

Turkey 88.3 95.5 84 84.5 82.8 

Note: The non-financial private sector debts here consist mainly of the debts of household sector and non-financial corporate sector. Data for 

other Asian economies are unknown. 

Source: Bank for International Settlements (BIS), October 2019. 
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The proportion of non-financial private sector 
debt to GDP of Hong Kong Special Administrative 
Region of China, rebounded for two consecutive 
quarters, which was mainly because the non-financial 
corporate sector debt level rose to 222.7% in the 
second quarter of 2019 after an increase over two 
consecutive quarters and the household sector debt 
level rose to 75.8% in the second quarter of 2019 after 
an increase over three consecutive quarters. The 
proportion of non-financial private sector debt to GDP 
of China is relatively high, and it has picked up 
continuously in the first two quarters of 2019. On the 
one hand, the non-financial corporate sector debt 
level continued to remain high, basically at about 
155%; on the other hand, the household sector debt 
level continued to rebound, rising quarter by quarter 
from 50.7% in the second quarter of 2018 to 54.6% in 
the second quarter of 2019. The proportion of non-
financial private sector debt to GDP of the Republic of 
Korea continued to rise, which was inseparable from 
the continued rise in the proportion of non-financial 
corporate sector debt to GDP and in the proportion of 
household sector debt to GDP. As of the second 
quarter of 2019, the two reached 99.3% and 92.9% 
respectively and contributed almost equally to the 
rise of the overall level of non-financial private sector 
debt in the Republic of Korea. Compared with the 
Republic of Korea, the proportion of Japan’s non-
financial corporate sector debt to GDP is much higher 
than the proportion of Japan’s household sector debt 
to GDP, and the former has risen more than the latter, 
resulting in a continuous rise in Japan’s non-financial 
private sector debt level. The proportion of non-
financial private sector debt to GDP in Singapore has 
risen quarter by quarter, from 163.6% in the third 
quarter of 2018 to 172.8% in the second quarter of 
2019. Among them, the proportion of non-financial 
corporate sector debt to GDP also rose quarter by 
quarter and reached a record high of 119.5% in the 
second quarter of 2019, becoming the main factor 
driving the continuous rise of Singapore’s non-
financial private sector debt level; the proportion of 
the household sector debt to GDP is just the opposite 
as it showed a downward trend quarter by quarter, at 
about 53.3% in the second quarter of 2019. This is 

———————————————————————— 
1 The World Bank. Global Waves of Debt: Causes and 

Consequences, December, 2019; The World Bank, Global 

related to many policies and measures that Singapore 
has adopted to foster corporate competitiveness. For 
example, the “Expansion Plan for Singaporean 
Enterprises” and the “Innovation Consultant Plan” 
have been launched in order to support the large-
scale development of enterprises; the eight financing 
supportive programs under the Enterprise Singapore 
have been integrated into a unified “corporate 
financing plan” in order to provide financing support 
for enterprises; the SME Working Capital Loan has 
been extended to strengthen support of loan 
funding. Against a backdrop of the decline of trade 
due to the prevalence of protectionism along with a 
loose easy financial environment, Singapore encourages 
and supports corporate investment and development 
to cope with the pressure of declining economic 
growth, leading to the continuous rise of non-
financial private corporate sector debt. 

1.5.3  Debt Risks Are Growing 

In recent years, the rise in debt-to-GDP ratio has not 
only occurred in Asia, and it has also become a 
prominent problem worldwide. According to the 
Global Debt Monitor report released by the Institute of 
International Finance (IIF), the amount of the global 
debt (including government, corporate and household 
sectors) in the third quarter of 2019 reached nearly 
USD253 trillion, accounting for about 322% of the 
world total GDP, setting a record high. Due to the 
generally low interest rates and an easy financial 
environment, global debt is envisaged to exceed 
USD257 trillion in the first quarter of 2020. In addition, 
according to the Global Waves of Debt released by the 
World Bank Group, since 2010, the debt accumulation 
of emerging markets and developing economies has 
been on the rise for eight consecutive years, reaching 
a largest scale at a highest speed with a broadest 
foundation over the past 50 years.1 In 2018, the debt 
scale of emerging markets and developing economies 
rose to a record high of USD55 trillion and the debt-
to-GDP ratio climbed to 168%, an increase of 54 
percentage points over eight years, and an average 
annual increase of about 7 percentage points, which 
is equivalent to nearly three times of the growth rate 
in Latin America during the region’s debt crisis in the 
1970s. With a broad foundation, the debt growth 

Economic Prospects: Slow Growth, Policy Challenges, January, 
2020. 
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included both govern-ment debt and private debt, 
and occurred in almost all major regions of the 
world, including Asia. 

In view of the fact that the current global loose 
monetary policy environment is difficult to change in 
the short term, and some Asian economies have 
adopted unsustainable macroeconomic policies, the 
debt balance in Asia is expected to continue to rise in 
2020, increasing the possibility of triggering a financial 
crisis switch. On the one hand, continuously rising 
debt often flows to inefficient sectors or economies, 
such as corporate sectors with unreliable corporate 
governance structures, foreign trade sectors without 
more export revenue, and economies with excessively 
simple economic structures. On the other hand, flaws 
can be found in fiscal and monetary policy frameworks. 
It is mainly reflected in less fiscal revenue, widespread 
tax evasion, high fiscal deficit rate, large subsidies for 
energy and food, and weak supervision of banks and 
other financial institutions. In addition, the foreign 
debts of most Asian economies are denominated in 
international currencies such as the US dollar, so, 
when their local currencies depreciates against the US 
dollar, their debt burden will increase. 

Past experience has shown that continued debt 
accumulation would often end in financial crises. But 
at present, many countries or regions are undergoing 
low or negative interest rates, thus temporarily 
reducing the risk of a debt crisis in Asia. If the upward 
trend in debt is not effectively curbed in the future, the 
borrowers will have to endure more debt repayment 
pressure once the interest rates rebound, which may 
further trigger a debt crisis in Asia and even the world. 
In order to reduce the risk of a debt crisis, Asian 
economies should take the following measure: 
formulating strong debt management policies and 
enhance debt transparency in order to reduce 
borrowing costs and improve debt sustainability; 
building a robust macroeconomic and financial policy 
framework (including monetary policy, fiscal policy, 
exchange rate policy, etc.) to enhance its debt 
resilience and ability to assume debt risks; implementing 
proactive and strong financial rules and financial 
supervision in order to facilitate policy makers to 
better identify and respond to sudden debt risks; 
creating an enabling business environment and 
system to guide the flow of borrowed funds to areas 

that can improve productivity and output of 
enterprises. For example, good corporate governance 
can ensure that borrowed funds are used for 
production purposes and a sound bankruptcy 
framework can prevent excessive debt from dragging 
down enterprise investment in the long run. 

 

1.6  Financial Markets 

In 2019, stock markets in most economies in Asia had 
a bullish tendency and the sizes of their stock markets 
expanded. The currencies of most Asian economies 
appreciated while those of specific economies fell 
sharply. There is a big difference in the yield of 
government bonds. The Asian real estate market 
remained generally stable while real estate prices in 
individual economies fluctuated significantly. The 
banking system is relatively unlikely to have systemic 
risks. Given the spread of the novel coronavirus, the 
uncertain prospects of the China-US economic and 
trade frictions, and the continued use of loose 
monetary policies, the Asian financial market is likely 
to experience heightened volatility in 2020. 

1.6.1  Greatly Fluctuated Stock Indices 

As a “barometer” of macro-economy, stock market can 
often reflect the future trend of macro-economy. 
Stock markets in most Asian economies experienced 
an uphill tendency in 2019, which indicated better 
economic development prospects for these economies. 
According to statistics from the CEIC and Wind 
databases, the stock indices of 23 economies in Asia 
rose and those of 12 economies fell. Among them, 10 
economies witnessed an index rise rate of over 10%, 
namely Iran, Cambodia, China, Turkey, Kuwait, Taiwan 
Province of China, Bahrain, Japan, Israel, and India; 4 
economies witnessed an index fall rate of over 10%, 
namely Laos, Bangladesh, Uzbekistan, and Georgia. 
Specifically, Iran’s TEDPIX Index witnessed the largest 
increase, up by about 133.6% (see Figure 1.14); 
followed by Cambodia’s composite index, up by 
about 58.4%; and China’s Shanghai Shenzhen CSI300 
Index, up by 36.1%. In comparison, Georgia’s GSX 
Index saw the largest decrease, down by about 34.2%; 
followed by Uzbekistan’s composite index, down by 
about 24.9%, and Bangladesh’s DSEX Index, down 
by about 17.3%. 
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Figure 1.14  Rate of Change of Stock Indices in Some Asian Economies in 2019 
Note: Rate of change of stock indices = (the closing price of the last trading day in 2019 - the closing price of the last trading day in 2018) × 

100% / the closing price of the last trading day in 2018. China data refers to China’s Shanghai Shenzhen CSI 300 Index. 

Source: CEIC and Wind databases, January 2020. 
 
The sizes of stock markets expanded. According 

to Deutsche Bank’s estimates, the market value of 
global stock markets in 2019 rose from less than 
USD70 trillion at the beginning of 2019 to more than 
USD85 trillion, an increase of about USD17 trillion. 
Among these markets, the market value of China’s 
stock market increased by RMB14.6 trillion (about 
USD2.1 trillion), representing about 12.3% of the 
increased value of the global stock market. Apart from 
various factors at home and abroad, another major 
reason why Asian stock markets delivered great 
performance was the continuous inflow of foreign 
capital. As there less concern over the Sino-US trade 
frictions and many developed economies, including 
the US, implemented ultra-low or even negative 
interest rate policy, foreign investment flows into 
Asian stock markets turned positive in 2019. 
According to statistics from India, Indonesia, Taiwan 
Province of China, the Republic of Korea, the 
Philippines, Thailand, and Vietnam stock exchanges, 
the net amount of stocks bought by foreign investors 
in Asia reached USD23.47 billion in 2019, the highest 
level since 2016. Among them, the stock markets of 

Taiwan Province of China and Indonesia attracted 
about USD6 billion and USD3.5 billion of foreign 
capital respectively. Net foreign inflows became an 
important force driving the rise of stock indices in 
some economies. Although India’s economy was 
facing greater downward pressure, its stock 
market performed well. As of December 2019, the 
market value of India’s stock market was 
approximately INR155.5 trillion, an increase of about 
INR11 trillion (about USD150 billion) compared with 
that in 2018. India abolished tax surcharges on foreign 
portfolio investors, leading the stock market to attract 
a net inflow of foreign funds of up to USD14.7 billion, 
ranking first in Asia and reaching the highest level 
since 2014, which helped boost the SENSEX30 Index 
by 14.4%. Currently, India has the world’s largest 
number of listed companies (about 5,000) and the 
Bombay Stock Exchange is among the top ten 
exchanges in the world. 

China’s stock market experienced a disaster after 
the violent deleveraging and the launch of the “circuit 
breaker mechanism” in 2015, and it continued a 
downward trend in the next three years. After that, 
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China accelerated the financial opening up and has 
been continuously improved relevant capital market 
systems and mechanisms (improvement of delisting 
system, promotion of registration system, a substantial 
increase in the cost of violations of laws and 
regulations, etc.). China’s A-shares were also included 
in batches in relevant indices by the three major 
international indices, namely Morgan Stanley Capital 
International Index (MSCI Index), FTSE Russell Index 
and S&P Dow Jones Indices. Then foreign capital 
began to steadily enter Chinese stock market and 
foreign investors’ net holdings of Chinese stocks 
increased by USD41.3 billion in 2019. As of the end of 
December 2019, the balance of stocks held by 
overseas institutions and individuals had reached 2.10 
trillion yuan. China’s stock market has been turned 
around as the rise rate of stock index has been among 
the top in the world and the market size has increased 
significantly. 

The size of the Japanese stock market hit a record 
high and the Nikkei 225 Index was close to a record 
high, which was closely related to the stimulus policy 
of “Abenomics”. The total market value of the Tokyo 
Stock Exchange increased from 612.2 trillion yen in 
January 2019 to 672.5 trillion yen in December 2019, 
setting a new record since September 2018 with an 
increase of 9.8%. As of December 30, 2019, the Nikkei 
225 Index had climbed to 23,656.619 points (closing 
price), close to the previous historical high (registering 
24,448.07 points on October 2, 2018, a record high 
since November 13, 1991). One of the “three 
important arrows” of Abenomics is the implementation 
of a bold and easy monetary policy, which is targeted 
at the base currency volume instead of the interbank 
offered rate. Other measures include printing 
additional base currency—between 60 trillion yen 
and 70 trillion yen—and increasing the holdings of 
long-term government bonds. Such easy monetary 
policies have released a lot of liquidity and spurred 
companies to expand investment. Meanwhile, Japan’s 
stock index, which serves as a macroeconomic 
“barometer”, has also achieved substantial growth. 

Spreading market anxiety due to the COVID-19 
global pandemic starting from the beginning of 2020, 
among other factors, has made the global stock 
market suffer greater volatility than ever. On March 16, 
2020, the US stock market saw the fourth circuit 
breakers triggered since the introduction of the circuit 

breaker mechanism in 1987, with the previous two 
taking place respectively on March 9 and 12, 2020. 
Compared with the highest point on February 12, 
2020, the Dow Jones Index had fallen by over 30%, 
setting a record for the fastest drop into a technical 
bear market. In the meanwhile, the stock markets of 
India, the Republic of Korea, Indonesia, the 
Philippines, Thailand, Sri Lanka, Pakistan, Kuwait, and 
Canada, Brazil, and Mexico also experienced circuit 
breakers, and the stock indexes of multiple European 
countries plummeted. In this context, the Republic of 
Korea, Indonesia, Thailand, the Philippines, Egypt, 
Turkey, the United Kingdom, Italy, Spain, among other 
countries, have successively introduced measures, 
such as prohibiting short sales, or temporarily closing 
the market, to curb the rapid fall of stock indexes. 
Going forward, when the pandemic is brought 
under control, and economic activities restore in an 
orderly manner, it is expected that the stock indexes 
in the Asia-Pacific region will return to the normal 
levels. 

1.6.2  Currency Appreciation in Most 
Economies 

The currencies of most Asian economies have been 
appreciated while those of individual economies have 
been depreciated sharply. Judging from the exchange 
rate of the local currencies against the US dollar (direct 
quotation), the statistics of the CEIC database show 
that in 2019, the currencies of 16 economies in Asia 
appreciated while those of 14 economies depreciated; 
and the currencies of another 9 economies remained 
unchanged as they pegged to the US dollar (see 
Figure 1.15 for the exchange rate changes of some 
Asian currencies against the US dollar). Among the 
economies whose currency appreciated, the Thai 
baht rose most against the US dollar, up by about 
7.9%; followed by the Israeli shekel, up by about 7.8%; 
and the Myanmar kyat against the US dollar rose third, 
up by about 4.5%. In contrast, currencies of some 
economies depreciated. The Uzbekistani Som 
depreciated by 14.0% against the US dollar; the 
Turkish lira depreciated by approximately 12.9% 
against the US dollar; and the Pakistani rupee 
depreciated by approximately 11.5% against the US 
dollar. In addition, the RMB depreciated by about 1.3% 
against the US dollar and the Korean won depreciated 
by 3.8%. 
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Figure 1.15  Changes in the Exchange Rates of Local Currencies Against the 
US Dollar in Some Asian Economies in 2019 (direct quotation) 

Source: CEIC database, January 2020. 
 
In 2019, the RMB exchange rate was more 

flexible, and the trading prices of RMB against the US 
dollar CNY (onshore) and CNH (offshore) both 
depreciated slightly. Compared with the USD index 
(up by 0.2%) and the emerging market currency index 
(EMCI) (down by 1.2%) of the corresponding period, 
the RMB exchange rate among non-US currencies 
globally is generally stable. China’s cross-border 
capital flows are expected to remain stable in 2020. 
China will also continue to enhance the market-based 
exchange rate formation mechanism, maintain the 
flexibility of RMB exchange rate, leverage the role of 
the exchange rate in macroeconomic adjustment and 
its role as an automatic stabilizer for international 
payment, and guarantee the reasonable stability of 
RMB exchange rate at a balanced level. As the future 
of the Sino-US trade dispute is still uncertain and the 
Korean-Japan trade dispute has resumed, capital has 
accelerated to leave the Korean capital market, 
causing the Korean won to depreciate against the US 
dollar.  

The reason for the sharp depreciation of the 
Uzbekistani Som against the US dollar is that the 
inflation rate was high and the Central Bank of 
Uzbekistan lifted restrictions on the fluctuation range 
of the exchange rate of Som, allowing the Som 

exchange rate to float freely, thus causing Som to 
depreciate dramatically. In addition, geopolitical risks 
in the Middle East have risen and Turkey intervened in 
the Syrian and Libyan wars, triggering the US to 
impose economic sanctions on Turkey, which has also 
led to a sharp depreciation of the Turkish lira against 
the US dollar. The Thai baht has appreciated 
significantly against the US dollar. On the one hand, 
Thailand’s current account has continued to show a 
surplus since September 2014, indicating that 
Thailand’s net assets and overseas investments have 
constantly increased; on the other hand, the 
possibility has been raised that the international credit 
rating agencies Fitch and Moody’s would upgrade 
Thailand’s sovereign credit rating from BBB+ to A- in 
the next 12 months, leading to a large inflow of 
international capital. 

1.6.3  Polarized Bond Yields 

There is a large difference in the yields of government 
bonds in Asian economies. According to Wind 
database and Investing’s financial statistics, Asian 
economies with 10-year government bond yields of 
more than 5% include Turkey, Pakistan, Bangladesh, 
Indonesia, India, Jordan, and the Philippines; Japan’s 
10-year government bond yield is the lowest, basically 
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remaining negative. Seen from the monthly data in 
2019, Turkey’s 10-year government bond yield was 
the highest, in the range of 12.0%-19.0%; followed by 
Pakistan’s 10-year government bond yield, between 
11.0% and 14.1%. Japan’s 10-year government bond 
yield was negative except for January, which was zero, 
and reached -0.28% in August. China’s 10-year 
government bond yield is relatively stable, basically 
hovering around 3.1%. 

Government bond yields are closely related to 
interest rates and inflation. Due to the tensions in the 
Middle East and the high inflation rate, the Turkish lira 
has depreciated sharply. In order to attract investors to 
Turkish assets, Turkey’s government bond yield 
remained high, reaching 18.95% in April 2019. 
Although it dropped as the central bank lowered 
interest rate, it still reached 12.0% in December. Due 
to the rising electrical prices and the depreciation of 
rupee, Pakistan’s inflation rate reached 7.34% in the 
2018-2019 fiscal year, setting a new high in the past 
five fiscal years, which in turn boosted its government 
bond yield. “Abenomics” stimulus policies include an 
increase of 50 trillion yen in long-term government 
bond purchase, an increase in the purchase of risky 
assets such as Exchange-Traded Funds (ETFs) and 
Japan Real Estate Investment Trust (REIT), an 
extension of the period of government bond to 7 
years from less than 3 years, and a suspension of the 
“Central Bank Note Rules”, etc. Japan’s implementation 
of the ultra-easy monetary policy along with the 
ensuing negative interest rates resulted in the 
negative government bond yield. 

The Chinese bond market is relatively attractive 
in terms of yield. The yield on Chinese 10-year 
government bonds in 2019 basically remained at 
around 3.1%, which was 1.3 percentage points higher 
than the yield on the US government bonds of the 
same maturity. Especially as interest rates around the 
world are generally low, the comparative advantages 
of China’s bond assets have become more 
prominent, and foreign funds have continued to 
increase their holdings of financial assets such as 
Chinese bonds. In 2019, foreign investors’ net 
holdings of Chinese bonds increased by approximately 
USD86.6 billion. As of the end of December 2019, the 
balance of bonds held by overseas institutions and 

———————————————————————— 
1 Colliers International. Asia Market Outlook 2020, January, 2020. 

individuals had reached RMB2.26 trillion, indicating 
that foreign investors were confident of the quality 
development of Chinese economy. Due to the 
spread of the COVID-19 global pandemic and the 
volatility in the international financial market, the 
yields of 10-year government bonds in major 
economies have hit record lows. China’s 10-year 
government bond yields have also declined, but will 
remain relatively stable in 2020. 

1.6.4  Overall Stable Real Estate Prices 

Real estate markets in Asian economies have operated 
relatively steadily. Of the 13 Asian economies with 
quarterly statistics in the CEIC database, 9 saw an 
increase in real estate market prices, including China, 
India, Israel, Japan, Malaysia, the Philippines, Singapore, 
the Republic of Korea, and Thailand; 4 saw a decrease 
in real estate market prices, including Hong Kong 
Special Administrative Region of China, Indonesia, 
Turkey and United Arab Emirates. Individual economies 
underwent considerable fluctuation in real estate 
market prices. Due to the complex situation in the 
Middle East and the US sanctions, the real residential 
property price index in Turkey dived by 13.94% and 
13.74% in the first two quarters of 2019 respectively. In 
comparison, due to strong consumer demand and 
the expanding scale of infrastructure construction, 
the Philippines maintained good momentum of 
economic growth. In the first two quarters of 2019, its 
real residential property price index surged by 15.03% 
and 16.71% respectively. Real estate investment in 
major cities in Asia declined slightly. According to the 
Asia Market Outlook 2020 1  published by Colliers 
International, although the total investment in the real 
estate market in Asia dropped by 13% from January to 
September in 2019 due to various factors such as the 
overall economic slowdown, the Sino-US trade frictions, 
and chaos in Hong Kong Special Administrative 
Region of China, etc., the total investment in the real 
estate market in the top ten cities in Asia fell by only 
3%. Real estate markets in several Asian cities 
including Singapore, Tokyo, Japan, and Shanghai, 
China remain attractive to investors. 

Amid the downward pressure on economy and 
under the guideline of “no property speculation”, 
China’s real estate market in 2019 generally remained 
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stable. According to the data from the National 
Bureau of Statistics, the unit price of commercial 
housing in China in 2019 was RMB9310.26 per square 
meter, a year-on-year increase of 6.56%; the investment 
in real estate development was RMB13.2 trillion, an 
increase of 9.9%; the construction area by real estate 
development enterprises was 894.4 trillion square 
meters, an increase of 8.7%; new housing construction 
area was 22.7 trillion square meters, an increase of 
8.5%; completed housing construction area was 9.6 
trillion square meters, an increase of 2.6%. The sales of 
new houses in China’s core cities are stable and the 
stock in third- and fourth-tier cities still lasts. The 
growth rate of land purchase area has continued to 
ratchet up and housing enterprises’ investment has 
maintained a double-digit growth rate. However, the 
growth rate of new construction area remained low, 
office inventory rose instead of falling, and the 
demand for housing purchase in some cities has not 
yet been fulfilled. Overall, China’s real estate market 
has preliminarily entered a stable and healthy state of 
development. As China and the US reached the first-
stage agreement on economic and trade disputes, 
the international trade situation has eased and the 
economic prospects in Asia have improved. Coupled 
with the easing of the global monetary environment 
and China’s planning of new megacity clusters, 
the real estate markets in China’s Shenzhen and 
Guangzhou may outperform national average and 
even the average of Asian cities. 

In addition, fueled by cross-border capital, the 
investment in Singapore’s real estate market is 
sizeable. Especially in the first half of 2019, the 
transaction volume of the property market surged 
and the market of office building absorbed a large 
amount of excess supply, becoming one of the few 
markets whose transaction volume rose drastically.1 
The ultra-easy monetary policy promoted by “Abenomics” 
has brought Japan a record low interest rate, making 
Japan’s economy with the lowest lending costs in the 
Asia-Pacific region. The ensuing abundant liquidity 
made Tokyo’s real estate have the second best 
performance in Asia, only next to Singapore. This 
reflects that investors prefer large and robust regional 
markets with abundant liquidity. Benefiting from the  

strong economic growth caused by the relocation of 
Chinese manufacturing industries and the demographic 
dividend brought by a good demographic structure, 
the real estate market in Ho Chi Minh, Vietnam began 
to find favor with investors. In comparison, the chaotic 
situation in Hong Kong Special Administrative Region 
of China, which has lasted for nearly half a year, has not 
only negatively affected its retail and tourism industries, 
but also directly impacted the prospect of its real 
estate investment. 

1.6.5  Low Systemic Bank Risks 

The banking system of Asian economies as a whole is 
relatively healthy and the possibility of systemic risks 
is relatively low. According to the World Bank Group 
(WBG) statistics, compared with 2017, the rate of non-
performing loans (NPL) in 17 economies declined in 
2018, and that in 11 economies increased (see Table 
1.3). Specifically, Lebanon, Bangladesh and Sri Lanka 
saw a biggest growth in non-performing loan ratio, up 
by 4.6 percentage points, 1.0 percentage point, and 
0.9 percentage point respectively. China, the Philippines, 
and Uzbekistan saw a slight increase in non-
performing loan ratio, all up by 0.1 percentage point. 
Thailand witnessed the smallest rise in non-
performing loan ratio, up by about 0.01 percentage 
point. Afghanistan, Kazakhstan, and Maldives saw a 
large decline in non-performing loan ratio, down by 
3.3 percentage points, 1.9 percentage points, and 1.6 
percentage points respectively. Kyrgyzstan, Cambodia, 
Malaysia, Singapore, Georgia, Nepal, Hong Kong 
Special Administrative Region of China, and Israel saw 
a slight decrease in non-performing loan ratio, all 
down by 0.1 percentage point. In 2018, with the 
exception of Lebanon, the non-performing loan ratios 
of the banking system in other economies were all 
below the international alert level of 10%, which 
indicated that the Asian banking system as a whole 
had been operating stably and the probability of a 
systemic default risk was relatively small. Nevertheless, 
considering the loose monetary environment brought 
by global low or negative interest rates, Asian 
economies should take precautions in 2020, strengthen 
internal control and external supervision of bank risk, 
and enhance the ability of the banking industry to 
resist risks. 

———————————————————————— 
1 Urban Land Institute (ULI), Price Waterhouse Coopers (PwC). 

Emerging Trends in the Asia-Pacific Real Estate Market in 2020, 
November 2019. 
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Table 1.3  Non-performing Loan Ratios in Selected Asian Economies, 2015-2018 (%) 

Economies 2015 2016 2017 2018 

Lebanon 4.2 4.9 5.7 10.3 

Bangladesh 8.4 8.9 8.9 9.9 

India 5.9 9.2 10.0 9.5 

Maldives 14.1 10.6 10.5 8.9 

Afghanistan 12.1 11.1 12.2 8.9 

Pakistan 11.4 10.1 8.4 8.0 

Kazakhstan 8.0 6.7 9.3 7.4 

Kyrgyzstan 6.7 8.5 7.4 7.3 

Bhutan 6.6 7.2 8.4 7.0 

United Arab Emirates 5.2 5.3 5.3 5.6 

Armenia 7.9 6.7 5.4 4.8 

Brunei 4.0 4.7 3.7 3.9 

Turkey 3.0 3.1 2.8 3.7 

Sri Lanka 3.2 2.6 2.5 3.4 

Thailand 2.7 3.0 3.1 3.1 

Georgia 2.7 3.4 2.8 2.7 

Indonesia 2.4 2.9 2.6 2.3 

Cambodia 1.6 2.1 2.1 2.0 

Saudi Arabia 1.2 1.4 1.6 2.0 

China 1.7 1.7 1.7 1.8 

The Philippines 1.9 1.7 1.6 1.7 

Kuwait 2.4 2.2 1.9 1.6 

Nepal n/a 1.7 1.7 1.6 

Malaysia 1.6 1.6 1.5 1.5 

Singapore 0.9 1.2 1.4 1.3 

Uzbekistan 1.5 0.7 1.2 1.3 

Israel 1.8 1.6 1.4 1.2 

Hong Kong SAR, China 0.7 0.9 0.7 0.5 

Vietnam 2.3 2.3 1.8 n/a 

Korea, Republic of 0.5 0.5 0.4 n/a 

Note: Non-performing loan ratio = non-performing loans × 100% / total loans, which is the amount of non-performing loans divided by the 

amount of outstanding loans (including non-performing loans before deducting special loan loss provisions). The data in the table are 

sorted based on 2018 data. Among them, the data are unknown for the countries and regions including Japan, Qatar, Tajikistan, Yemen, 

Iraq, Iran, Mongolia, Laos, Palestine, Syria, Myanmar, Oman, Turkmenistan, Jordan, Azerbaijan, Bahrain, the Democratic People’s 

Republic of Korea, Timor-Leste, Taiwan Province of China, and Macao Special Administrative Region of China. n/a means that the data 

is unknown. 

Source: World Development Indicators (WDI) of World Bank Group, October 2019. 
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2.1  The China-US Phase-one 
Economic and Trade Agreement 

On January 15, 2020, US President Trump and Chinese 
Vice Premier Liu He, who is also the chief of the 
Chinese side of the China-US comprehensive 
economic dialogue, jointly signed the China-US 
phase-one economic and trade agreement at the 
White House, a key step in China-US Trade 
negotiations. To a certain extent, it has eased the 
tension between the two countries since the trade 
frictions between China and the United States 
occurred in the past two years. The China-US phase-
one economic and trade agreement proposes a series 
of specific requirements about the economic and 
trade behaviors and future policies between China 
and the United States in the fields of intellectual 
property, technology transfer, food and agricultural 
products, financial services, exchange rates and 
transparency, expanded trade, bilateral assessments 
and dispute settlement. 

Since March 22, 2018, US President Trump has 
imposed tariffs on Chinese imports worth a total of 
USD60 billion in accordance with Article 301. China-
US trade has experienced continuous friction for 
nearly two years. After several rounds of tariff 
escalations and multiple negotiations and negotiations, 
the phase-one economic and trade agreement was 
finally reached. This contributes to the stable 
development of China-US relations and is good news 
for the world economy. The Washington Post pointed 

out that the US President’s approval of the agreement 
had raised hopes that a trade conflict of more than 20 
months might be truce. The president of the 
International Monetary Fund, Georgieva, pointed 
out that the signing of the phase-one agreement 
between China and the United States had reduced 
the cost to the global economy by 0.3%. 

“Fulfilling commitments” and the second phase 
of trade negotiations have become global priorities. 
China and the United States have clarified the 
implementation framework of the agreement and 
have begun the second phase of negotiations. On 
February 14, 2020, China and the United States agreed 
to implement a policy of reducing or exempting some 
tariffs. On February 25, 2020, US Secretary of Agriculture 
Sonny Perdue and United States Trade Representative 
Robert Lighthizer announced progress in the imple-
mentation of the US-China Phase One Economic and 
Trade Agreement, saying that they had seen positive 
results achieved and were encouraged by the 
progress made. The actions China has taken include: 
signing a protocol that allows the importation of US 
fresh chipping potatoes; lifting the ban on imports of 
US poultry and poultry products, including pet food 
containing poultry products; lifting restrictions on 
imports of US pet food containing ruminant material; 
updating lists of facilities approved for exporting 
animal protein, pet food, dairy, infant formula, and 
tallow for industry use to China; updating the lists of 
products that can be exported to China as feed 
additives; and updating an approved list of US 
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seafood species that can be exported to China.1 On 
March 10, US Secretary of Agriculture Sonny Perdue 
announced the progress of China’s continued effort in 
implementing the US-China Phase One Agreement. The 
most recent actions China has taken include: signing 
a protocol that allows the importation of fresh 
California nectarines; conditionally lifting a ban on 
imports of beef and beef products from animals over 
30 months of age; and updating lists of facilities 
approved for exporting dairy, infant formula, seafood, 
and fish oil and fish meal; and adding new tariff 
exclusions of US hardwood products. China’s new 
tariff exclusion process went into effect on March 2 
and importers can now apply for exclusions from 
retaliatory tariffs.2 

Although China has recently been affected by 
COVID-19, China has promised to continue to 
implement the agreement. China’s State Councilor 
and Foreign Minister Wang Yi said that China has 
always been a country that keeps its promises. Once it 
agrees to do something, China will make it happen. 
That said, the US’ latest measures to comprehensively 
restrict people-to-people exchanges between the 
two countries due to COVID-19 pandemic have 
objectively impeded the implementation of the 
agreement.3 It is advised that the United States take 
into account the recommendations made by the 
WHO and lift unnecessary travel and trade restrictions, 
because smooth implementation of the Phase-One 
Agreement is necessary for providing a favorable 
external environment for negotiations on the Phase 
Two Agreement. 

The easing of the China-US trade conflict has a 
profound impact on global growth prospects, the 
construction of global value chains and the 
integration of Asia. The two countries should go in the 
same direction. It is important to implement the 
Phase-One agreement and securely advance the 
second phase of negotiations. 

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

2020/february/usda-and-ustr-announce-progress-implementation- 
us-china-phase-one-agreement. 

2 https://china.usembassy-china.org.cn/zh/usda-announce-continued- 
progress-on-implementation-of-china-phase-one-agreement-zh/. 

3 Wang Yi: I hope that the United States will create the conditions 

2.2  The Signing of US-Japan 
Digital Trade Agreement 

As economic globalization moves forward, international 
trade relations have become closer than ever. Drastic 
changes are taking place in international trade, thanks 
to the rapid development of information and 
communications technology, which is driving the 
world into the fourth wave of globalization featuring 
digital trade. 4  Digital trade will not only have a 
significant impact on the global industrial, value and 
supply chains, but also pose new challenges to the 
international division of labor, trade landscape, 
international rules, and global governance. 

The US-Japan Digital Trade Agreement (the 
“Agreement”) signed by the United States and Japan 
in October 2019 has aroused widespread attention in 
the international community. The Agreement is the 
most comprehensive and highest-standard trade 
agreement ever formulated since the two countries 
started negotiations on removing digital trade 
barriers. It contains terms such as ensuring non-
discriminatory treatment of digital products, ensuring 
that data can be transferred across borders, by all 
suppliers, including financial service suppliers, and 
prohibiting the adoption of data localization 
measures to restrict data storage. Specifically, the 
Agreement stipulates to prohibit the application of 
customs duties to digital products distributed 
electronically, such as software, e-books, videos, 
games and music; to not restrict digital data 
transactions in principle; for protection or security 
purposes, to prohibit the government from forced 
disclosure of proprietary computer source codes and 
algorithms that may affect software performance, 
when companies import or sell digital products, in 
order to limit the government’s ability to obtain 
source codes from digital service providers; and to not 
put the setup of servers or data centers, or the 
realization of localized data, including data of the 
financial services industry, as the preconditions for 
market access. The Agreement also draw upon the 

needed for implementing the China-US phase-one economic and 
trade agreement, https://www.fmprc.gov.cn/web/wjbzhd/t17 45226. 
shtml. 

4 China Academy of Information and Communications Technology 
(CAICT). White Paper on the Development and Impact of Digital 
Trade (2019), December 2019. 
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Communications Decency Act of 1996 (CDA) to 
formulate provisions to prevent large US IT companies 
from being involved in lawsuits. That is, even if users 
upload problematic contents, the platforms can be 
indemnified from litigation. For example, “No provider 
of a social networking service (SNS) shall be treated as 
the publisher of any information provided by another 
information content provider”. This term effectively 
protects companies like Facebook, Twitter, and 
YouTube from litigation. Overall, the Agreement is in 
line with the Internet development model of the US 
and consistent with its goal of setting global Internet 
and e-commerce rules. 

When entering into force, the Agreement will 
have a significant impact on the global digital 
economy and digital trade. First of all, it will enable a 
closer US-Japan relationship. The “America-first” trade 
policy and protectionism measures promoted by the 
Trump administration have led to disputes in 
international trade, including with Japan, a long-
standing ally of the US. In this context, the two 
countries started a new round of negotiation on tariffs 
of agricultural products, automobiles and industrial 
products, and struck a trade agreement in September 
2019. The digital trade agreement reached by the two 
parties and the specific steps to promote digital trade 
are worthy of special attention. Involving a USD40 
billion digital trade commitment between the two 
countries, the Agreement will greatly expand the two 
countries’ trade in services and cutting-edge products. 
The signing of the Agreement will further consolidate 
and strengthen the political and economic relations 
between the United States and Japan, in addition to 
mitigating the frictions between the two countries in 
traditional trade. Second, it provides an excellent 
example for bilateral negotiations. Clauses similar to 
those in the Agreement have been included in 
bilateral trade agreements of the US with other trade 
partners. That is, the Agreement is becoming an 
important reference for US’ digital trade negotiations 
with other economies. For example, similar provisions 
have been added to the United States-Mexico-Canada 
Agreement (USMCA), which is supposed to replace the 
North American Free Trade Agreement (NAFTA). After a 
study of the USMCA’s updated rules in digital trade, 

———————————————————————— 
1 Meltzer, J. P. Governing Digital Trade. World Trade Review, 

2019, 18(S1): 1-26. 

which cover data localization, Meltzer (2019) found 
that the new Agreement did not require companies 
to provide source codes as a condition for market 
access.1 The United States has also proposing to use 
the above clauses as a reference in trade negotiations 
with the European Union, but considering that the EU 
is strengthening controls on American IT giants, the 
proposal may not be accepted by the EU anytime 
soon. Third, it may become a new benchmark for 
international rules in digital trade. The signing of the 
Agreement indicates the intention of the United 
States and Japan to play a leading role in the 
development of international rules in digital trade, as 
part of an effort to strengthen their control and say in 
the development of new rules. The Agreement is 
essentially an upgraded version of the Trans-Pacific 
Partnership Agreement (TPP) in the field of digital 
economy. TPP’s provisions on cloud computing and 
financial technology are still subject to negotiations, 
while the Agreement includes stricter rules to prohibit 
taxation on cross-border downloads of digital 
products and localized data. Therefore, it may serve as 
an example for WTO members to negotiate in the field 
of digital economy. 

 

2.3  Economic Slowdown in 
Emerging Economies 

In 2019, emerging markets experienced economic 
slowdown in Asia and beyond. IMF data show that 
from 2018 to 2019, the real GDP growth rate of 
emerging markets and developing economies in the 
world fell from 4.5% to 3.7%, and that in Asia dropped 
from 6.4% to 5.6%. The drop was particularly obvious 
for major emerging economies in Asia: India fell from 
6.8% to 4.8%, China from 6.6% to 6.1%, the five major 
ASEAN countries2 from 5.2% to 4.7%, Iran from -4.8% 
to -9.5%, Saudi Arabia from 2.4% to 0.2%, and Turkey 
from 2.8% to 0.2%. 

There are three reasons for the economic 
slowdown in emerging economies: short-term shocks, 
cyclical factors that mainly affect the medium-term, 
and structural factors that affect the long-term. Short-
term shocks include the uncertainties in trade policies 
brought by international trade frictions, financial 

2 That is, Indonesia, Malaysia, the Philippines, Thailand and 
Vietnam included in the IMF statistics. 
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sanctions, and geopolitical tensions, which will affect 
the finance and real economy in Asia and beyond for 
a period of time. These shocks constitute one of the 
major reasons for the short-term economic slowdown, 
if not substantial shrinkage, of China, Iran, Turkey, 
Saudi Arabia, among other economies. As the 
uncertainties gradually dissipate, the pressure of 
economic slowdown caused by short-term shocks 
will likely be mitigated. 

Cyclical factors refer to that since the 2008 global 
financial crisis, the global economy as a whole has 
been slowing down simultaneously. In its October 
2019 report, the IMF stated that “the global economy 
is in a synchronized slowdown, with growth for 2019 
downgraded again—to 3 percent—its slowest pace 
since the global financial crisis. This is a serious climb 
down from 3.8 percent in 2017, when the world was 
in a synchronized upswing.”1 In January 2020, the IMF 
once again revised its estimate of the 2019 growth 
rate to 2.9%.2  This cyclical downturn of the global 
economy will exert pressure on the growth of 
emerging economies, but generally, the pressure will 
be eased with the adjustment of the behaviors of 
micro-economic entities and the reallocation of 
capital and labor, among other resources. 

The emerging economies are also faced with 
structural economic slowdown. In other words, in the 
long-term economic growth of a country, the decline 
in growth rate as the size of economy expands seems 
to be inevitable. In particular, when the country’s per 
capita GDP stands on the USD10,000 level, it will 
become increasingly difficult to maintain a relatively 
high growth rate. The declining growth rate of 
emerging economies represented by China in recent 
years deserves our vigilance. From 2012 to 2019, China 
saw one of the greatest declines of economic growth 
rate among the economies with a GDP exceeding 
USD one trillion. In particular, China’s economic 
growth rate dropped by 1.8 percentage points, 
second only to Mexico, Russia, and Australia, which 
dropped by 2 percentage points. 

After a period of rapid economic growth, it is 
important to avoid a substantial downturn. The 
pursuit of quality development also requires a certain 

———————————————————————— 
1 IMF. World Economic Outlook: Global Manufacturing 

Downturn, Rising Trade Barriers, October 2019. 

growth rate as the bottom-line to provide leeway for 
economic restructuring and upgrade. History shows 
that it is possible to maintain or even increase the 
potential growth rate, and control the pace of long-
term slowdown. If we take the average long-term 
growth rate as an estimate of the potential growth 
rate, the following conclusions can be drawn from the 
long-term development trajectories of other economies. 
First, as a nation develops economically, the potential 
growth rate does not necessarily have to follow the 
path of stepped downturn, as there may be fluctuations 
along the way. For example, the average real GDP of 
the UK in the 1950s was 3.2%, and rose to 3.4% in the 
1960s. Although it fell to 2.6% in the 1970s, it 
rebounded to 2.7% in the 1980s. The US also rose from 
4.2% in the 1950s to 4.5% in the 1960s, and rebounded 
from 3.1% in the 1980s to 3.2% in the 1990s. Second, 
the stages of medium-to-high-speed and medium-
speed growth can last for decades. After World War II, 
the UK maintained 2 decades of over 3% growth (ten-
year average), and 3 decades of 2%-3% growth. The 
United States maintained 2 decades of over 4% 
growth, and 3 decades of 3%-4% growth. France 
maintained 3 decades of over 4% growth, and 2 
decades of 2%-3% growth. The Republic of Korea 
maintained 5 decades of over 6% growth, then one 
decade of 5% growth and one decade of 3% growth. 

The potential growth rate is affected by 
institutional arrangements and technologies, among 
other factors. If the external environment that 
facilitates economic growth in emerging economies 
such as China could remain stable, and reforms for 
institutional optimization and technological progress 
could pan out, there may be space for output increase, 
given labor, capital and other factors are optimally 
allocated. There is possibility for the potential growth 
rate to rebound in a certain period in the future. With 
the help of the newly-built database on structural 
reforms, the IMF found that “much scope remains for 
further reforms in domestic and external finance, 
trade, labor and product market regulations, and 
governance in these economies, especially in low-
income developing economies... for a typical 
economy, major simultaneous reforms across these 

2 IMF. World Economic Outlook: Tentative Stabilization, Sluggish 
Recovery? January 20, 2020. 
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areas could add 1 percentage point to growth over 5–
10 years, roughly doubling the speed of convergence.”1 
Overall, through institutional reform and technological 
innovation, it is still possible for emerging economies 
to maintain moderate growth in a relatively long 
period of time. 

 

2.4  High-quality Infrastructure 
Construction Facilitated by the 
Belt and Road Initiative 

Thanks to the framework of the Belt and Road 
Initiative, China has strengthened policy and strategy 
alignment with participating states. These efforts in 
turn have promoted the materialization of the Belt 
and Road Initiative. As of 2019, China has signed 
cooperation documents with 137 countries under the 
framework of the Belt and Road Initiative, which 
account for 69.4% of the world’s total. Among them, 
37 countries are situated in Asia, accounting for 80.4% 
of Asia’s total. In April 2019, 38 heads of state or heads 
of government, as well as the Secretary-General of the 
UN and the President of the IMF, attended the Leaders’ 
Roundtable of the Second Belt and Road Forum for 
International Cooperation. At the forum, more than 
100 bilateral and multilateral cooperation documents 
were signed by and between relevant countries and 
international organizations with China, in the fields of 
trade, transportation, taxation, auditing, science and 
technology, culture, think tank, media, among others. 
These documents laid a new foundation for international 
and regional cooperation. 

As efforts to pursue high-quality development, 
as underscored by the Belt and Road Initiative, 
continue, the role of infrastructure has become 
increasingly prominent in promoting Asia’s economic 
development. High-quality infrastructure connectivity 
serves to reduce the cost of transactions of goods, 
funds, information, and technologies, and promote 
the optimal allocation of resources. Over the past year, 
under the framework of promoting international 
cooperation throngh the Belt and Road Initiative, 
new progress has been made in various areas 
concerning Asian infrastructure connectivity, including 
railways, highways, shipping, aviation, energy, and 

———————————————————————— 
1 IMF. World Economic Outlook: Global Manufacturing Downturn, 

communications. In terms of railways, major progress 
has been made in the construction of key projects 
such as the China-Laos Railway, China-Thailand 
Railway, and Jakarta-Bandung High-speed Railway. 
China and relevant parties have also jointly planned 
and promoted construction projects such as the 
eastern section of the Pan-Asia Railway, the upgrading 
and reconstruction of Pakistan Railway Main Line 1, 
China-Kyrgyzstan-Uzbekistan Railway, and China-
Nepal Railway. In terms of highways, albeit the 
imbalance in the level of development and 
cooperation among the regions along the Belt and 
Road, there are some highlights of regional 
cooperation featuring significantly improved capacity 
of highways and convenience of customs clearance. 
The China-Mongolia-Russia, China-Kyrgyzstan-Uzbekistan, 
and China-Vietnam highways have enabled direct 
point-to-point transportation, thereby underpinning 
China’s efforts to enhance road connectivity between 
China and its neighboring countries. In terms of 
shipping, continued progress has been made in the 
construction of ports, as well as cooperation in 
shipping. The Gwadar Port in Pakistan, Hambantota 
Port in Sri Lanka, and Khalifa Port in the UAE are either 
under construction or operation, which are supposed 
to bring tangible benefits to their surrounding areas. 
As of April 2019, China has signed 38 bilateral and 
regional shipping agreements with 47 countries along 
the “Belt and Road”. In terms of aviation, China has 
signed bilateral aviation agreements with 126 
countries and regions. Since the Belt and Road 
Initiative was put forward, China has opened more 
than 1,200 new international air routes with countries 
and regions along the “Belt and Road”, accounting for 
70% of the total number of newly-opened international 
routes around the world in the same period. In terms 
of energy, cooperation agreements have been 
reached in fields such as electric power, oil and gas, 
coal, nuclear power, and new energy sources. In 
particular, breakthroughs have been made in the 
construction of oil and gas pipelines. By far, the Central 
Asia-China gas pipeline is running steadily, and the 
China-Myanmar oil and gas pipelines have been fully 
connected. The eastern section of the China-Russia 
gas pipeline is scheduled to start operation by the end 

Rising Trade Barriers, October 2019, p. 93. 
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of 2019. In terms of communications, the China-
Kyrgyzstan-Tajikistan-Afghanistan Silk Road Fibre 
Optic Cable project has been launched and steadily 
advanced. On top of that, China has been actively 
promoting the construction of cross-border fibre 
optic cable networks with Myanmar, Pakistan, 
Kyrgyzstan, and Russia. 

Over the past year, significant progress has been 
made in the development of the six economic 
corridors connecting all ends of the Eurasia continent, 
i.e. the China-Mongolia-Russia Economic Corridor, the 
New Eurasian Land Bridge, China-Central Asia-West 
Asia Economic Corridor, China-Indochina Peninsula 
Economic Corridor, China-Pakistan Economic Corridor 
and Bangladesh-China-India-Myanmar Economic 
Corridor. Regarding the development of the China-
Mongolia-Russia Economic Corridor, the fifth meeting 
between the heads of state of China, Russia, and 
Mongolia was held in Bishkek, Kyrgyzstan in June 
2019, when the following key areas of cooperation 
were identified: facilitation of customs clearance, 
transformation and upgrading of key ports, transportation 
connectivity, cooperation in energy and finance, and 
construction of regional power networks. Regarding 
the development of the New Eurasian Land Bridge, as 
of September 2019, China had signed cooperation 
documents with 24 countries along the “Belt and 
Road”. As of the end of May 2019, a cumulative 
number of over 16,000 trains had started to operate, 
connecting China with more than 100 cities in 16 
countries along the route. The days when more 
outbound trains were arranged than inbound trains 
had gone, and basically for each outbound train, there 
is a returning trip arranged. Thus the operating 
efficiency and benefits have been substantially 
improved. Regarding the development of the China-
Central Asia-West Asia Economic Corridor, China has 
signed bilateral road transport agreements with 
Kazakhstan and Uzbekistan, and multilateral agreements 
with Pakistan, Kyrgyzstan, Kazakhstan, Russia, and 
Uzbekistan. As a result, infrastructure conditions have 
been greatly improved in Central Asia and West Asia. 
Regarding the development of the China-Indochina 
Peninsula Economic Corridor, the entire Kunming-
Bangkok Expressway has been open to operation; the 
China-Laos Railway has entered the track laying stage; 
the China-Thailand Railway has completed the first 

phase of engineering design; the China-Myanmar 
natural gas pipeline and the China-Myanmar crude oil 
pipeline, and the China-Myanmar, China-Vietnam 
cross-border fiber optic cable projects are in sound 
operation. Regarding the development of the China-
Pakistan Economic Corridor, progress has been made 
in the Gwadar Port Construction and Operation Project, 
the Karakoram Highway Phase II Reconstruction and 
Expansion Project (Thakot- Havelian Section), Peshawar-
Karachi Motorway (Multan-Sukkur Section), Lahore 
Orange Line Rail Transit, Port Qasim Coal Power 
Project, Sahiwal Coal Power Project, among other 
major projects. Some have already brought tangible 
benefits to the Pakistanis. For example, as of 2018, the 
phase I and II of the Qasim coal power plant and the 
Sahiwal coal power plant had generated a total of 
more than 21.5 billion kwh of electricity, effectively 
alleviating the power shortage in Pakistan; the 
operation of the Qasim coal power plant had 
generated a tax revenue of USD167 million; more than 
10 Chinese and Pakistani enterprises had been 
admitted to the Gwadar Free Zone, covering logistics, 
fishery, grain and oil, commerce and trade, finance, 
among other industries. For the development of the 
Bangladesh-China-India-Myanmar Economic Corridor, 
the China-Myanmar Economic Corridor serves as a 
guiding example. In April 2019, China and Myanmar 
signed a list of early harvest projects, and a 
cooperation plan for the China-Myanmar Economic 
Corridor, which identified the direction for pragmatic 
cooperation between the two countries. 

 

2.5  Phased Progress in RCEP 
Negotiations 

The present setback of economic globalization and 
the rise in protectionism have repeatedly upset 
reforms in global multilateral mechanisms represented 
by the WTO. In this context, the need and importance 
of strengthening regional and sub-regional cooperation 
have become all the more prominent. This is how the 
Regional Comprehensive Economic Partnership 
Agreement (RCEP) comes into being. The RCEP is a 
proposed framework agreement concerning free 
trade in the Asia-Pacific region, and the embryonic 
form of the world’s largest free trade area, with the 
“ASEAN+6” arrangement as the foundation. RCEP 
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aims to integrate the existing bilateral free trade 
agreements in the region, as part of an effort to 
remove tariff and non-tariff barriers to trade, and 
promote intra-regional economic cooperation and 
flow of goods and capital. 

In 2011, Malaysia put forward the idea of 
establishing an RCEP agreement, which was unani-
mously adopted by the 10 ASEAN countries at the 
ASEAN Summit, and later was endorsed by major 
countries in the region, including China, Japan, the 
Republic of Korea, India, Australia, and New Zealand, 
at the economic ministers’ meeting. However, RCEP 
negotiations have progressed rather slowly, due to 
long-standing territorial and political disputes in East 
Asia. The distinctive characters of players in the game 
also dictate that they have different level of 
acceptance for trade liberalization. Some of them 
even have conflicting interests in certain fields of 
trade. 

By 2019, global trade frictions had not shown any 
signs of fundamental improvement, yet the uncertainties 
of the external environment of the region had soared. 
RCEP member states sped up the negotiation process, 
and announced on November 4, 2019 that 15 
member states (except India) had agreed on the full 
text and all substantive contents concerning market 
access, and were striving to officially sign the 
agreement in 2020. India quit the RCEP at the last 
minute for fear of impact to its key industries by the 
influx of foreign goods after signing the agreement. 
India’s exit hindered the process of regional 
integration to a certain degree, but it would not nullify 
the major progress of the RCEP. At a time of critical 
changes to the global trade environment, it is 
undoubtedly important to strengthen regional 
cooperation. At the end of 2019, the trade ministers of 
China, Japan and the Republic of Korea, gathered in 
Beijing for the 12th ministers’ meeting, where they 
reiterated the commitments in the Joint Leaders’ 
Statement on the Regional Comprehensive Economic 
Partnership to promoting the signing of RCEP as 
scheduled in 2020, and expressed willingness to 

———————————————————————— 
1 Global Economy Touches Bottom for New Growth Momentum, 

Bank of China Global Economic and Financial Outlook Report, 
Bank of China Research Institute, 2020. 

2 Shiro Armstrong. More to Australia-Japan security than bilateral 

actively advance China-Japan-Korea free trade 
negotiations based on the RCEP, with an effort to 
proceed towards regional integration. 

The signing of RCEP represents a big step 
towards regional integration by East Asia, a region 
with long-standing historical issues, territorial 
disputes, and subject to the intervention of major 
powers. It also serves to ensure the economic growth 
and stability of the region and beyond. 

First, thanks to its huge size and influence, RCEP 
serves as a strong defense line at the regional level 
against external risks. The newly-reached RCEP 
agreement includes half of the world’s population, 
and one-third of the world’s GDP, and the share of its 
exports in global trade is rising by the year.1 A 2017 
study by the Productivity Commission of Australia 
shows that even if non-participating countries 
(including the US and Europe) increase tariff levels by 
15%, the size of the RCEP is sufficient to ensure that its 
members benefit from the economic liberalization 
measures in place so as to avoid recessions.2 

Second, the signing of the RCEP agreement is 
conducive to regional economic cooperation for 
exploring new driving forces of regional growth. 
Owing to the current global economic slowdown and 
the China-US trade frictions, although most Asia-
Pacific economies see annual economic growth, the 
growth rates are actually declining. The conclusion of 
the RCEP agreement can significantly reduce tariff and 
non-tariff barriers to trade, thereby increasing trade 
freedom among the members. It will help the region 
build comparative advantages and inject new 
momentum into regional economic growth by 
facilitating intra-regional trade and investment. 

Lastly, as unilateralism and protectionism are all 
the rage, RCEP has set an example of mutually 
beneficial international economic and trade cooperation 
for economies around the world. It also has the 
potential to motivate economies in the region and 
beyond to seek economic recovery. RCEP is a 
preliminary attempt on the regional level to mitigate 
the hazard of unilateralism and protectionism. 

defence ties, January 17, 2018, http://www.eastasiaforum.org/ 
2018/01/17/more-to-australia-japan-security-than-bilateral-defence- 
ties/. 
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Boasting the advantages of strong economic 
complementarity among the members, and easiness 
to integration thanks to existing bilateral and 
multilateral consensuses, RCEP will lay the foundation 
for regional economic growth, through facilitating 
regional integration and circumventing external risks. 
Research of the Peterson Institute for International 
Economics (PIIE) on TPP, CPTPP, and RCEP shows that 
although RCEP has had fewer trade barriers removed, 
as compared to TPP, its size will still bring USD201 
billion worth of annual income to its members.1 

When the RCEP agreement enters into force, 
economies in the region will likely benefit from joining 
such a large free trade area. Study shows that if 
Vietnam joins the CPTPP, its real GDP is expected to 
increase by 1.5%, and if it joins the RCEP, the number 
is projected to be 3.3%. If Vietnam joins these two 
organizations simultaneously, its real GDP is estimated 
to increase by 4.2%. 2 Next we will discuss the 
agreement’s impact on the economy and trade for 
major economies in the region. 

A study has shown that RCEP may increase 
China’s GDP growth rate by 0.04 percentage points in 
2020, 0.06 percentage points in 2025, and 0.08 
percentage points in 2030. In addition, joining RCEP 
will partially offset the negative impact of the China-
US trade frictions on China’s GDP growth. According 
to the study’s simulation-based estimation, RCEP will 
increase China’s exports by 1.1 percentage points, and 
imports by 1.5 percentage points in 2030. Relevant 
reports estimate that China will gain approximately 
USD88 billion worth of economic benefits if it joins the 
RCEP and not the TPP. If it joins both, China can still 

obtain USD72 billion worth of economic gains.3 
For Japan which participates in both agree-

ments, it is estimated that the USD96 billion of 
benefits brought by RCEP will be less than the 
USD105 billion brought by TPP,4 but it won’t change 
Japan’s preference to join both agreements, because 
the “dual track” strategy will bring a benefit up to 4% 
of its GDP.5 After its entry into force, if the impact is 
not impacted by sudden factors such as pandemic 
situation and the delay of Olympic Games, Japan’s 
GDP will increase by 0.03 percentage point in 2020, 
0.02 percentage point in 2025 and 0.01 percentage 
point in 2030.6 

Research by the Korea Institute for International 
Economic Policy (KIEP) shows that if RCEP comes into 
effect, the Republic of Korea’s GDP growth rate is likely 
to increase by 0.41%-0.62% within 10 years due to 
lower tariffs on commodities. RCEP will also bring up 
to USD6.8 billion worth of benefits to consumers of 
the Republic of Korea. The Republic of Korea’s 
economy relies heavily on exports. The further 
liberalization of the service industry and other non-
tariff reductions brought by RCEP will have a great 
impact on the Republic of Korea’s economy as a 
whole. 7  Moreover, if the signing of the RCEP 
agreement could stimulate the Republic of Korea 
which is an export-oriented country to sign an FTA 
with Japan, or intensify efforts to promote the signing 
of the China-Japan-Korea Free Trade Agreement, or 
upgrade the free trade agreements with ASEAN 
member countries, it will be good news for the 
Republic of Korea’s economy going forward. 

  

———————————————————————— 
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Annex I  Relief and Stimulus Measures in Response to COVID-19 by Selected 
Asian Economies and Organizations by April 10th, 2020 

Country/ 
International 
Organization 

Fiscal Policies Monetary Policies 
Scale of 

Fiscal 
Policies 

Scale of 
Monetary 

Policies 

Minimum 
Share   

of GDP1 

Cambodia 

On February 25th, the Cambodian 
government issued new measures 
in response to the economic 
distress and ensured workers who 
stopped production receive a 
monthly salary of USD114; 
 
On March 7th, the government 
allocated USD30 million as a 
budget for preventing COVID-19 
in the first half of the year; 
 
On March 18th, Cambodia’s state-
owned Rural Development Bank 
pulled out USD50 million to 
provide preferential loans to SMEs. 

- USD80 
million 

 0.34% 

China 

On February 5th, many places in 
China introduced measures to 
help SMEs “go through financial 
difficulties”, such as temporary 
relief of enterprise social insurance 
premium payment, reduction of 
basic medical insurance premium 
for employees, and delayed 
payment of Housing Provident 
Fund; 
 
On March 27th, the Central 
Government proposed to issue 
“Special Treasury Bonds” to cope 
with the impact of COVID-19 on 
the economy; 
 
On April 1st, Ministry of Finance 
planned to reduce the compre-
hensive rate of financing guarantee 
fee of SMEs to less than 1%; 
 
On April 3rd, Central Government 
allocated RMB7.5 billion to the 
third phase of the national financing 
guarantee fund to support SMEs’ 
loan financing. 

The People’s Bank of China (PBOC) 
launched a total of RMB300 
billion medium-term lending 
facilities for financial institutions 
in January; 
 
On February 3rd, PBOC launched 
the reverse repo operation of 
RMB1.2 trillion; 
 
On February 4th, PBOC released 
RMB500 billion to the market 
through open market operation; 
 
On March 13th, PBOC made a 
targeted reduction in deposit 
reserve ratio and released RMB550 
billion of long-term funds; 
 
On March 16th, PBOC launched a 
one-year MLF operation with an 
operating interest rate of RMB100 
billion at 3.15%; 
 
On March 30th, RMB50 billion 
reverse repurchase operation 
was carried out; 
 
On March 31st, PBOC launched 
RMB20 billion reverse repurchase 
operation; 
 
PBOC cut the interest rate of 
excess deposit reserve of financial 
institutions in the central bank 
from 0.72% to 0.35% starting 
April 7th. 

RMB1.24 
trillion 

RMB1.67 
trillion 2.94% 

———————————————————————— 
1 Estimated based on 2019 GDP figures.  
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 (continued) 

Country/ 
International 
Organization 

Fiscal Policies Monetary Policies 
Scale of 

Fiscal 
Policies 

Scale of 
Monetary 

Policies 

Minimum 
Share   

of GDP 

India 

On March 26th, India’s Finance 
Minister Sitaraman, announced 
policy measures worth 1.7 trillion 
Rupees. 

On March 27th, Central Bank of 
India released USD50 billion in 
liquidity and widened the policy 
interest rate corridor by 65 basis 
points. 

1.7  
trillion  
Rupees 

USD50 
billion 

2.99% 

Indonesia 

On March 13th, the Indonesian 
government announced a USD8.1 
billion economic stimulus plan; 
 
On March 31st, the Indonesian 
government allocated USD24.6 
billion in response to the COVID-
19 at the expense of enlarged 
budget deficit.  

On March 19th, Bank Indonesia 
purchased 6 trillion Rupiah 
government bonds in an auction; 
 
On March 19th, Bank Indonesia cut 
interest rates by 25 basis points; 
 
On March 24th, Bank Indonesia 
purchased government bonds 
worth 165 trillion Rupiah; 
 
On April 1st, Bank Indonesia 
poured 300 trillion Rupiah into the 
market through bond purchase. 

USD24.6 
billion 

471 
trillion 
Rupiah 

6.70% 

Japan 

On March 10th, a financial 
support plan of 430 billion yen 
was formulated; 
 
In the early April, Japan 
announced a 108 trillion yen 
economic stimulus plan, of 
which 39.5 trillion Yen come from 
direct fiscal package. 
 

On March 16th, Bank of Japan 
(BOJ) announced that it would 
keep the benchmark interest rate 
unchanged at -0.1% and maintain 
its 10-year yield target near 0%. 
BOJ also raised its annual ETF 
purchase target from 6 trillion yen 
to 12 trillion yen, raised its REITs 
purchase target to 180 billion yen, 
and would continue to buy more 
commercial paper and corporate 
bonds until the end of September; 
 
On April 3rd, BOJ purchased REITS 
worth 2 billion Yen. 

108.4  
trillion 

yen 

2  
billion 

yen 

19.59% 
(direct 
fiscal 

expenditure 
accounts 

 for 7.14% 
of GDP) 

Korea, 
Republic of 

On March 17th, the Republic of 
Korea’s parliament passed an 
additional budget worth 11.7 
trillion KRW to cope with the 
impact of the new coronavirus 
pandemic; 
 
On March 19th, the Republic of 
Korea launched 50 trillion KRW 
economic stimulus measures; 
 
On March 24th, the Republic of 
Korea announced that it would 
invest 100 trillion KRW to support 
the economic recovery in order 
to eliminate the financial problems 
caused by the pandemic. Among 
them, 48.5 trillion won was 
invested in the financial sector of 
the Republic of Korea, and 51.6 
trillion won was provided to 
small businesses and enterprises. 

On March 18th, Bank of Korea 
(BOK) announced to conduct a 1 
trillion KRW reverse repurchase 
operation on Thursday; 
 
On March 18th, BOK cut the base 
interest rate from 1.25% to 0.75%; 
 
On March 29th, BOK provided 
USD12 billion to the banking 
industry. 

161.7  
trillion 
KRW 

1 trillion 
KRW + 
USD12 
billion 

10.90% 
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 (continued) 

Country/ 
International 
Organization 

Fiscal Policies Monetary Policies 
Scale of 

Fiscal 
Policies 

Scale of 
Monetary 

Policies 

Minimum 
Share   

of GDP 

Kazakhstan 

Kazakhstan announced that the 
total cost of anti-crisis measures 
amounted to over 4 trillion KZT; 
 
These expenses were provided at 
the expense of the state budget 
and guaranteed transfer from the 
National Fund. 

- 
4  

trillion 
KZT 

 6.71% 

Laos 

On March 25th, the Laos 
government provided 100 billion 
LAK to support the development 
of small and medium-sized 
enterprises. 

- 
100  

billion  
LAK 

 0.08% 

Malaysia 

On February 27th, the Malaysian 
government launched a 20 billion 
MYR stimulus in response to 
battling against the COVID-19; 
 
On March 23th, Malaysia increased 
the budget of 500 million MYR for 
the health sector in response to 
the pandemic; 
 
On March 27th, the Malaysian 
government announced an eco-
nomic stimulus plan totaling 250 
billion MYR (USD57.54 billion); 
 
On March 27th, Malaysia invested 
100 billion MYR to provide support 
to enterprises; 
 
On March 27th, Malaysia arranged 
10 billion MYR to distribute cash to 
selected people. 

On March 3rd, Bank Negara 
Malaysia (BNM) cut interest rates 
by 25 basis points to 2.50%; 
 
On March 18th, BNM sold 4 billion 
MYR of government bonds; 
 
On March 19th, BNM cut the 
reserve requirement from 3% to 
2%. 

270 
 billion  

MYR 

4  
billion 
MYR 

20.13% 

Myanmar - 
On April 1st, Central Bank of 
Myanmar cut the benchmark 
interest rate from 9.5% to 8.5%. 

  - 

Pakistan - 

On March 17th, Central Bank of 
Pakistan cut the key interest rate 
by 75 basis points to 12.5%; 
 
On March 24th, Central Bank of 
Pakistan cut the policy interest 
rate to 11%.  

  - 

The 
Philippines 

- 

On March 16th, Bangko Sentral 
ng Pilipinas (BSP) lowered the 
fixed deposit instrument to 100 
billion PHP; 
 
On March 19th, BSP cut the policy 
interest rate by 50 basis points; 
 
On March 24th, BSP cut reserve 
requirement by 200 basis points. 

 
420 

billion 
PHP 

4.56% 
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 (continued) 

Country/ 
International 
Organization 

Fiscal Policies Monetary Policies 
Scale of 

Fiscal 
Policies 

Scale of 
Monetary 

Policies 

Minimum 
Share   

of GDP 

The 
Philippines 

- 

On March 23th, BSP planned to 
buy 300 billion PHP of govern-
ment bonds; 
 
On March 26th, BSP announced a 
plan to pay a 20 billion PHP 
dividend to the government to 
help the government battle the 
pandemic. 

 
420 

billion 
PHP 

4.56% 

Saudi 
Arabia 

On March 20th, Saudi Arabia 
announced that it would imple-
ment a series of measures worth 
USD32 billion in response to the 
impact of the pandemic and the 
oil crisis. 

On March 3rd, Saudi Arabia 
Monetary Authority announced 
that it would cut the repurchase 
rate and reverse repurchase rate 
by 50 basis points. 

USD32  
billion 

 4.55% 

Singapore 

On February 18th, Singapore 
government planned to allocate 
SGD6.4 billion to battle the 
pandemic; 
 
On March 27th, an additional 
SGD48 billion was added to help 
Singaporean overcome the 
pandemic.  

On March 26th, Monetary Authority 
of Singapore provided USD60 
billion to the banking system. 

SGD54.4 
billion  

USD60  
billion 

27.51% 

Thailand 

On March 17th, Cabinet of Thailand 
approved a budget of 18 billion 
THB (about USD560 million) in 
response to the COVID-19 and the 
drought disaster; 
 
On March 24th, the Cabinet of 
Thailand approved a monthly cash 
distribution of 5,000 THB for three 
months. 

On March 20th, Bank of Thailand 
(BOT) cut the interest rate by 25 
basis points to 0.75%; 
 
On March 22nd, BOT set up a 
fund of 70 to 100 billion THB to 
refinance its bonds; 
 
On April 3rd, BOT allocated 480 
billion THB to ease the debt 
pressure of Thai people during 
the pandemic.  

18 
billion  
THB 

550-580 
billion 
THB 

5.33% 

Vietnam 

On April 3rd, Vietnam planned to 
raise the stimulus funds to 180 
trillion VND for enterprises affected 
by the pandemic. 

On March 16th, State Bank of 
Vietnam announced that the 
refinancing rate would be cut by 
100 points to 5%. 

180  
trillion  
VND 

 3.49% 

ADB 

On 18 March 2020, ADB announced a USD6.5 billion initial package to 
address the immediate needs of its developing member countries as 
they respond to the COVID-19 pandemic;  
 
In April, ADB proposed to expand its response by making available 
additional regular ordinary capital resources up to USD13 billion to 
finance countercyclical expenditures and to allocate additional grant 
and technical assistance resources. This will increase the total size of 
ADB’s response package to about USD20 billion. 

USD20 billion  

AIIB 

On February 24, AIIB donated USD1 million to help China fight COVID-19; 
 
In March, AIIB scaled up public health infrastructure investment to 
serve members impacted by COVID-19; 
 
In April, AIIB launched USD5 billion COVID-19 Crisis Recovery Facility. 

Over USD5 billion  

Note: This table was jointly compiled by Research Institute for ASEAN Economy and Boao Forum for Asia Academy.   
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Annex II  Main Economic Indicators of Asian Economies, 2019-2021 

Economies 

GDP Growth 
Rate (%) 

Inflation, 
Average 

Consumer 
Prices (%) 

Unemploy- 
ment  

Rate (%) 

General 
Government 
Primary Net 

Lending/ 
Borrowing, 
Percent of  
GDP (%) 

General 
Government 
Gross Debt, 
Percent of  
GDP (%) 

Current 
Account 
Balance, 

Percent of  
GDP (%) 

2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 

Afghanistan  3.0 -3.0 4.5 2.3 4.7 4.5 - - - -1.0 -4.0 -2.0 7.5 7.7 7.7 13.0 8.6 4.9 

Armenian 7.6 -1.5 4.8 1.4 0.8 2.0 17.7 19.0 18.4 -1.0 -5.0 -2.5 50.0 50.1 49.7 -9.4 -8.2 -8.6 

Azerbaijan  2.3 -2.2 0.7 2.6 3.3 3.2 5.0 5.0 5.0 8.4 -12.8 -9.7 19.7 18.6 16.9 12.8 9.2 -8.2 

Bahrain  1.8 -3.6 3.0 1.0 2.6 2.5 4.0 4.7 3.8 -10.6 -15.7 -11.9 101.7 106.9 111.3 -5.9 -2.9 -9.6 

Bangladesh  7.9 2.0 9.5 5.7 5.5 5.6 - - - -5.2 -6.4 -6.0 34.6 35.3 35.9 -2.6 -2.7 -2.2 

Bhutan 5.3 2.7 2.9 2.6 3.1 3.5 - - - 0.6 -5.5 -5.9 108.6 105.7 101.0 -19.5 -23.1 -21.3 

Brunei  3.9 1.3 3.5 -0.5 0.9 1.0 9.3 9.3 9.3 -10.5 -26.6 -21.6 2.8 2.7 2.7 7.9 4.3 -1.2 

Cambodia  7.0 -1.6 6.1 2.4 1.5 1.9 - - - 0.4 -1.9 -1.7 29.6 30.1 30.6 -11.4 -12.5 -22.2 

China 6.1 1.2 9.2 2.9 3.0 2.6 3.6 4.3 3.8 -6.4 -11.2 -9.6 55.6 60.9 65.4 0.4 1.0 0.5 

Georgia 5.1 -4.0 3.0 4.9 4.6 3.7 11.6 - - -1.8 -7.5 -3.4 50.0 52.0 49.6 -6.8 -5.1 -10.5 

Hong Kong 
SAR, China 

-1.2 -4.8 3.9 2.9 2.0 2.5 3.0 4.5 3.9 -1.5 -6.9 - - - - 3.7 6.3 6.0 

India 4.2 1.9 7.4 4.5 3.3 3.6 - - - -7.4 -7.4 -7.3 69.0 68.5 67.7 -2.1 -1.1 -0.6 

Indonesia 5.0 0.5 8.2 2.8 2.9 2.9 5.3 7.5 6.0 -2.2 -5.0 -4.0 30.3 30.0 29.9 -2.9 -2.7 -3.2 

Iran -7.6 -6.0 3.1 41.1 34.2 33.5 13.6 16.3 16.7 -5.6 -9.8 -7.7 30.7 28.8 28.1 2.1 -0.1 -4.1 

Iraq 3.9 -4.7 7.2 -0.2 0.8 1.0 - - - -0.8 -22.3 -14.7 51.1 51.8 52.9 6.9 -1.2 -21.7 

Israel  3.5 -6.3 5.0 0.8 -1.9 0.5 3.8 12.0 7.6 -3.9 -10.2 -5.9 61.9 62.8 63.5 2.6 3.5 3.5 

Japan 0.7 -5.2 3.0 0.5 0.2 0.4 2.4 3.0 2.3 -2.8 -7.1 -2.1 237.7 237.6 238.4 3.5 3.6 1.7 

Jordan 2.0 -3.7 3.7 0.3 0.2 1.6 19.1 - - -6.1 -6.7 -5.7 94.6 94.1 92.4 -7.0 -2.8 -5.8 

Kazakhstan  4.5 -2.5 4.1 5.2 6.9 6.8 4.8 7.8 5.8 -0.6 -5.3 -2.7 20.8 21.1 21.3 -0.1 -3.6 -6.8 

DPRK - - - - - - - - - - - - - - - - - - 

Korea, 
Republic of 

2.0 -1.2 3.4 0.4 0.3 0.4 3.8 4.5 4.5 0.9 -1.8 -1.6 40.1 43.4 46.4 4.5 3.7 4.9 

Kuwait 0.7 -1.1 3.4 1.1 0.5 2.3 - - - 4.8 -11.3 -14.1 15.2 17.4 25.0 14.5 8.9 -10.2 

Kyrgyzstan  4.5 -4.0 8.0 1.1 10.6 7.2 6.6 6.6 6.6 -0.1 -9.6 -6.4 56.3 55.7 55.5 -12.1 -9.1 -16.6 

Laos 4.7 0.7 5.6 3.3 6.5 4.9 - - - -5.1 -6.2 -5.5 58.0 56.2 55.5 -12.0 -7.2 -10.9 

Lebanon -6.5 -12.0 - 2.9 17.0 - - - - -10.7 -15.3 - 155.1 161.8 167.0 -26.7 -20.6 -12.6 

Macao SAR, 
China -4.7 -29.6 32.0 2.8 2.0 2.3 1.7 2.0 1.8 15.3 2.7 14.5 - - - 34.6 34.8 13.1 
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Economies 

GDP Growth 
Rate (%) 

Inflation, 
Average 

Consumer 
Prices (%) 

Unemploy- 
ment  

Rate (%) 

General 
Government 
Primary Net 

Lending/ 
Borrowing, 
Percent of  
GDP (%) 

General 
Government 
Gross Debt, 
Percent of  
GDP (%) 

Current 
Account 
Balance, 

Percent of  
GDP (%) 

2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 2019 2020 2021 

Malaysia  4.3 -1.7 9.0 0.7 0.1 2.8 3.3 4.9 3.4 -3.2 -4.2 -3.6 56.3 56.5 56.0 2.1 3.3 -0.1 

Maldives  5.7 -8.1 13.2 1.3 1.5 1.5 - - - -5.6 -12.0 -6.4 70.1 71.4 72.4 -26.4 -26.1 -23.1 

Mongolia  5.1 -1.0 8.0 7.3 5.6 6.5 7.0 6.3 5.7 1.3 -5.3 -3.8 - -  -16.8 -12.4 -10.2 

Myanmar 6.5 1.8 7.5 8.6 6.2 6.3 4.0 4.0 4.0 -3.5 -4.7 -4.6 38.7 38.7 38.9 -4.2 -2.0 -4.7 

Nepal  7.1 2.5 5.0 4.6 6.7 6.7 - - - -4.6 -6.0 -5.0 32.6 34.9 36.2 -8.1 -7.7 -6.5 

Oman  0.5 -2.8 3.0 0.1 1.0 3.4 - - - -7.0 -16.9 -14.8 59.9 63.9 65.0 -5.5 -5.2 -14.2 

Pakistan  3.3 -1.5 2.0 6.7 11.1 8.0 4.1 4.5 5.1 -8.8 -9.2 -6.5 76.7 78.6 76.1 -6.3 -5.0 -1.7 

Palestine - - - - - - - - - - - - - - - - - - 

The 
Philippines  

5.9 0.6 7.6 2.5 1.7 2.9 5.1 6.2 5.3 -1.9 -3.4 -2.7 39.3 39.3 38.8 -2.7 -0.1 -2.3 

Qatar  0.1 -4.3 5.0 -0.6 -1.2 2.4 - - - 4.1 5.3 1.4 53.2 48.0 43.1 8.7 2.4 -1.9 

Saudi Arabia  0.3 -2.3 2.9 -1.2 0.9 2.0 - - - -4.5 -12.6 -9.0 23.2 28.4 33.6 9.0 6.3 -3.1 

Singapore 0.7 -3.5 3.0 0.6 -0.2 0.5 2.3 2.5 2.4 3.8 -3.5 1.8 114.1 114.6 115.1 17.2 17.0 14.8 

Sri Lanka 2.3 -0.5 4.2 4.3 4.7 4.7 4.9 6.3 5.0 -6.8 -9.4 -8.3 83.0 82.7 80.7 -3.2 -2.2 -3.6 

Syria - - - - - - - - - - - - - - - - - - 

Taiwan, 
China 

2.7 -4.0 3.5 0.5 0.5 1.5 3.8 4.4 4.0 -1.3 -1.3 -1.2 33.6 32.3 30.7 11.6 10.5 8.2 

Tajikistan 7.5 1.0 5.5 7.8 8.1 6.9 - - - -2.1 -6.4 -3.0 45.4 45.0 44.9 -5.0 -3.3 -7.7 

Thailand 2.4 -6.7 6.1 0.7 -1.1 0.6 1.1 1.1 1.1 -0.8 -3.4 -1.7 42.4 43.0 43.8 6.9 5.2 5.6 

Timor-Leste 3.1 -3.0 3.8 0.1 0.9 2.0 - - - -32.1 -27.5 -38.9 - - - -12.2 8.2 -28.1 

Turkey 0.9 -5.0 5.0 15.2 12.0 12.0 13.7 17.2 15.6 -5.3 -7.5 -6.7 30.1 30.8 31.7 -2.7 1.1 0.4 

Turkmenistan 6.3 1.8 6.4 5.1 8.0 6.0 - - - -0.3 -2.3 -0.5 30.3 29.5 30.0 5.5 5.1 -1.4 

United Arab 
Emirates 

1.3 -3.5 3.3 -1.9 -1.0 1.5 - - - -0.8 -11.1 -7.1 20.1 20.3 20.3 10.0 7.4 1.5 

Uzbekistan  5.6 1.8 7.0 14.5 12.6 10.6 - - - 0.0 -3.3 -1.3 23.3 24.8 24.8 -7.1 -5.6 -9.4 

Vietnam  7.0 2.7 7.0 2.8 3.2 3.9 2.2 - - -3.3 -5.2 -4.1 54.3 53.3 52.5 1.9 4.0 0.7 

Yemen  2.1 -3.0 6.1 10.0 26.7 5.0 - - - -3.8 -8.0 -8.1 56.3 56.8 43.5 -1.4 -7.4 -2.8 

Notes: “−” indicates “not available”; Statistically, Chin’s data do not include the data of Hong Kong Special Administrative Region of China, 

Macao Spevial Administrative Region of China and Taiwan Province of China. 

Source: International Monetary Fund, World Economic Outlook Database, April 2020; Debt data are from International Monetary Fund, World 

Economic Outlook Database, October 2019. 
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Chapter 3 
Overview 
 

             
 

Over the past year, the global political and economic 
landscape continues to experience complex and 
profound changes. In the context of a sharp 
deceleration of global trade and investment caused 
by geographical conflicts, trade frictions, technical 
barriers, and global sanctions, Asian economic 
integration faces many obstacles. Since the beginning 
of 2020, the coronavirus pandemic has swept the 
world, severely impairing the global supply chain. The 
cross-border flow of goods, services, and people has 
stagnated, and capital flow has been blocked, which 
also reflects the degree of interdependence within 
Asia and with the rest of the world. The problems 
coming out in the process of globalization and Asian 
economic integration are supposed to be alleviated 
by reducing tariffs, removing entry barriers, and 
promoting regional trade, rather than reverse the 
trend of economic globalization and trade liberalization. 

Due to the impact of global trade conflicts, the 
synchronization of economic cycles between Asia and 
the world’s major economies has been weakened 
over the past year, but the integration process of Asian 
intraregional trade, production, investment, and other 
aspects continued to make remarkable progress. At 
the end of 2019, the ASEAN and 5 countries, including 
China, Japan, the Republic of Korea, Australia, and 
New Zealand, reached an agreement on the RCEP 
text, which was an important embodiment of the 
forward integration. This report analyzes in detail the 
changes in the degree of interdependence and 
integration of Asia in terms of merchandize trade, 

product value chain, foreign direct investment, 
trade in services, and financial system over the past 
year, and makes judgments for the next-step 
development thereof. 

 

3.1  Synchronization of 
Business Cycles Between Asia 
and the World Economy Has 
Weakened 

Since 2018, the tarriff hike in the US has significantly 

slowed down the process of global economic 

integration. From the change of the index of 

economic cycle synchronization between Asia and 

some major countries or regions, the US economy 

showed a significant deviation from the Asian 

economy in 2019. The trade frictions maked the index 

of economic cycle synchronization (see Box 1) drop 

ped to below 0.6 in 2019. Within Asia, the 

synchronization index of China and Asia reached the 

lowest point in 2018 at 0.68, and it was still at a very 

low level in 2019. Although Japan has always 

maintained a very high synchronization index (higher 

than 0.9), the index also fell from 0.96 in 2018 to 0.92 

in 2019. The business cycle synchronization index of 

India and ASEAN-5 also fell sharply in 2018, although 

rebounded in 2019. It is clear that if trade protectionism 

becomes more prevalent, the process of global 

economic integration will be severely jeopardized in 

the next decade. 
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3.2  Dependence on Intra-
regional Trade in Goods Among 
Asian Economies Is Intensifying 

Since 2018, the increasing trade conflicts between the 
United States and its major trading partners, especially 
between China and the United States, have brought 
great impact and uncertainty to global trade. 
However, due to the increase of international oil price 
by nearly 20% in the whole year,1  the total export 
value of commodities still increased by 10%, and the 
total import value increased by 10.4%. In 2018, Asia’s 
trade in goods maintained a strong and rapid growth 
momentum, with the total export amount increasing 
by 8.7% and the total import amount increasing by 
13.5%. Asian economies have made an important 
contribution to the stability of global trade. Asia’s 
import share of global trade in goods continued to 
rise, close to 32.4%, but its export share continued a 
slight decline since 2016. Compared with trade value, 
Asia’s exports volume of goods increased by 3.8% and 
imports by 5%. In the same year, the export volume of 
world trade in goods increased by 2.8% and the 
import volume by 3.2%. 

However, in the first eight months of 2019, global 
trade in goods was shrinking for most of the time. 
Global exports value fell by 2.7% and imports by 3.2% 
over the same period the year before; US exports fell 
by 1.1% and imports by 0.2% over the same period the 
year before; the EU exports and imports fell by 3.8% 
and 3.4%, respectively. For most Asian economies, the 
total value of imports and exports of goods both fell 
year-on-year. Among the top 10 Asian economies in 
terms of merchandize exports, with the exception of 
India and Australia, the value of merchandize exports 
declined. For example, in 2018, Vietnam’s exports 
increased significantly by 12%, but fell by 11.6% in the 
first eight months of 2019, the most prominent trend. 
Compared with the 2.7% of global exports 
contraction, the decline in exports of major Asian 
economies was more serious. However, despite the 
impact of the Sino-US trade frictions, China has shown 
considerable resilience in terms of merchandize exports. 
In the first eight months of 2019, China’s total exports 
fell by 0.05%. Similar to the downward trend in 

———————————————————————— 
1 Refer to Chart 3.4 of World Trade Statistical Review 2019 (WTO) 

exports, the total imports of major Asian economies in 
the first eight months of 2019 also declined by a 
certain extent. It is predicted that the global trade 
volume would decrease by 1.1% in 2019, and would 
further decline in 2020 due to the impact of the global 
pandemic. 

Through an in-depth analysis of intra-regional 
trade of Asian economies and trade between Asia and 
the world, we find that the long-term trend of trade 
dependence of most Asian economies on Asia is 
increasing. While US’ dependence on Asian economies 
is declining, that of other economies on Asian 
economies has further increased. In 2018, the 
dependence of major Asian economies on Asia as a 
whole also became closer than in 2017. To predict the 
growth of trade in Asia, we must consider policy risks. 
Although China and the United States signed the first 
phase agreement in Washington on January 15, 2020, 
indicating signs of easing trade tensions, the global 
trading system is still in an unstable state. The impact 
of COVID-19 and the plummet of oli price have added 
great uncertainty to the future trade integration 
process in Asia. 

 

3.3  Cooperation of Global 
Value Chain Within Asia 

Through an in-depth analysis of trade in intermediate 
goods of merchandize trade, we study the change of 
production integration in Asia and its position in the 
global value chain. Compared with 2017, the develop-
ment trend of trade in intermediate goods of the 
world, Asia, Europe, and North America changed 
significantly in 2018. Globally, the growth rate of trade 
in intermediate goods dropped from 4.4% year-on-
year growth in 2017 to 3.6% in 2018. Among them, the 
growth of Asia’s trade in intermediate goods fell more 
sharply, from 15.3% in 2017 to 7.8% in 2018. North 
America’s trade in intermediate goods grew from 
6.2% in 2017 to 7.6% in 2018. Although the EU has 
achieved an excellent 8.1% growth in intermediate 
input trade among these three regions, it is still lower 
than the 13% growth level in 2017. However, although 
Asia’s trade in intermediate products shrank for three 
consecutive years from 2014 to 2016, it reached a 

and related discussions. 
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record high in 2017 and 2018 since 2002. Globally 
speaking, the scale of trade in intermediate goods is 
still recovering slowly, which makes it difficult to 
determine the future of the global value chain. 

Although the growth rate of trade in intermediate 
goods of most Asian economies decreased from 
16.9% in 2017 to 10.1% in 2018, the network analysis 
shows that the flow of intermediate goods is still 
dominant in the region. Hong Kong Special Administrative 
Region of China experienced the biggest drop in the 
growth rate of trade in intermediate goods among 
these economies, from 8.7% in 2017 to 2.8% in 2018. 
China, the Republic of Korea, India, Singapore, and 
Malaysia all saw slower growth in trade in intermediate 
goods. Vietnam and Thailand were two exceptions 
among Asian economies. Vietnam’s growth momentum 
was strong. In 2017, its trade in intermediate goods 
grew by 23.3% and the trend was strengthened in 
2018 reaching 35.0%. In 2017, the growth of trade in 
intermediate goods of Thailand was -2.3%, yet in 2018, 
it turned into a positive growth of up to 31.7%. China 
continues to play an important pivotal role in the 
construction of Asia’s global value chain. Despite the 
trade frictions between China and the United States in 
2018, the Global Value Chain (GVC) trade between 
major Asian economies and China has risen instead of 
falling. 

 

3.4  Asia’s Direct Investment Is 
Depending More on Itself 

Asia performed well in terms of inflow and outflow of 
global direct investment in 2018. In the context of the 
third consecutive year of decline in global FDI, FDI 
inflows to Asia’s developed economies reached the 
highest level since 2012, especially to Israel and 
Australia. In 2018, the increase of direct investment 
into Asia’s developing economies exceeded the 
average level of all developing economies. FDI in Asia 
grew on the whole except for Central Asia. East Asia 
and Southeast Asia attracted more than 80% of the 
total direct investment inflow to Asia. In 2018, the 
value of direct investment inflow to China increased 

———————————————————————— 
1 World Investment Report 2019 (UNCTAD), Annex table 1. FDI 

inflows, by region and economy, 2013-2018. 

by 3.72%, reaching a new record of USD139.04 billion, 
ranking second in the world following the United 
States (USD251.81 billion).1 Despite the decline in FDI 
inflows to the Republic of Korea, it was still at the 
second highest level in its history. The amount of 
direct investment into the ASEAN had increased for 
three consecutive years, reaching a new peak of 
USD149.45 billion, among which the amount to 
Singapore, Indonesia, Vietnam, and Cambodia had set 
a new record, and the growth rate in Thailand has 
reached about 62%. In terms of outflow of global 
direct investment, it decreased by 28.9% year-on-year 
in 2018, but that of Asia’s developed and developing 
economies was much lower, and there was a positive 
growth of nearly 30% in West Asia, with the outflow of 
FDI reaching a record USD49.1 billion. Among them, 
FDI outflow of Saudi Arabia nearly tripled in 2018, with 
its sovereign investment funds and private investors 
mainly investing in technology, finance, and infrastructure.2 
Indonesia’s FDI outflow almost increased three times 
compared with 2017, a record high. India has been the 
largest source of foreign investment in South Asia, and 
the outflow of direct investment was basically the 
same as that in 2017. China’s FDI outflows fell for two 
consecutive years, by about 18%. Singapore, the 
ASEAN’s largest source of investment, saw a 15% drop 
in direct investment. Kazakhstan’s FDI outflow was 
negative. 

Data shows that in 2018, the dependence of 
Asia’s direct investment (inflow and outflow) on itself 
was increasing further. China, Hong Kong Special 
Administrative Region of China, and the ASEAN were 
among the top economies in terms of their 
dependence on Asia. In this report, we use the ratio of 
the FDI flow (inflow plus outflow) of the reporting 
economy with a particular economy (its partner) to 
the total amount of foreign investment inflow and 
outflow to measure the degree of dependence 
between economies. The dependence of Asia’s direct 
investment on itself was 57.3%, three percentage 
points higher than the previous year. This is mainly 
due to the sharp increase of the index of dependence 
on intra-regional outward investment in Asia, from 

2 World Investment Report 2019 (UNCTAD), P.46. 
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53.31% in 2017 to 63.42% in 2018, which indicated 
that Asian funds preferred the internal market of Asia. 

 

3.5  Dependence of Trade in 
Services Among Asian 
Economies Is Relatively Low, 
Except for Tourism 

In recent years, trade in services has started to receive 
more and more attention, and is playing an important 
role in the world trading system. In 2018, the exports 
of services value-added of the 25 Asian economies 
had increased significantly compared with those of 
2010. In the composition of export destinations, 
except for Mongolia, Nepal, Brunei, and Australia, 
whose share of exports of services value-added to 
Asia exceeded 50%, most economies still exported to 
countries and regions outside of Asia. Similarly, the 
services value-added from foreign (non-local) sources 
included in the manufacturing exports of most 
economies was dominated by service industries 
outside of Asia. 

However, the trend towards tourism integration 
in Asia has intensified. In 2018, the growth in the 
number of international tourists in Asia grew faster 
than the global average. Due to its natural geographical 
advantages, the dependence of major Asian economies 
on tourism exports on the Asian market was high, well 
above the overall dependence of the services sector. 
Nevertheless, under the new coronavirus pandemic, 
Asia’s tourism industry was the first to bear the brunt. 
How to improve the anti-shock ability of the tourism 
industry and establish the risk-sharing mechanism is 
an essential issue in the process of service industry 
integration. 

 

3.6  Asia’s Financial Integration 
Helps Economic Integration 

Financial integration is a reflection of Asian economic 

integration, but also to economic integration. From 
both de jure and de facto perspectives, the openness 
of the financial systems of Asian economies has been 
growing gradually over the past decade. From the 
perspective of capital sources, from 2002 to 2007, the 
capital of 12 representative Asian economies came 
mainly from the international market. However, from 
2008 to 2018, the correlation between domestic 
savings and domestic investment rose to the highest 
level of 51.6%, indicating that after the global financial 
crisis in 2008, the capital sources of financial markets 
of these economies were more localized. 

Under the heavy pressure of China-US trade 
frictions and global economic slowdown, global 
portfolio investment dropped significantly in 2018, 
the balance of which dropped to USD58.72 trillion, 
down by 4.4%. Asian investors tightened their portfolios, 
but generally maintained cautiously optimistic. Ten 
Asian economies reduced their foreign portfolio 
investment by USD150 billion, accounting for 1.84% 
of their total foreign investment. Japan and ASEAN-
5 reduced their foreign investment, while China 
and the Republic of Korea maintained a small 
growth. 

Over the past year, the volatility correlation 
among major financial markets in Asia and the United 
States and Europe has further elevated. During the 
outbreak of the new coronavirus, financial markets in 
the US and Europe collapsed in short period of time, 
and investors turned to hold US dollars, severely 
hitting the financial markets of many Asian economies. 
However, maintaining ultra-low interest rates in major 
economies, effective containment of the spread of the 
pandemic in Asia, implementing proactive macroeco-
nomic policies, and further improving the business 
environment will enable financial markets to continue 
to attract regional and global capital. 
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In order to explore the degree of integration of Asian economies and the relationship between Asia and 
the global economy, we use the business cycle synchronization index as a measure in this report. 
Synchronization index between an economy i and Asia is measured as the correlation between the cyclical 
component of country i’s real GDP growth rate and the cyclical component of Asia’s real GDP growth rate. 
The real GDP is the real GDP of each economy based on the constant price of US dollar in 2010. Before 
calculating the synchronous index of the economic cycle, we should first remove the trend in the 
macroeconomic data and keep the cyclical part.1 The figure below plots the average bilateral correlations 
between the aggregate Asia economy and some major economies in the past 30 years. The average 
correlation of business cycle between Asia economy and the global economy had climbed from 0.6 in 
1990s to 0.9 in 2010s, indicating a continuing process 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 the business cycle in China and Asia reached 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, maintained lower correlations (below 0.6) with the aggregate Asia economy. The United States had 
low correlations with Asia business cycle in 1990s and 2000s. However, the correlation of the business cycle 
in the United States and Asia increased to 0.8 in 2010s (see Figure 3.1 and 3.2). All of these show that the 
process of global economic integration has been strengthened in the past 30 years. However, although 
the average business cycle synchronization index has increased over time, the synchronization of the 
business cycle slows down after the Sino-US trade frictions. 

 
   1   2 

 

Figure 3.1  Average Bilateral Correlations with the Aggregate Asia 
Economy, 1990s-2010s 

———————————————————————— 
1 Annual data for real GDP (at 2010 constant price) was obtained 

from International Financial Statistics (IFS). The original time 
series were first 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.  

Box 1 Business Cycle Synchronization 
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Figure 3.2  Business Cycle Synchronization Index Over Time, 2010-2019 
Note: Business cycle synchronization index is the average 10-year rolling correlations of cyclical part of real GDP growth rate between 

economy i and the aggregate level in Asia components. 

Source: IFS data series. 
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Chapter 4 
Trade Interdependence Among the 
Asian Economies 
 

 

4.1  Trend of Asia’s Trade 
Integration 

This is an update of the indicator measuring Asia’s trade 
integration. The degree of trade integration is measured 
by the share of one economy’s trade with other Asian 
economies as a whole relative to its total trade with 
the rest of the world. 0 means this economy does not 
have any trade with other Asian economies, while 100 
represents this economy only trade with other Asian 
economies. 1 

Table 4.1 shows the regional trade dependence 
indices for major Asian economies for 2004, 2007 and, 
the time period from 2012 to 2018. Generally, Asia had 
been on its long-run path to strengthen the region’s 
trade integration. But 2018 saw a slowdown in the 

progress as the index of trade dependence on Asia 
lost 0.26 percentage points and was down to 53.43 
percent. In particular, the trade dependence on Asia 
of China and Singapore retreated to 49.5 percent and 
63.77 percent, respectively. Singapore seemed to follow a 
steadily declining trend in its trade dependence on Asia 
and the dependence index had fallen to an all-time 
low since 2012. However, the trade independence of 
Japan, the Republic of Korea and Indonesia on Asia 
increased to 54.73 percent, 61.50 percent and 71.26 
percent, respectively. For a long time in history, Hong 
Kong Special Administrative Region of China had had 
the highest dependence on Asia’s trade among the 
Asian economies and in 2018, such dependence 
reached the record level of 75.42 since 2013. 

 

Table 4.1  Trade Dependence Index, Selected Asian Economies (%) 

Economies 2004 2007 2012 2013 2014 2015 2016 2017 2018 

China 59.51 50.06 51.14 46.77 46.50 46.24 44.52 45.20 44.95 

Hong Kong SAR, China 78.95 76.46 79.52 68.08 72.28 74.41 71.75 74.82 75.42 

Japan 54.40 53.69 61.29 57.03 57.06 54.19 53.82 54.55 54.73 

Korea, Republic of 56.57 56.07 65.95 62.63 60.74 59.50 59.88 60.45 61.5 

Macao SAR, China 48.01 61.04 58.78 63.74 60.01 91.62 62.81 64.53 64.39 

South Asia1 40.25 48.28 56.15 55.87 55.76 54.32 54.70 55.49 56.31 

———————————————————————— 
1 South Asia includes India, Bangladesh, Sri Lanka, Pakistan, 

Nepal, Bhutan and Maldives, among others. Due to space limit, 
two countries are listed, namely India, and Sri Lanka. 
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1 

(continued) 

 2004 2007 2012 2013 2014 2015 2016 2017 2018 

India 37.33 48.75 55.91 54.50 54.23 52.72 53.51 53.86 55.58 

Sri Lanka 50.93 49.30 62.86 60.17 60.89 60.90 59.13 61.02 61.78 

ASEAN1 64.75 60.24 70.93 66.70 66.06 65.66 67.09 66.67 67.34 

Singapore 67.25 55.54 70.55 65.27 65.16 65.50 65.60 66.00 63.77 

Malaysia 63.28 62.56 71.71 67.72 66.44 66.95 67.14 67.31 67.98 

Thailand 65.56 65.30 69.69 66.86 66.67 66.22 65.84 65.57 66.90 

The Philippines 63.37 61.36 66.06 63.97 66.04 65.37 68.76 69.70 69.98 

Indonesia 60.39 61.92 74.10 71.30 70.51 68.75 68.16 69.41 71.26 

Vietnam 63.82 58.44 66.95 62.06 61.11 60.98 60.44 63.16 67.85 

New Zealand* 37.89 40.91 50.97 51.22 50.76 48.74 49.47 51.92 53.44 

Australia* 50.75 51.85 67.85 62.65 67.55 66.32 65.35 60.74 69.75 

US* 36.86 35.80 38.97 37.65 37.29 38.90 39.36 39.62 38.88 

EU27* 13.33 14.05 16.20 16.08 16.41 16.93 16.83 16.52 16.94 

Asia 55.83 53.07 59.49 53.01 55.65 51.48 50.74 53.69 53.43 

Note: The economies included in Asia are Afghanistan, United Arab Emirates, Armenia, Azerbaijan, Bangladesh, Bahrain, Brunei, Bhutan, 
China, Cyprus, Georgia, Hong Kong Special Administrative Region of China, Indonesia, India, Iran, Iraq, Israel, Jordan, Japan, 
Kazakhstan, Kyrgyzstan, Cambodia, the Republic of Korea, Kuwait, Laos, Lebanon, Sri Lanka, Macao Special Administrative Region 
of China, Maldives, Myanmar, Mongolia, Malaysia, Nepal, Oman, Pakistan, the Philippines, the Democratic People’s Republic of Korea. 
Palestine, Qatar, Saudi Arabia, Singapore, Syrian, Thailand, Tajikistan, Turkmenistan, Timor-Leste, Turkey, Uzbekistan, Vietnam, and Yemen. 
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.    
 
Amid the trade tensions with China, the US 

dependence on Asia decreased to from 39.62 to 38.88. 
By contrast, the EU’s share of trade with Asia saw a 
slight gain, increased by 0.42 percentage point and up 
to 16.94 percent. Similarly, Austria and New Zealand also 
witnessed an increase in 2018, with the dependence 
index up to 69.75 and 53.44 percent, respectively.  

With the development of globalization in the 
1980s, an open US market had served as an important 
pull of gravity for an increased interdependence in Asia, 
as firms in the region coordinated their productive 
activities for exporting to the US market. Today, the 
Trump administration is pursuing protectionist policies 
by imposing higher tariffs on the imports and such 
policies would have the effects of undermining the 
———————————————————————— 
1 The 10 ASEAN member countries include Brunei, Cambodia, 

Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, 

integrated global supply chain in Asia and reversing 
the trend of its integration. Although it is still early to 
predict such an outcome, the developments over the 
past year have given a clear warning to the Asian 
economies. To hold the Asian economies together, it 
is essential now to look for alternative big markets, 
being it the EU, ASEAN, China or India. The global 
trade worsened seriously into the year of 2019 mainly 
due to the trade conflicts between the United States 
and China. Being it temporary or permanent, the 
ratification of trade agreement between China and 
the US on January 15, has provided some relief for the 
business community. However, the long-term prospect 
is not promising. For one thing, the probability for the 
trade tensions between the United States and China 

Thailand and Vietnam. Only a few countries are shown due to 
space constraints. 
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to escalate again is quite high. For another, new 
events are beginning to impact the pace and the 
direct of Asia’s integration. It is not clear how long and 
how much the COVID-19 that broke out in Wuhan at 
the beginning of 2020 would affect the mobility of 
people and the mobility of goods. Consequently, the 
direction of Asia’s trade integration for the new year 
remains uncertain. 

4.2  Trade Interdependence 
Among Selected Asian 
Economies: Past and Present 

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 4.2 shows the inter-dependence of selected 
Asian economies in trade in 2018. Generally, the 

interdependence of economies on Asia as a whole 
became closer than in 2017, although the degree of 
interdependence between economies varied from 
each other. Asian economies and TPP economies 
excluding the US tended to rely on Asia as a whole 
more and more, except for ASEAN economies and 
China, with India and the Republic of Korea increasing 
by 1.7 and 1 percentage point respectively. Intra-regional 
trade interdependence within ASEAN economies 
declined from the previous year, while their trade 
interdependence on Japan and TPP economies saw 
substantial increase. China’s trade interdependence 
on ASEAN economies increased to some extent, while 
its trade interdependence on other Asian economies 
declined, with different increments. In particular, all 
the economies listed in Table 4.2 showed a relatively 
lower interdependence on the Republic of Korea, of 
which the decline in ASEAN economies to the Republic 
of Korea decreased by 0.7 percentage point. Finally, 
India’s interdependence on Asian economies (except 
for the Republic of Korea) went up from 2017, ranging 
from 0 to 0.4 percentage point. 

 

Table 4.2  Trade Dependence Index, Selected Asian Economies in 2018 (%) 

Of 

On 
ASEAN China India Japan 

Korea, 
Republic of Asia TPP CPTPP 

ASEAN 24.9 16.0 3.0 8.5 4.1 67.3 35.3 26.6 

China 13.2 - 2.1 7.3 7.0 44.9 37.1 22.9 

India 11.2 11.4 - 2.1 2.6 55.6 23.4 13.8 

Japan 15.2 21.4 1.1 - 5.7 54.7 30.3 15.2 

Korea, Republic of 14.0 23.6 1.9 7.5 - 61.5 34.8 23.2 

TPP  10.2 16.8 1.8 4.4 3.6 42.9 42.4 26.1 

CPTPP  12.9 16.8 1.7 3.7 3.8 46.0 44.5 16.0 

Source: WITS, World Bank. 

 

On the other hand, the interdependence of TPP 
and CPTPP economies on Asian economies increased 
from 2017, so did the interdependence of Asian 
economies on CPTPP economies (excluding the 
Republic of Korea). The trade tensions between China 

———————————————————————— 
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 

and the US has led to a decline in the degree of trade 
interdependence between the US and China. 
Consequently, the degree of interdependence between 
China and the TPP economies went down in 2018. By 
contrast, the interdependence of other TPP economies 

economy trades with the latter economy, not with all other 
economies. 
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on China rose up in the year of 2018. The intra-regional 
interdependence of TPP economies remained 
unchanged, although the interdependence of CPTPP 
economies on TPP economies had declined slightly. 
Moreover, ASEAN and India’s interdependence on TPP 
economies increased from the previous year, while 
China and other three economies tended to rely on 
TPP less this year. However, if only CPTPP economies 
were considered, Asian economies (except the Republic 
of Korea) became more dependent on them. 

Figure 4.1 also gives the trade dependence 
among the selected Asian economies and TPP 
economies. Since 2005, most of the Asian economies 
have become increasingly dependent on Asia 
economies. Similarly, Asia’s overall interdependence 

on TPP economies also increased from 2017, despite 
the increment varied from each other. On the one 
hand, compared with 2005, the interdependence of 
Asian economies on TPP economies kept declining 
before 2010, while this trend saw a reversal in 2015. In 
2018, China, Japan, and the Republic of Korea’s 
interdependence on TPP economies declined, while 
ASEAN and India increased to some extent compared 
with previous year. On the other hand, the inter-
dependence of TPP economies on Asian economies 
continued to increase, but their interdependence on 
Japan declined during the period. In particular, the 
dependence of TPP economies on China kept going 
up, but Sino-US trade frictions may be accountable for 
the decrease of the interdependence in 2018. 
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Figure 4.1  Trade Interdependence Index for Selected Economies, 2005-2018 
 

4.3  Trade Flows Among 
Selected Asian Economies 

Table 4.3 presents the matrix of trade flows for 
selected major Asian economies in 2018. Along the 
row-wise, it shows the value of exports from one 
economy to its trading partner (in billion US dollars), 
e.g. Australian exports to Australia, China, Indonesia, 
India, Japan, among others, while column-wise 
indicates the amount of import by one economy from 
its trading partners, such as Australian imports from 
Australia, China, Indonesia, India, Japan and others. 
Take the value 105.08 in the first row and second 
column for instance, it means that Australia’s exports 
to China were USD105.08 billion in 2018. 

From 2017 to 2018, exports from the major 
economies in Asia in Table 4.3 to China all increased. 
Japan saw similar development with exception of its 
trade with the Philippines. In 2017, the Philippines 
exported USD10.85 billion to Japan and the amount 
decreased to USD10.42 billion. In contrast, the Philippines’ 
exports to China increased from USD8.02 billion to 
USD20.60 billion, an increase of 157 percent. This 
change in the geographic pattern of trade may be 
structural. For many years, the Philippines had been 
dependent on Japan rather than China as its largest 

destination market. However, this pattern seems to 
begin changing, with China rising as the Philippines’ 
largest export market in Asia in 2018. 

China maintained a dominant position in the 
trade flows of the major Asian economies in both 
exports and imports. Japan may be called as another 
hub of trade in Asia. However, Japan’s regional hub 
position mainly benefited from its trade with China. As 
shown in Table 4.3 bilateral trade between the major 
Asian economies with significant flows (say, in excess 
of USD100 billion) include the following pairs: China’s 
exports to Japan and the Republic of Korea were 
USD173.61 billion and USD106.49 billion, respectively; 
and China’s imports from Japan and the Republic of 
Korea amounting to USD180.40 billion and USD204.57 
billion, respectively. Overall, being an importer, China 
was the largest market for virtually all exporters in the 
region; being an exporter, China’s position was even 
more pronounced in using their markets as the 
destinations of the goods. Here questions that may 
be asked boldly is that “Is the deep integration into 
the vast Chinese market the right pathway for the 
future prosperity of the Asian economies? If so, 
what is the right strategy and how to correct the 
current imbalances? ” 
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Table 4.3  Trade Flows Among Asian Economies in 2018 (USD billion) 

To 

From Australia China Indonesia India Japan 
Korea, 

Republic 
of 

Malaysia 
New 

Zealand 
The 

Philippines Thailand Vietnam 

Australia – 105.08 5.83 17.51 45.68 20.72 5.34 5.01 1.54 5.93 – 

China 57.70 – 45.54 90.40 173.61 106.49 43.32 8.63 22.58 49.92 – 

Indonesia 3.85 34.15 – 19.66 21.58 11.16 9.97 0.64 6.79 8.04 – 

India 4.24 18.85 5.02 – 5.50 5.88 6.56 0.51 1.78 4.86 – 

Japan 17.35 180.40 17.98 15.18 – 54.60 15.73 3.03 11.40 35.26 – 

Korea, 
Republic of 

10.18 204.57 9.09 19.67 32.11 – 9.63 2.00 11.50 8.84 – 

Malaysia 9.91 63.32 8.60 12.88 18.91 10.21 – 1.45 4.29 13.35 – 

New 
Zealand 

6.06 11.08 0.81 0.75 2.65 1.38 0.83 – 0.52 0.72 – 

The 
Philippines 

0.55 20.60 0.96 0.76 10.42 3.57 2.27 0.10 – 3.44 – 

Thailand 11.52 44.92 10.95 9.43 25.06 5.58 12.03 1.92 7.95 – – 

Vietnam 4.68 64.09 3.79 8.64 21.12 19.64 4.77 0.64 3.23 5.71 – 

Note: The import data for Vietnam are not available for year 2018. 

Source: WITS database, World Bank. 

 

4.4  Direct and Interdependence 
of Intermediates Trade 

This is an update of the work to monitor the evolution 
of global value chain in Asia. Table 4.4 shows the 
directions of intermediate good flows for major Asian 
economies, in which the economies are inter-
connected in the international production network 
through flows of intermediate inputs. Table 4.4 shows 
that the intra-regional flows of intermediate inputs 
dominated the inter-regional flows with the US and 
the EU. Australia and New Zealand exported most of 
their intermediate inputs to the major Asian 
economies like China, Japan, the Republic of Korea 
and ASEAN. While China, Japan and the Republic of 
Korea were leading destinations for intermediate 
goods, China’s importance was outstanding as most 
of the major Asian economies consided China as the 
final destination of their intermediates exports. Hong 
Kong supplied USD259.7 billion of intermediate 
inputs for Chinese mainland in 2018, ranked as 
Chinese mainland’s largest supplier. The second 
largest supplier of intermediate inputs for China was 

the Republic of Korea, followed by Japan, Australia, 
the US and Singapore, shown in Table 4.4. While China 
was a prominent hub of the global value chain in Asia, 
the US another hub as it was the importer of China’s 
intermediate inputs, valued at USD154.1 billion. China 
also supplied a substantial portion of its intermediate 
inputs for the EU and the amount was USD133.9 
billion in 2018. Hong Kong Special Administrative 
Region of China’s position in Asia was unique. It had 
no significant manufacturing facilities, but supplied 
USD259.7 billion of intermediate inputs for China and 
outsourced from it USD141.9 billion, compared to 
USD133.9 billion outsourced by the EU. 

During the trade tensions in 2018, the US 
intermediates exports to China reduced by 12.4 
percent, from USD76.9 billion in 2017 to USD67.4 
billion in 2018. Similarly, but to a lesser degree, the 
EU’s intermediates exports to China also reduced by 4 
percent. However, the major Asian economies such as 
Hong Kong Special Administrative Region of China, 
the Republic of Korea, Japan Australia, New Zealand, 
India, Malaysia, Indonesia and the Philippines (except 
Singapore, Thailand and Vietnam) saw increased 
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intermediates exports to China from 2017 to 2018. It 
is difficult to find out how the trade frictions had 
affected the regional flows of China’s intermediates 
imports. For the US, while its intermediates exports to 

China, Hong Kong Special Administrative Region of 
China and the EU fell, all the major Asian economies 
had increased their sourcing of intermediate inputs 
from the US. 

 

Table 4.4  Direction of Asia’s Intermediates Exports in 2018 (USD billion) 

To 
From 

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

JPN – 88.2 32.8 3.6 0.3 7.6 17.0 10.0 9.6 11.2 24.3 6.4 11.8 56.5 30.5 

CHN 60.4 – 63.5 18.0 2.3 50.7 141.9 20.5 26.2 25.7 24.6 17.3 55.9 154.1 133.9 

KOR 18.8 121.7 – 2.2 0.4 12.3 39.0 5.0 5.6 5.6 6.1 8.4 37.6 35.8 30.3 

AUS 23.2 68.1 12.3 – 2.9 10.7 5.9 3.1 3.7 3.7 4.4 1.2 3.1 4.3 6.5 

NZL 1.1 3.4 0.6 2.5 – 0.3 0.2 0.4 0.2 0.3 0.3 0.2 0.2 1.1 0.8 

IND 2.9 11.5 3.4 1.1 0.2 – 10.9 2.4 2.8 2.9 3.0 0.8 2.8 24.8 26.4 

HK 6.9 259.7 4.8 0.9 0.2 14.3 – 8.2 2.4 2.2 10.0 2.3 5.9 16.3 15.2 

SGP 10.4 35.6 8.8 3.2 0.9 7.8 36.0 – 23.7 16.0 10.2 4.6 6.3 18.9 19.4 

MYS 13.2 28.3 6.3 5.2 0.9 7.5 14.8 21.9 – 5.0 9.6 2.9 4.6 11.4 14.5 

IDN 15.8 24.4 8.2 1.8 0.4 13.2 1.4 9.5 7.9 – 5.1 3.9 3.0 7.1 9.9 

THA 12.5 21.8 2.9 2.0 0.4 5.6 6.4 4.3 7.5 7.2 – 3.4 6.4 10.9 8.7 

PHL 6.5 5.5 1.4 0.2 0.0 0.4 8.1 3.6 1.5 0.7 2.3 – 0.6 5.7 5.3 

VNM 8.2 27.7 8.0 1.0 0.1 2.9 5.9 1.8 3.2 2.3 – 1.4 – 9.7 9.5 

US 41.3 67.4 34.4 9.3 1.1 24.4 16.8 14.4 9.2 6.1 9.0 6.2 6.9 – 126.0 

EU 25.4 107.3 20.5 12.5 1.9 29.3 10.8 17.0 8.8 5.3 8.9 3.4 5.2 189.2 – 

Note: The Intermediate goods are classified according to the Classification by Broad Economic Categories (BEC), including BEC111, 

BEC121, BEC21, BEC 22, BEC31, BEC 32, BEC 42 and BEC 53. 

Source: UN ComTrade Database. 

 

Table 4.5 shows the pattern of interdependence 
in Asia’s intermediate goods flows had no significant 
changes. The dependence of China’s intermediates 
exports on the US still remained high at 14 percent in 
2018. China also maintained high dependence on 

other major economies such as Hong Kong Special 
Administrative Region of China, the EU, the Republic 
of Korea, Japan, Vietnam and India. The US 
dependence in intermediates exports on the EU was 
also high at 15 percent, followed by China at 8 percent. 

 

Table 4.5  Interdependence in Asia’s Intermediates Exports in 2018 (%) 

To 

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

JPN – 0.23 0.09 0.01 0.00 0.02 0.04 0.03 0.03 0.03 0.06 0.02 0.03 0.15 0.08 

CHN 0.05 – 0.06 0.02 0.00 0.05 0.13 0.02 0.02 0.02 0.02 0.02 0.05 0.14 0.12 

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

AUS 0.14 0.40 0.07 – 0.02 0.06 0.03 0.02 0.02 0.02 0.03 0.01 0.02 0.02 0.04 
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(continued) 

To 

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

NZL 0.08 0.26 0.05 0.19 – 0.02 0.02 0.03 0.02 0.02 0.02 0.01 0.01 0.09 0.06 

IND 0.02 0.07 0.02 0.01 0.00 – 0.07 0.02 0.02 0.02 0.02 0.01 0.02 0.16 0.17 

HK 0.02 0.69 0.01 0.00 0.00 0.04 – 0.02 0.01 0.01 0.03 0.01 0.02 0.04 0.04 

SGP 0.04 0.15 0.04 0.01 0.00 0.03 0.15 – 0.10 0.07 0.04 0.02 0.03 0.08 0.08 

MYS 0.08 0.17 0.04 0.03 0.01 0.04 0.09 0.13 – 0.03 0.06 0.02 0.03 0.07 0.09 

IDN 0.12 0.18 0.06 0.01 0.00 0.10 0.01 0.07 0.06 – 0.04 0.03 0.02 0.05 0.07 

THA 0.10 0.17 0.02 0.02 0.00 0.04 0.05 0.03 0.06 0.06 – 0.03 0.05 0.09 0.07 

PHL 0.14 0.12 0.03 0.01 0.00 0.01 0.17 0.08 0.03 0.01 0.05 – 0.01 0.12 0.11 

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 0.05 0.08 0.04 0.01 0.00 0.03 0.02 0.02 0.01 0.01 0.01 0.01 0.01 – 0.15 

EU 0.01 0.04 0.01 0.00 0.00 0.01 0.00 0.01 0.00 0.00 0.00 0.00 0.00 0.07 0.61 

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: UN ComTrade Database. 

 

4.5  Employment Dependence 
on Domestic and Foreign 
Demand: Evidences from 
Selected Economies 

In this section, major Asian and world economies 
were selected to show how the employment of these 
economies were related to domestic (in region) and 
foreign (outside region) demand. In the era of global 
value chains, employment may be generated not only 
directly by exporting activities, but also indirectly by 
other related activities. For example, export of textile 
goods does not only create jobs in this sector, but also 
increase the demand for employment in other sectors, 
say agriculture. Similarly, the export of textile goods 
would expand employment in both China and those 
economies that supply intermediate inputs for China 
in the upstream of the global value chain. This analysis 
extended the existing approach (Lin et al., 2018), using 
data from the 2016 version of World Input-Output 
Database (WIOD) combined with employment data 

———————————————————————— 
1  Due to limited data coverage for Asian economies, we are 

from socio-economic accounts, to demonstrate how 
domestic (in region) and foreign (outside region)  
demand jointly determines the employment. 10 
major economies are chosen for calculation and 
analysis, including China, Indonesia, India, Australia, 
Japan, the Republic of Korea, Taiwan Province of 
China, the United States, Germany, and the United 
Kingdom.1 

Table 4.6 and Table 4.7 report export-related 
employment of the ten economies in year 2014 (the 
latest year available in WIOD) and year 2000, respectively. 
The first column is employment directly related to the 
export of products and services (employees directly 
engaged in export production in the country or region). 
Next, the second column gives employment directly and 
indirectly related to the final products and service 
export of a typical economy. Then, the fourth column 
lists the total number of the employees in the 
corresponding country or region. The last column 
reports the external dependence of employment (on 
foreign final demand), which is obtained by dividing 

constraint to only the economies included in WIOD. 
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the number of employees in the second column by 
the total number of employees in the fourth column. 
Clearly, one minus the external dependence of 
employment gives the dependence of employment on 
domestic demand. 

As can be seen from Table 4.6, in 2014, China, 
India, and Indonesia had the most export-related 
employment, with 141.5, 68.3 and 24.3 million people, 
respectively. But compared with other countries or 
regions, these three countries are not among the top 
in terms of the external dependence of employment. 
In fact, Taiwan Province of China has the highest ratio 
(29.6 percent), followed by Germany (27.7 percent) 
and the Republic of Korea (25.7 percent). In 2014, the 
external dependence of employment for the UK was 
19.6 percent, which was also higher than that of China, 
India and Indonesia. From the perspective of industry 
heterogeneity, countries or regions with a high degree 
of external dependence on employment generally have 
a high degree of external dependence on employment 
in manufacturing. 

In 2014, the United States employed 108.8 
million people directly and indirectly related to the 
export of final products and services, contrasting with 
its total employment which was 156 million people, 
but its external dependence of employment was 
merely 7 percent, the lowest among the 10 selected 
economies. This means that up to 93 percent of total 
US employment depended on domestic demand. 
Looking closer for different industries, it can be seen 
that the number of the US manufacturing jobs relying 
on foreign demand was 2,823 thousand, much lower 
than Germany’s 4,922 thousand. Even though the 
number of the US service industries relying on external 
demand was 7,196 thousand, greater than their own 
manufacturing numbers, and higher than the German 
service industry (in absolute terms), the US external 
dependency on service industry employment (5.5 
percent) was much lower than that in Germany (19.3 

percent). 
When comparing the total (directly and indirectly) 

employment related to export of final products and 
services with the employment directly related to 
exports, it can be found that the ratio is higher than 1 
or even much higher. At the aggregate level, the 
economies with the highest ratio was China (3.18), 
followed by the Republic of Korea (2.52), Indonesia 
(2.47), and Japan (2.18). The ratio for Indonesia, the 
United States and Germany was close to 2. At sector 
level, the ratio for service industries in the selected 
economies was higher than that for manufacturing 
industries. This clearly indicates that, in the era of 
global value chains, indirect effect of exports on 
employment was far greater than its direct effect, 
which was particularly evident for the service industry. 

In the meantime, for the sake of comparison, we 
also prepared results for year 2000 (see Table 4.7), it 
can be found that, the economies with prominent 
increase in employment dependence over the 14 
years included: China, Japan, the Republic of Korea, 
Taiwan Province of China, and Germany. At sector 
level, we observe that China’s overall increase in 
external dependence was mainly due to the increase 
in the external dependence of the manufacturing 
sector. In contrast, the overall increase of Japan, the 
Republic of Korea, Taiwan Province of China and Germany 
were the result of the simultaneous improvement of 
manufacturing and service sectors. 

Overall, empirical results in Table 4.6 and Table 4.7 
show that, most of the employment in these ten 
economies depended on local demand. However, if 
we calculate the average annual growth rate of 
various sectoral employment over 14 years, we can 
find that the growth of employment (directly and 
indirectly) related to the export of final products and 
services was higher than the growth of total employment 
(except Indonesia and Australia). This can be interpreted 
as the contribution of trade to employment growth. 

 
Table 4.6  Employment Related to Export in 2014 (thousand people) 

 
Employment Related to Export Total 

Employment 
Employment 

Dependence (%) (1) Direct (2) Direct+Indirect (2)/(1) 

China 

Whole Industry 44,475 141,523 3.18 858,367 16.5 

    Manuf. Industry 26,418 56,203 2.13 168,295 33.4 

    Service Industry 15,775 51,938 3.29 391,408 13.3 
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(continued) 

 
Employment Related to Export Total 

Employment 
Employment 

Dependence (%) (1) Direct (2) Direct+Indirect (2)/(1) 

Indonesia 

Whole Industry 9,854 24,325 2.47 168,804 14.4 

    Manuf. Industry 6,712 7,766 1.16 19,120 40.6 

    Service Industry 1,215 6,832 5.62 86,489 7.9 

India 

Whole Industry 34,985 68,291 1.95 658,776 10.4 

    Manuf. Industry 11,776 17,734 1.51 84,241 21.1 

    Service Industry 12,271 23,954 1.95 215,581 11.1 

Australia 

Whole Industry 829 1,649 1.99 11,863 13.9 

    Manuf. Industry 190 282 1.49 912 30.9 

    Service Industry 423 1,003 2.37 9,245 10.8 

Japan 

Whole Industry 3,461 7,546 2.18 61,234 12.3 

    Manuf. Industry 2,313 3,802 1.64 9,679 39.3 

    Service Industry 1,126 3,467 3.08 43,799 7.9 

Korea, 
Republic of 

Whole Industry 2,486 6,274 2.52 24,449 25.7 

    Manuf. Industry 1,213 2,174 1.79 3,706 58.7 

    Service Industry 1,249 3,799 3.04 17,533 21.7 

Taiwan, 
China 

Whole Industry 3,601 5,972 1.66 20,207 29.6 

    Manuf. Industry 1,727 2,542 1.47 3,623 70.2 

    Service Industry 1,714 2,860 1.67 13,572 21.1 

US 

Whole Industry 5,916 10,876 1.84 155,770 7.0 

    Manuf. Industry 2,088 2,823 1.35 12,507 22.6 

    Service Industry 3,430 7,196 2.10 130,962 5.5 

Germany 

Whole Industry 6,137 11,814 1.92 42,706 27.7 

    Manuf. Industry 3,954 4,922 1.24 7,246 67.9 

    Service Industry 1,894 6,073 3.21 31,547 19.3 

UK 

Whole Industry 3,421 6,010 1.76 30,726 19.6 

    Manuf. Industry 816 1,146 1.40 2,360 48.6 

    Service Industry 2,504 4,497 1.80 25,447 17.7 

Source: Calculated based on 2016 WIOD.       
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Table 4.7  Employment Related To Export in 2000 (thousand people) 

 
Employment Related to Export Total 

Employment 
Employment 

Dependence (%) (1) Direct (2) Direct+Indirect (2)/(1) 

China 

Whole Industry 34,498 98,222 2.85 719,604 13.6 

    Manuf. Industry 16,327 32,594 2.00 110,383 29.5 

    Service Industry 12,834 30,417 2.37 218,460 13.9 

Indonesia 

Whole Industry 7,480 20,543 2.75 96,875 21.2 

    Manuf. Industry 4,934 5,853 1.19 11,160 52.4 

    Service Industry 960 6,472 6.74 44,131 14.7 

India 

Whole Industry 18,089 37,117 2.05 410,063 9.1 

    Manuf. Industry 6,859 9,709 1.42 44,942 21.6 

    Service Industry 5,163 9,942 1.93 100,217 9.9 

Australia 

Whole Industry 752 1,508 2.00 9,045 16.7 

    Manuf. Industry 237 362 1.53 1,049 34.5 

    Service Industry 375 845 2.26 6,760 12.5 

Japan 

Whole Industry 2,462 5,619 2.28 65,252 8.6 

    Manuf. Industry 1,697 3,022 1.78 12,308 24.6 

    Service Industry 748 2,386 3.19 42,161 5.7 

Korea, 
Republic of 

Whole Industry 1,650 3,636 2.20 18,208 20.0 

    Manuf. Industry 1,131 1,698 1.50 3,372 50.4 

    Service Industry 496 1,706 3.44 11,270 15.1 

Taiwan, 
China 

Whole Industry 2,526 4,319 1.71 16,928 25.5 

    Manuf. Industry 1,438 2,034 1.41 2,989 68.1 

    Service Industry 843 1,777 2.11 10,866 16.4 

US 

Whole Industry 4,927 9,056 1.84 150,433 6.0 

    Manuf. Industry 2,354 3,178 1.35 17,612 18.0 

    Service Industry 2,326 5,327 2.29 120,049 4.4 

Germany 

Whole Industry 4,194 8,238 1.96 39,917 20.6 

    Manuf. Industry 2,911 3,959 1.36 7,630 51.9 

    Service Industry 1,053 3,695 3.51 27,801 13.3 

UK 

Whole Industry 2,568 4,982 1.94 27,482 18.1 

    Manuf. Industry 1,378 1,746 1.27 3,643 47.9 

    Service Industry 1,110 2,958 2.66 21,179 14.0 

Source: Calculated based on 2016 WIOD. 
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Finally, focusing on employment (direct and 
indirect) related to final goods and service export of 
the ten economies, we disentangle the channels, 
which is to distinguish between the employment 

related to the export of final products (services) in 
their own economy and employment related to the 
export of final products (services) in other economies. 
The results are summarized in Table 4.8. 

 

Table 4.8  Source Channels of Employment and Export in 2014 (thousands) 

  

  

Export of Final Products and Services in 
Their Own Economy 

Export of Final Products and Services in 
Other Economies 

Whole Industry Export Manufacturing Whole Industry Export Manufacturing 

China 78,609  67,698  62,914  61,753  

Indonesia 7,621  6,533  16,704  16,111  

India 32,983  20,497  35,308  33,818  

Australia 365  181  1,284  1,257  

Japan 3,194  2,443  4,352  4,288  

Korea, Republic of 2,514  1,957  3,760 3,704 

Taiwan, China 1,700  967  4,272  4,206  

US 4,045  2,166  6,832  6,696  

Germany 5,333  4,140  6,482  6,370  

UK 2,165  798  3,845  3,796  

Source: Calculated based on 2016 WIOD database. 
 
The number of employment related to final 

goods (service) export of China in 2014 was 141.5 
million people (see Table 4.6), among which 79 million 
were generated via the export of domestic final 
products (services) in China, and 63 million were 
(indirectly) created by the export of final products 
(services) in other economies. The share of the latter 
amounted to 44.5 percent. In fact, calculations for the 
remaining nine economies suggest that the 
corresponding share of all of them exceeded 50 percent. 

The economies with highest shares were Australia 
(77.9 percent) and Taiwan Province of China (71.5 
percent) while India (51.7 percent) and Germany (54.9 
percent) had lower shares. The rest were 57.7 percent 
for Japan, 59.9 percent for the Republic of Korea, 62.8 
percent for the US, 64.0 percent for the UK, and 68.7 
percent for Indonesia. Moreover, it is observed that, 
among the employment generated by export of final 
products (services) in other economies, more than 95 
percent or close to 100 percent were achieved through 
partner economies’ manufacturing exports.  
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Chapter 5 
The Interdependence in Factory Asia 
 

 
 

5.1  The Evolutionary Change 
in the Interdependence Index 

This section reports the changes in the interde-
pendence among the economies in Factory Asia, 
Factory Europe and Factory North America based on 
their relations in the intermediate goods flows. 

5.1.1  Factory Asia’s Intra-regional 
Dependence 

Amid the trade tensions between the US and its major 
trade partners such as China and the EU in 2018, 
Factory Asia’s intra-regional dependence1 had increased. 
Comparing Table 5.1 with Table 5.2, it can be seen that 
Factory Asia’s self-dependence index strengthened 
slightly from 0.58 in 2017 to 0.60 in 2018.2 The intra-
regional dependence in Factory North America had 
been stable and the dependence index remained 
around 0.4. Factory Europe saw a larger decrease in 
the intra-regional dependence with the index of self-
dependence falling from 0.64 in 2017 to 0.6 in 2018. 

It is also useful to look at in more detail the 
dependence of Asian individual economies on 
Factory Asia over a longer time horizon. Table 5.3 
shows that all the major economies were highly 
dependent on Factory Asia. Hong Kong Special 
Administrative Region of China, in particular, had the 
highest dependence on Factory Asia, with the 

———————————————————————— 
1 The index of self-dependence of a region A (such as Asia) was 

calculated as the ratio of intermediate goods trade among the 
economies in region A to its total intermediate goods trade with 
the rest of the world. 

 

dependence index generally above 0.7 and following 
an upward trend. In 2018, the dependence of Hong 
Kong Special Administrative Region of China index 
reached 0.78. The dependence of individual ASEAN 
economies such as Singapore and Thailand on Factory 
Asia had averaged around 0.65 while the dependence 
of Japan and the Republic of Korea were about 0.6 and 
were following an steady upward trend. India started 
from a low level of dependence, but actively 
participated in the Asia’s global value chain. Its 
dependence on Factory Asia rose from 0.26 in 2001 to 
over 0.40 after 2015. 

5.1.2  China as a Hub in the Regional Economy 

China is a hub economy in Factory Asia. The 
dependence of major Asian economies on China had 
been high in intermediate goods trade. Hong Kong 
Special Administrative Region of China had the 
highest dependence on China, with the dependence 
index at 0.54 in 2018. The Republic of Korea ranked the 
second with the dependence index at 0.32, followed 
by Japan, ranked the third, at 0.29. Among the ASEAN 
economies, Indonesia had the highest dependence 
on China in intermediate goods trade, with the index 
rising from 0.26 in 2017 to 0.27 in 2018. ASEAN as a 
whole was most dependent sequentially on China, 
Japan and the Republic of Korea in intermediates 
trade and such dependence exceeded that on all 

2 In fact, Asia’s self-dependence in intermediate goods trade had 
remained more or less stable between 2013 and 2018. In 2013, 
Asia’s self-dependence index was at 0.60. Then, it fluctuated 
between 0.63 at maximum and 0.58 at minimum between 2013 
and 2017. It returned to 0.60 attained in 2013.  
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individual ASEAN economies. Between 2017 and 2018, 
the major ASEAN economies had increased their 
dependence on China. In addition, ASEAN’s dependence 
on Japan and the Republic of Korea also increased in 
2018. As a general conclusion, the trade tensions 
between the US and its trade partners had not altered 
the pattern of interdependence among the economies 
in Factory Asia. 

The Chinese economy has dual characteristics. 
On the one hand, it serves as a hub outsourcing 
intensively from other economies the intermediate 
inputs, particularly from Asia, for domestic production 
and exporting. On the other, as a factory economy, it 
also provides intermediate inputs to other factories 
such as Factory Europe and Factory North America. 
Consequently, China’s dependence on Asia in inter-
mediate goods trade was relatively low. India shared 
the similar pattern though there was a significant gap 
in the size of the intermediates trade between the two 

economies (see Table 5.1). For individual economies, 
China’s dependence on the Republic of Korea was the 
highest in intermediates trade. But this dependence 
decreased slightly from 0.11 in 2017 to 0.1 in 2018. 
Hong Kong Special Administrative Region of China 
and Japan ranked the second and third in China’s 
dependence in intermediate goods trade. Like that of 
the Republic of Korea, China’s dependence on these 
two economies also declined slightly between 2017 
and 2018. 

Between 2017 and 2018, most major Asian 
economies saw a slight increase in the dependence 
on China in intermediate goods trade (comparing 
Table 5.1 with Table 5.2). The exceptions included 
Japan, Thailand, India and Singapore. The index of 
dependence for these economies fell from 0.3, 0.22, 
0.19 and 0.16, respectively in 2017 to 0.29, 0.18, 0.16 
and 0.14, respectively in 2018. Thailand saw the largest 
fall in the dependence on China. 

 

Table 5.1  Index of Interdependence in Factory Asia in 2018 

On 

Of  
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 USMCA CPTPP 

CHN – 0.10 0.01 0.02 0.07 0.10 0.03 0.02 0.02 0.02 0.05 0.44 0.11 0.15 0.21 

HK 0.54 – 0.00 0.03 0.03 0.05 0.03 0.01 0.05 0.02 0.02 0.78 0.05 0.06 0.15 

IDN 0.27 0.02 – 0.03 0.15 0.06 0.04 0.01 0.06 0.06 0.04 0.74 0.06 0.05 0.30 

IND 0.16 0.11 0.01 – 0.03 0.04 0.01 0.00 0.03 0.02 0.02 0.43 0.16 0.16 0.11 

JPN 0.29 0.03 0.03 0.01 – 0.06 0.02 0.02 0.02 0.06 0.04 0.60 0.08 0.18 0.12 

KOR 0.32 0.09 0.01 0.02 0.07 – 0.01 0.02 0.02 0.01 0.10 0.67 0.07 0.13 0.22 

MYS 0.19 0.10 0.02 0.01 0.06 0.04 – 0.01 0.14 0.05 0.03 0.64 0.10 0.12 0.25 

PHL 0.17 0.11 0.01 0.01 0.13 0.11 0.03 – 0.07 0.04 0.02 0.69 0.08 0.11 0.26 

SGP 0.14 0.12 0.04 0.02 0.05 0.05 0.12 0.03 – 0.03 0.02 0.62 0.08 0.12 0.21 

THA 0.18 0.04 0.03 0.03 0.18 0.03 0.05 0.03 0.03 – 0.04 0.64 0.08 0.10 0.32 

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 0.08 0.02 0.02 0.06 0.07 0.04 0.02 0.03 0.02 0.04 0.60 0.09 0.13 0.20 

EU27 0.08 0.01 0.00 0.01 0.01 0.01 0.01 0.00 0.00 0.00 0.01 0.15 0.60 0.07 0.05 

USMCA 0.19 0.01 0.00 0.02 0.04 0.03 0.03 0.01 0.01 0.01 0.01 0.36 0.10 0.41 0.32 

CPTPP 0.20 0.05 0.02 0.01 0.03 0.04 0.04 0.02 0.02 0.03 0.02 0.48 0.08 0.32 0.15 

Source: Based on UN ComTrade database. 
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Table 5.2  Index of Interdependence in Factory Asia in 2017 

On 

Of 
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 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 

EU27 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 5.3  Index of Dependence on Factory Asia, Major Asian Economies, 2001-2018 

 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

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 0.44 

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 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 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 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 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 0.67 

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 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 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 0.62 

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 0.64 

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 0.63 

Source: Based on UN ComTrade database. 
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5.2  Dependence of Parts and 
Components and Competitive 
Advantages 

During the trade tensions with China in 2018, the 
Trump administration’s tariff measures against China 
targeted many global value chain goods as well as their 
parts and components (P&Cs) like machinery, electronics, 
electric machines, optical products, lightening, medical 
equipment, vehicles, shipping vessels and aircrafts. It 
is important to understand the impact of the tariff 
measures on the geographic concentrations of the 
productive activities and the shifts in the competitive 
advantages in production among the global producers. 

This section reports the evolution of the trade 
pattern of intermediate inputs. 22 top-trading P&Cs in 
Asia were used for the analysis. The share of a 
particular P&C imported and exported by one 
economy in the world total was calculated. If an 
economy has a high share of trade in this intermediate 
input, it indicates that Asia’s production of this 
product is highly dependent on this economy. The 
high dependence of intermediate goods trade on the 
economy also implies that this economy may possess 
competitive advantage in producing this product, 
being intermediate or final. Table 5.4 and Table 5.5 
show the results of the calculations for 2018 and 2017. 

The previous reports had reported that Asia’s 
trade in SITC667 (pearls, precious and semi-precious 
stones) had a relatively high dependence on India and 
Hong Kong Special Administrative Region of China. 
This pattern remained stable in 2017 and 2018 (see 
Table 5.4 and Table 5.5), and indicated that both India 
and Hong Kong Special Administrative Region of 
China possessed competitive advantages in the 
production of pearls and precious stones. However, 
the advantage retreated for both economies from 
2017 to 2018. For India, the dependence index in 

SITC667 trade fell from 0.28 to 0.19 and for Hong Kong 
Special Administrative Region of China, the dependence 
dropped from 0.22 to 0.15. 

It is interesting to note that Singapore was most 
competitive in the production of aircraft parts and 
components, or SITC7929 because of the high 
dependence on Singapore in aircraft P&Cs trade. 
However, Singapore’s competitive advantage in this 
area slightly declined from 2017 to 2018 as the 
dependence index fell from 0.08 to 0.07. Globally, 
aircraft P&Cs trade had the highest dependence on 
the EU and the dependence index was 0.36. In Asia 
and next to Singapore, China and Japan were 
important producers of aircraft products while The 
Republic of Korea’s role was limited with the 
dependence index at 0.01 (see Table 5.4). Singapore 
was also most competitive in the production of (parts 
of the machinery of civil engineering), or SITC714 in 
Asia. In 2017, the dependence index was at 0.06 and 
strengthened to 0.09 in 2018. Singapore used to have 
the highest dependence on it in parts of the 
machinery of civil engineering, or SITC7239. In 2015, 
the dependence index for Singapore was 0.10, 
whereas that for China was 0.08. In 2017, China began 
to overtake Singapore in the SITC7238 parts. By 2018, 
Singapore’s dependence index fell to 0.05 while that 
of China increased to 0.10. 

For many years, China had overwhelming 
dominance in the trade and production of most of the 
top 22 products. 1 However, 2018 saw a weakening 
in such dominance. From Table 5.4 and Table 5.5, it can 
be seen that 21 out of 22 top traded products saw a 
decline in the dependence on China in trade between 
2017 and 2018. The only exception was automatic 
office machines, or SITC759, which had increased its 
dependence on China from 0.22 in 2017 to 0.28 in 
2018. In general, China possessed competitive 
advantages in 18 out of 22 top traded products in 
2018 (see Table 5.6). 

 

Table 5.4  Dependence of Trade in Top 22 Parts and Components by SITC Codes in 2018 

On 
Of 

CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 USMCA CPTPP 

SITC625 0.10 0.00 0.01 0.01 0.04 0.03 0.01 0.00 0.00 0.03 0.01 0.26 0.38 0.19 0.14 

SITC641 0.06 0.00 0.02 0.02 0.02 0.02 0.01 0.00 0.01 0.01 0.01 0.19 0.48 0.16 0.12 

———————————————————————— 
1 See previous reports.  
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(continued) 

On 

Of 
CHN HK IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 USMCA CPTPP 

SITC65 0.26 0.03 0.02 0.04 0.03 0.03 0.01 0.00 0.00 0.01 0.04 0.47 0.27 0.12 0.08 

SITC667 0.04 0.15 0.00 0.19 0.01 0.00 0.00 0.00 0.01 0.02 0.00 0.42 0.12 0.18 0.03 

SITC67 0.10 0.00 0.02 0.03 0.05 0.05 0.01 0.01 0.01 0.02 0.01 0.31 0.39 0.11 0.12 

SITC691 0.13 0.01 0.01 0.01 0.03 0.03 0.01 0.01 0.01 0.01 0.01 0.26 0.42 0.11 0.11 

SITC699 0.12 0.01 0.01 0.02 0.02 0.03 0.01 0.00 0.01 0.02 0.01 0.26 0.42 0.18 0.12 

SITC713 0.06 0.00 0.01 0.01 0.07 0.02 0.00 0.00 0.01 0.03 0.00 0.22 0.40 0.25 0.19 

SITC714 0.03 0.04 0.00 0.02 0.05 0.01 0.00 0.00 0.09 0.01 0.00 0.25 0.31 0.18 0.21 

SITC7239 0.10 0.00 0.02 0.02 0.05 0.04 0.01 0.00 0.05 0.01 0.00 0.30 0.31 0.20 0.20 

SITC747 0.14 0.00 0.01 0.01 0.04 0.02 0.01 0.00 0.01 0.01 0.01 0.27 0.36 0.22 0.14 

SITC748 0.12 0.00 0.01 0.02 0.06 0.02 0.01 0.00 0.01 0.01 0.00 0.27 0.41 0.21 0.17 

SITC759 0.28 0.19 0.01 0.02 0.04 0.06 0.02 0.01 0.03 0.02 0.00 0.66 0.16 0.13 0.11 

SITC764 0.22 0.11 0.00 0.01 0.03 0.02 0.01 0.00 0.02 0.01 0.05 0.48 0.22 0.21 0.13 

SITC772 0.16 0.08 0.01 0.01 0.05 0.04 0.02 0.01 0.02 0.02 0.01 0.43 0.32 0.17 0.16 

SITC773 0.12 0.03 0.01 0.01 0.04 0.03 0.01 0.01 0.01 0.01 0.02 0.29 0.35 0.22 0.16 

SITC776 0.27 0.19 0.00 0.01 0.04 0.10 0.06 0.02 0.10 0.01 0.01 0.82 0.09 0.08 0.22 

SITC7788 0.16 0.04 0.01 0.02 0.04 0.02 0.02 0.01 0.01 0.02 0.01 0.37 0.32 0.17 0.15 

SITC784 0.08 0.00 0.01 0.01 0.05 0.03 0.00 0.00 0.01 0.02 0.00 0.21 0.44 0.25 0.17 

SITC7929 0.03 0.01 0.00 0.01 0.03 0.01 0.02 0.01 0.07 0.00 0.00 0.21 0.36 0.18 0.18 

SITC813 0.31 0.01 0.00 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.38 0.30 0.20 0.09 

SITC8211 0.17 0.00 0.01 0.00 0.02 0.01 0.01 0.00 0.00 0.01 0.01 0.24 0.38 0.28 0.13 

Source: Based on UN ComTrade database. 

 

Table 5.5  Dependence of Trade in Top 22 Parts and Components by SITC Codes in 2017 

On 
Of 

CHN HKG IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 USMCA CPTPP 

SITC625 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 

SITC641 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 

SITC65 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 

SITC667 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 

SITC67 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 

SITC691 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 

SITC699 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 

SITC713 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 

SITC714 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 

SITC7239 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 
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(continued) 

On 
Of 

CHN HKG IDN IND JPN KOR MYS PHL SGP THA VNM ASIA EU27 USMCA CPTPP 

SITC747 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 

SITC748 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 

SITC759 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 

SITC764 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 

SITC772 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 

SITC773 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 

SITC776 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 

SITC7788 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 

SITC784 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 

SITC7929 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 

SITC813 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 

SITC8211 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. 
 

Table 5.6  List of Products That China Possessed Competitive Advantages in 2018 

 SITC Code Product of Parts and Components 

1 625 Rubber tires, interchangeable tire treads, tire flaps and inner tubes for wheels 

2 641 Paper and paperboard 

3 65 Textile yarn, fabrics, made-up articles, and related products 

4 67 Iron and steel 

4 691 Structures and parts of structures of iron, steel 

6 699 Manufactures of base metal 

7 7239 Machinery of civil engineering and contractors 

8 747 Taps, cocks, valves and similar appliances for pipes, boiler shells, tanks 

9 748 Transmission shafts (including camshafts and crankshafts) and cranks 

10 759 Automatic office machines  

11 764 Telecommunication equipment  

12 772 Electrical apparatus for switching 

13 773 Equipment for distributing electricity 

14 776 Thermionic, cold cathode or photo-cathode valves and tubes 

15 7788 Electrical machinery and equipment 

16 784 Parts and accessories of the motor vehicles 

17 813 Lighting fixtures and fittings  

18 8211 Seats 
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5.3  Distribution of Competitive 
Advantages Among Global 
Factories 

This section examines how the US-China trade 
tensions affected the pattern of competitive 
advantages in different products of the three global 
factories-Factory Asia, Factory Europe and Factory 
North America in 2018. Quantity of each product 
exported by each factory would be used as the criteria 
of judgement. If a product is exported intensively by a 
factory or region relative to other factories, or region, 
we say that this factory or region has a competitive 
advantage in producing this product. 

The results of the analysis show that pattern of 
competitive advantages in the three global factories 
had not changed much in recent years and even in 
2018 when the trade conflicts escalated. A notable 
change in the three global factories was that the 
exports of telecommunication equipment P&Cs 
(SITC764) all declined in 2018. 

Table 5.7 to 5.12 show the intensity of exports in 
each of the 22 top-trading P&Cs by Asia, the EU and 
North America, and the results are summarized here. 
Asia possessed competitive advantage in the production 
of the intermediate goods in electronics, telecom-
munication equipment, automatic office machines, 
textiles and, iron and steel products in 2018. 
Specifically, these advantages cover such intermediate 

goods as textile yarn, fabrics and made-up articles 
(SITC65), pearls and precious stones (SITC667), iron 
and steel (SITC67), automatic office machines 
(SITC759), telecommunication equipment (SITC764), 
thermionic, cold cathode or photo-cathode valves and 
tubes (SITC776), electrical apparatus for switching 
(SITC772) and, electric accumulators (storage batteries) 
(SITC77812). 

The EU possessed competitive advantages 
in the production of P&Cs for automobiles, 
engines, transmissions and electric machines in 2018. 
Specifically, these advantages include P&Cs in motor 
vehicles (SITC784), paper and paperboard (SITC641). 
Internal combustion piston engines (SITC713), non-
electric engines and motors (SITC714), machinery of 
civil engineering and contractors (SITC7239), electrical 
equipment for internal combustion engines (SITC7783), 
taps, cocks, valves and similar appliances (SITC747), 
transmissions (SITC748), metal works N.E.S. (SITC691, 
699), special equipment for distributing electricity 
(SITC773) parts and accessories of the motor vehicles 
(SITC784). 

In comparison with Factory Asia and Factory 
Europe, Factory North America possessed only limited 
advantages. As shown in Table 5.11 and Table 5.12, the 
competitive advantages of North America only 
focused on specific machines (SITC7285), non-electric 
engines and motors (SITC714) and aircraft (SITC7929). 

 

 Table 5.7  Major P&C Exports by Asian Economies in 2018 (USD billion) 

SITC SITCCode 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 

34.2  

641 Paper and paperboard 22.8  

65 
Textile yarn, fabrics, made-up articles, N.E.S., and 
related products 

171.2  

667 
Pearls and precious or semiprecious stones, 
unworked or worked 

52.6  

67 Iron and steel 149.5  

691 Structures and parts of structures, N.E.S., of iron, steel 21.1  

699 Product of parts and components 52.6  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

Section 7.  Machinery and 
Transport Equipment 

713 
Internal combustion piston engines, and parts 
thereof, N.E.S. 

46.1  

714 Engines and motors, non-electric 30.4  

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

28.1  

748 
Transmission shafts (including camshafts and 
crankshafts) and cranks 

19.0  

759 Parts and accessories of automatic office machines  256.5  

764 Telecommunication equipment and parts 297.6  

772 Electrical apparatus for switching 122.1  

773 Equipment for distributing electricity, N.E.S. 42.5  

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

623.1  

77812 Electric accumulators (storage batteries) 30.5  

7788 Electrical machinery and equipment, N.E.S. 19.3  

784 Parts and accessories of the motor vehicles 112.2  

7929 Aircraft parts 20.3  

Section 8.  Miscellaneous 
Manufactured Articles 

813 Lighting fixtures and fittings, N.E.S. 33.5  

8211 Seats 29.9  

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

Malaysia, Singapore, Thailand, the Philippines and Vietnam. 

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 
 

Table 5.8  Major P&C Exports by Asian Economies in 2017 (USD billion) 

SITC SITCCode 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  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

Section 7.  Machinery and 
Transport Equipment 

713 
Internal combustion piston engines, and parts 
thereof, N.E.S. 39.8  

7239 
Parts, N.E.S., of the machinery of civil engineering 
and contractors 

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 automatic office machines  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, the Republic of 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/. 

 

 Table 5.9  Major P&C Exports by EU27 in 2018 (USD billion) 

SITC SITCCode 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 

31.1  

641 Paper and paperboard 63.7  

65 
Textile yarn, fabrics, made-up articles, N.E.S., and 
related products 68.9  

667 
Pearls and precious or semiprecious stones, 
unworked or worked 

16.7  

67 Iron and steel 164.9  

691 Structures and parts of structures, N.E.S., of iron, steel 29.9  

699 Product of parts and components 75.0  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

Section 7.  Machinery and 
Transport Equipment 

713 
Internal combustion piston engines, and parts 
thereof, N.E.S. 

75.4  

714 Engines and motors, non-electric 46.5  

7285 
Parts, N.E.S., of the machines and mechanical 
appliances of headings 

18.2 

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

38.9  

748 
Transmission shafts (including camshafts and 
crankshafts) and cranks 

30.2  

759 Parts and accessories of office machines, automatic 43.3  

764 Telecommunication equipment and parts 90.1  

772 Electrical apparatus for switching 96.4  

773 Equipment for distributing electricity, N.E.S. 46.5  

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

70.5  

7783 
Electrical equipment, N.E.S., for internal combustion 
engines and vehicles; parts thereof 

23.6  

784 Parts and accessories of the motor vehicles 197.4  

7929 Aircraft parts 33.1  

Section 8.  Miscellaneous 
Manufactured Articles 

8211 Seats 30.7  

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

22.2  

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 

 

 Table 5.10  Major P&C Exports by EU27 in 2017 (USD billion) 

SITC SITCCode 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  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

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  

7239 
Parts, N.E.S., of the machinery of civil engineering 
and contractors 

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/. 

 

 Table 5.11  Major P&C Exports by North America in 2018 (USD billion) 

SITC SITCCode 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 

8.2  

641 Paper and paperboard 19.0  

65 
Textile yarn, fabrics, made-up articles, N.E.S., and 
related products 18.4  

667 
Pearls and precious or semiprecious stones, unworked 
or worked 

24.9  

67 Iron and steel 27.6  

699 Manufactures of base metal, N.E.S. 23.3  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

Section 7.  Machinery And 
Transport Equipment 

713 
Internal combustion piston engines, and parts thereof, 
N.E.S. 

34.8  

714 Engines and motors, non-electric 19.1  

7239 Parts, N.E.S., of the machinery of civil engineering and 
contractors 

7.3  

7285 
Parts, N.E.S., of the machines and mechanical 
appliances of headings 6.9  

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

16.3  

748 
Transmission shafts (including camshafts and 
crankshafts) and cranks 

8.9  

759 Parts and accessories of office machines, automatic 30.0  

764 Telecommunication equipment and parts 61.1  

772 Electrical apparatus for switching 37.2  

773 Equipment for distributing electricity, N.E.S. 24.6  

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

55.3  

7783 
Electrical equipment, N.E.S., for internal combustion 
engines and vehicles; parts thereof 

10.3  

784 Parts and accessories of the motor vehicles 88.6  

7929 Aircraft parts 9.9  

Section 8.  Miscellaneous 
Manufactured Articles 

8211 Seats 12.4  

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

9.5  

Source: Based on UN ComTrade data, http://comtrade.un.org/db/. 

 

 Table 5.12  Major P&C Exports by North America in 2017 (USD billion) 

SITC SITCCode 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  
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(continued) 

SITC SITCCode Product of Parts and Components Exports 

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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Chapter 6 
FDI Interdependence in Asia 
 

 
 

6.1  FDI Inter-dependence in 
Asia 

An economy’s FDI inter-dependence index measures the 
extent of the dependence by one economy on 
another in the FDI flows (inflows plus outflows) and is 
calculated as the share of the FDI flows with a 
particular economy (its partner) in the total FDI flows 
with the world. An economy’s FDI dependence on 
Asia is calculated as the share of FDI flows (inflows plus 
outflows) in Asia in the total FDI flows with the world.1 
FDI self-dependence on Asia measures the share of 
intra-Asia FDI flows in the global FDI flows of all the 
Asian economies. 

Table 6.1 shows the interdependence indices of 
FDI of selected economies (called reporters) on the 
partners in 2018. For example, Chinese mainland and 
Hong Kong are the largest FDI partners for each other. 
Chinese mainland depended on Hong Kong for more 
than 60 percent of its FDI inflows and outflows while 
the dependence Hong Kong on the Chinese mainland 
was the highest at over 70 percent among all its 
partners in foreign direct investment. In 2018, both 
India and Indonesia showed the highest dependence 
on Singapore in FDI flows (27.54 percent and 16.8 
percent, respectively), while Australia was most 
dependent on China among the major Asian economies 
at 32.29 percent. 

China’s foreign direct investments mostly 

———————————————————————— 
1 In this Chapter, Asia includes Asian economies and Australia and 

New Zealand. 
 

concentrated in Asia. In 2018, its FDI dependence on 
Asia was the highest at 83.72 percent among all the 
economies, compared to 77.55 percent in 2017. After 
China, Hong Kong Special Administrative Region of 
China had the second highest dependence on Asia 
with the index at 51.04 percent, followed by Indonesia 
at 47.81 percent. The Republic of Korea and Japan also 
had relatively high dependence on Asia in FDI flows, 
with 38.6 percent and 38.5 percent respectively. For 
the Republic of Korea, its FDI inflows mostly came 
from Asia (see Table 6.2) and for Japan, the outward 
investment mainly settled down in Asia (see Table 6.4). 

Intra-Asian FDI flows had the highest dependence 
on China indexed at 16.52 percent, followed by ASEAN 
(15.96 percent). Hong Kong Special Administrative 
Region of China was also a leading hub for Asia’s direct 
investment and 14.65 percent of Asia’s intra-regional FDI 
flows depended on Hong Kong Special Administrative 
Region of China in 2018. Asia’s self-dependence in FDI 
flows, i.e., the share of Asia’s intra-regional FDI flows, 
was 57.3 percent, gained by 3 percentage points over 
the previous year. The increase in Asia’s self-dependence 
in FDI flows was due to the sharp rise of the share of 
intra-Asian outward FDI, with the outward FDI 
interdependence index rising from 53.31 percent in 
2017 to 63.42 percent in 2018 (see Table 6.4). 2 That 
is to say, Asia has an Asian-biased preference in the 
direct investment flows. In 2018, the dependence of 
Asia’s FDI flows on the United States was negative at -

2 See Table 5.3 of Boao Forum for Asia Progress of Asian 
Economic Integration Annual Report 2019, p60, March 2019, 
UIBE Press. 
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6.11, mainly due to effect of the negative value of 
inward FDI to Asia from the United States (see Table 

6.2) on the merged interdependence of FDI (inward 
plus outward). 

 

 Table 6.1  Interdependence of FDI (Inward Plus Outward),  
 Selected Asian Economies in 2018 (%) 

On Partner 
(Y) 

Of Reporter  
(X) 

PARTNER 

CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU USA ROW 

REPORTER 

CHN 0.00 1.59 2.12 65.75 0.09 0.76 0.71 4.32 12.87 34.59 83.72 6.61 3.78 5.89 

JPN 7.55 0.00 4.42 1.94 2.10 3.13 2.15 10.20 20.34 198.72 38.50 39.52 17.95 4.03 

KORa 9.67 15.19 0.00 3.24 1.26 -3.65 0.14 2.24 16.42 608.10 38.60 -7.29 14.98 53.72 

HKb 71.44 -1.40 0.21 0.00 0.13 -0.36 0.10 -3.56 -20.08 51.38 51.04 33.56 -50.27 65.67 

INDc 0.66 -13.08 0.08 0.34 0.00 -0.76 0.05 27.54 27.24 256.95 14.55 25.29 27.71 32.45 

AUSd 32.29 -1.21 0.37 -0.77 -0.52 0.00 -5.85 1.57 -4.08 4.57 9.82 17.32 -21.96 94.82 

IDNe 18.24 4.56 1.23 2.66 0.14 1.10 0.00 16.80 19.25 44.92 47.81 3.30 1.12 47.77 

SGPf 6.20 2.66 1.35 4.55 4.82 1.01 -0.07 0 3.64 18.98 23.28 -1.06 30.70 47.08 

ASIA 16.52 4.56 1.55 14.65 2.68 0.98 1.97 9.92 15.96 44.17 57.30 23.18 -6.11 25.63 

Notes: Inter-dependence 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 the economy X and Y. 

 a b c e FDI data of the Republic of Korea, Hong Kong Special Administrative Region of China, India, and Indonesia are calculated on 
IMF CDIS FDI stock data, which is the FDI stock of 2018 minus the FDI stock of 2017. 

 d FDI data of Australia in 2018 come from the FDI stock of 2018 minus the FDI stock of 2017 from Australian Bureau of Statistics. 
 f FDI data of Singapore in 2017 (because of the negative value of FDI outflows in 2018) come from the FDI stock of 2017 minus the 

FDI stock of 2017 from Singapore Department of Statistics. 
Source: Based on IMF Coordinated Direct Investment Survey (CDIS) database, and the data from the Statistical Bureaus of the individual 

economy. 

 

6.2  Interdependence of 
Inward FDI 

The interdependence 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 (the partner) in 
the total FDI inflows from the world. 

Table 6.2 shows the interdependence indices of 
inward FDI of selected economies in 2018. Hong Kong 
remained as the largest source of FDI inflows into 
Chinese mainland, and the share of FDI from Hong 
Kong Special Administrative Region of China was 
64.67 percent, slightly down from the peak in 2017. 
Chinese mainland gained in the position as the largest 

source of FDI inflows into Hong Kong again with a 
share of 75.11 percent in 2018. China was also the 
largest source of FDI inflows into the Republic of 
Australia accounting for 32.85 percent of the inflows. 
The FDI inflows into the Republic of Korea mainly 
depended on Japan (49.74 percent) and China (17.18 
percent), while Indonesia mainly depended on 
Singapore (31.37 percent) and Japan (16.9 percent) for 
the inflows. Singapore and Japan had a higher 
dependence on the EU in its direct investment from 
European Union, while India attracted most 
investment from the United States. 

In 2018, the dependence of Asia’s FDI inflows on 
the United States was negative at -18.57%. According 
to the World Investment Report (2019) published by 
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UNCTAD, the outward FDI from the United States to 
the world was also negative, i.e. the United States, was 
withdrawing investment from the world and Asia, 
especially Singapore and Hong Kong Special 
Administrative Region of China, because of the large-
scale repatriations of accumulated foreign earnings by 
the United States, multinational enterprises (MNEs) in 
the first two quarters of 2018, following tax reforms 
introduced in that country at the end of 2017.1  But 
some Asian economies such as China, Japan, India 
and Indonesia still attracted investment from the 
United States in 2018. The impact of US-China trade 
tensions on bilateral investment was mainly reflected by 
the decrease in China’s investment in the United States, 
but the direct investment of the United States to China 
has maintained a relatively stable growth. China’s 
dependence in its FDI inflows from the United States has 
not been damaged much as the index of 

dependence remained at 2.02 percent in 2017 
and 1.93 percent in 2018. 

ASEAN still most depended on intra-ASEAN 
inward FDI although the dependence index had 
declined slightly for two consecutive years. The FDI 
inflows into ASEAN from Japan increased substantially 
in 2018 with the dependence index improved from 9.89 
percent in 2017 to 14.54 percent. ASEAN exhibited a 
diversified pattern in the sources of its FDI inflows due 
to significant increase in the share of FDI from the rest 
of the world other than Asia, the Europe Union and 
the United States. For the members of the Regional 
Comprehensive Economic Partnership (RCEP), including 
ASEAN, China, Japan, the Republic of Korea, Australia 
and New Zealand, the intra-RCEP dependence in the 
inward FDI was 26.19 percent, slightly more than that 
in the previous year. 

 

Table 6.2  Interdependence of Inward FDI, Selected Asian Economies and US in 2018 (%) 

On Partner 
(Y) 

Of  
Reporter 
(X) 

PARTNER 

CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

REPORTER 

CHN 0 2.73 3.36 64.67 0.03 0.05 0.02 2.73 5.28 11.45 76.97 8.05 1.93 14.98 

JPN 8.08 0 19.77 8.00 0.02 19.57 0.35 -3.00 13.86 61.31 50.86 67.03 59.86 -77.75 

KORa 17.18 49.74 0 2.55 -0.55 6.73 2 3.11 3.93 77.03 80.11 -48.14 -10.29 71.59 

HKb 75.11 -2.20 0.32 0 0.20 0.58 0.61 -9.01 -37.41 36.6 36.02 53.1 -22.78 33.66 

INDc 0.77 -16.49 0.23 0.56 0 -0.18 0.01 32.07 31.65 15.98 16.26 26.88 32.23 24.63 

AUSd 32.85 -1.67 0.15 -1.31 -0.05 0 0.88 -0.81 1.56 33.1 29.04 -6.59 0.51 77.04 

IDN 8.11 16.90 5.47 6.86 0.28 2.04 0.00 31.37 38.83 71.65 79.32 10.54 4.15 5.99 

SGPe 2.74 17.26 3.21 0.15 2.73 1.33 0.57 0 4.93 -7.58 28.27 63.40 -45.14 53.47 

ASEAN 6.90 14.54 4.09 7.02 1.05 0.84 0.80 11.12 17.03 38.54 40.05 15.00 5.79 44.95 

RCEP 1.22 10.08 3.02 -29.90 0.20 0.27 -0.46 8.75 11.40 26.19 57.64 5.07 4.94 32.35 

ASIA 17.19 8.57 2.10 12.19 3.14 0.23 1.29 5.91 8.03 39.03 52.02 31.34 -18.57 35.21 

US -0.02 6.09 2.6 1.86 -0.08 -0.19 0.02 -1.07 -2.15 6.58 6.19 90.24 0 3.57 
Notes: Inter-dependence 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 the Republic 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 2018 minus the inward FDI stock of 2017. 
 c FDI inflows to India are the data of FDI equity inflows. 
 d FDI data of Australia in 2018 come from the inward FDI stock of 2018 minus the inward FDI stock of 2017 from Australian Bureau 

of Statistics. 
 e FDI data of Singapore in 2018 come from the inward FDI stock of 2018 minus the inward FDI stock of 2017 from Singapore 

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

economy. 

———————————————————————— 
1  UNCTAD, World Investment Report 2019, Key messages, page X. 
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The self-dependence in inward FDI is calculated 

as the share of one economy’s FDI inflows from Asia 
to the total FDI inflows from the world. The Republic 
of Korea and Indonesia reached a new record in the 
dependence on Asia for the FDI inflows in 2018, while 
Japan and Singapore had increased the dependence 
on Asia over the previous two years (see Table 6.3). The 
dependence of China’s FDI inflows on Asia reduced 
but still stayed higher than the level before the global 
financial crisis. The dependence of India and ASEAN 
on Asia declined significantly. RCEP remained more or 
less stable dependence on Asia for the inflows of FDI. 

The Intra-Asia dependence for inward FDI 
decreased slightly from the peak at 54.65 percent in 
2017 to 52.02 percent in 2018, which was the second 
high after the global financial crisis in 2008. China took 
the place of Hong Kong Special Administrative Region 
of China as the top source of intra-Asian direct 
investment in 2018, accounting for 17.19 percent of 
the total (see Table 6.2). The intra-Asian green-field 
investment mainly flew into manufacturing sectors 
and created more jobs per investment project than 
those investments from outside Asia, while Intra-Asian 
M&A deals focused more on services1. 

 
Table 6.3  Self-dependence of Inward FDI in Asia  

(Selected Asian Economies), 2013-2018 (%) 

Economies 2008 2013 2014 2015 2016 2017 2018 

China 61.50 80.51 82.75 82.80 78.67 83.56 76.97 

Japan 14.91 53.95 65.65 .. 23.57 31.42 50.86 

Korea, Republic of 34.90 51.60 35.70 .. 51.72 40.55 80.11 

Hong Kong SAR, China 43.56 14.86 42.58 18.20 34.49 39.74 36.02 

India 18.11 27.74 33.84 44.14 44.66 35.28 16.26 

Australia 22.77 30.64 20.30 20.30 25.28 41.80 29.04 

Indonesia 61.31 .. 76.88 51.41 72.87 72.73 79.32 

Singapore 21.12 24.47 38.50 85.80 8.87 15.87 28.27 

ASEAN .. 49.41 44.61 55.76 58.81 52.77 40.05 

RCEP .. 56.32 54.04 61.08 56.25 58.22 57.64 

ASIA 38.28 41.86 38.01 43.86 51.78 54.65 52.02 

Note: “..” = 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. 

 

6.3  Interdependence of 
Outward FDI 

The interdependence of outward FDI shows the 
importance of one destination 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 (its partner) in 

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

its total outward direct investment to the world. 
Table 6.4 shows the outward FDI dependence 

indices of some Asian economies in 2018. As the main 
sources of intra-Asia FDI, China and Hong Kong 
Special Administrative Region of China sharply increased 
their outward investments to Asia. From 2017 to 2018, 
China’s outward FDI dependence on Asia increased 
from 83.56 percent to 90.95 percent, and that for 

2019-2020, pp.40-41. 



Chapter 6 
FDI Interdependence in Asia  

  93 

Hong Kong Special Administrative Region of China 
from 40.55 percent to 71.44 percent. The increase in 
the outward FDI dependence on Asia by China and 
Hong Kong Special Administrative Region of China had 
led to a higher intra-Asia FDI dependence with the index 
rising from 53.31 percent in 2017 to 63.42 percent in 2018. 
Hong Kong Special Administrative Region of China 
was the favorite destination for the Asian investors, 
receiving 17.38 percent of Asia’s outward investment 
in 2018. Chinese mainland had the highest dependence 
on Hong Kong in its outward direct investment as 
over two thirds of its outward direct investment went 
to Hong Kong. 

The Asian economies showed an upward trend 
in their dependence on FDI from China. In 2018, the 
dependence index was 15.77 percent, as compared 
16.34 percent in 2017. Horizontally, Asia’s dependence 
on China exceeded that on the traditional markets 
such as the EU and the United States (see Table 6.4). In 
2018, Asia’s dependence on the EU was 14.12 percent, 
down from 16.54 percent attained in the previous year. 
The drop in Asia’s dependence on the United States 
was even more drastic as the proportion of Asia’s 
outward investment in the US fell from 15.52 percent 
in 2017 to 7.71 percent in 2018. 1  The outward 
investment from Australia to Asia turned negative, 
resulting in a negative index, because of substantial 
disinvestment by Australian investors from Indonesia 
and New Zealand. The Japanese investors reduced 
their investment in the US market and turned to 
ASEAN. As a result, Japan’s outward FDI dependence 
on Asia also increased, reaching 37.65 percent, 
exceeding its dependence on the European Union. 

Investors of the Republic of Korea and India still 
preferred to invest in the United States, but their 
dependence on the US market was decreasing. 

Amid the US-China trade tensions and the 
tightened national security-related screening mechanism 
in the United States, the FDI inflows into the United 
States from China showed negative values in 2017 
and 2018, indicating that Chinese enterprises were 
forced to withdraw from the US market. According to 
the Bureau of Economic Analysis of the United States, 
the direct investment position of China in the United 
States (inward) was USD39.5 billion in 2018, a decrease 
of 0.1 percent from 2017 while the US direct investment 
position in China (outward) was USD 116.5 billion, an 
increase of 8.3 percent over the year of 2017. The US 
Foreign Investment Risk Review Modernization Act of 
2018 entered into force in August 2018 and in 
November 2018 the United States launched the 
Critical Technologies Pilot Program, adding new types 
of transactions covered by FDI screening and 
extending and clarifying the scope of foreign investment 
screening in relation to mergers and acquisitions of 
companies engaged in emerging and foundational 
technologies. European countries, such as Germany, 
Italy and France, also introduced new or reinforced 
existing mechanisms and procedures specifically 
dedicated to national security-related investment 
screening2 . These measures would further affect the 
investment flows from China’s and other Asian 
economies to the United States and the European 
Union. It could be predicted that given the complex 
global environment, the Asian economies would 
focus more on Asia’s international market to maximize 
the opportunities of the investment. 

 

Table 6.4  Interdependence Index for Outward FDI, Selected Asian Economies in 2018 (%) 

On Partner 
(Y) 

 

Of  
Reporter  
(X) 

PARTNER 

CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

REPORTER 
CHN 0.00 0.36 0.80 66.91 0.16 1.53 1.44 4.94 21.00 24.04 90.95 5.07 5.76 -1.79 

JPN 7.51 0.00 3.36 1.52 2.25 2.00 2.27 11.11 20.78 36.12 37.65 37.63 15.07 9.66 
      

———————————————————————— 
1 See Table 5.3 of Boao Forum for Asia Progress of Asian 

Economic Integration Annual Report 2019, p60, March 2019, 
UIBE Press. 

2 UNCTAD. Investment Policy Monitor—National Security-
related Screening Mechanisms for foreign investment: an 
Analysis of Recent Policy Development, Dec 2019. 
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(continued) 

On Partner 
(Y) 

 

Of  
Reporter  
(X) 

PARTNER 

CHN JPN KOR HK IND AUS IDN SGP ASEAN RCEP ASIA EU US ROW 

REPORTER 

KOR 6.88 2.33 0.00 3.49 1.93 -2.51 0.19 1.92 11.02 19.66 23.15 7.91 24.38 44.56 

HKa 66.46 -0.33 0.43 0.00 0.28 -1.64 0.13 3.85 3.46 71.44 71.44 7.02 2.76 18.77 

INDb 0.26 -0.04 -0.51 -0.48 0.00 -2.98 0.18 10.22 10.35 7.09 6.61 0.93 10.39 82.07 

AUSc 22.98 6.50 4.10 8.18 -8.24 0.00 -117.80 41.27 -98.04 -318.40 -310.22 415.51 -396.03 390.74 

IDNd 22.30 -0.40 -0.47 0.97 0.09 0.73 0.00 10.94 11.38 34.19 35.16 0.39 -0.09 64.54 

SGPe 34.54 6.19 4.46 52.41 73.63 20.69 -15.61 0 50.17 185.84 241.50 -491.67 -29.74 34.54 

ASIA 15.77 0.12 0.95 17.38 2.18 1.81 2.72 14.36 24.77 49.87 63.42 14.12 7.71 14.74 

Notes: Inter-dependence 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. 
a b d 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 2018 minus the outward FDI stock of 2017. 
c FDI data of Australia in 2018 come from the outward FDI stock of 2018 minus the outward FDI stock of 2017 from Australian Bureau 

of Statistics. 
e FDI data of Singapore in 2017 (because of the negative value of FDI outflows in 2018) come from the outward FDI stock of 2017 

minus the outward FDI stock of 2016 from Singapore Department of Statistics. 

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

economy. 
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In the era of global value chains, the export of service 
industry goes beyond the four types of service trade 
defined in General Agreement on Trade in Services 
(GATS), which was reached in GATT Uruguay Round. 
Nowadays, indirect value added export is an 
important part of service trade. Notably, the flagship 
report published by the WTO (i.e., the World Trade 
Report 2019: The Future of Services Trade, released in 
October 2019) recognized the importance of services 
trade and redefined its routine of collecting statistics 
for services trade leading to an upward adjustment of 
the importance of trade in services. Similar practices 
were conducted in the World Bank (more details in its 
GVC report). 

This section focuses on the analysis of selected 
Asian economies and related economies’ service 
exports based on value added exports decomposition 
models, using data from the 2019 version of the world 
Input-output table extended by Asian Development 
Bank. For our subsequent analysis, 25 economies were 
given particular attention: China, Indonesia, India, 
Japan, the Republic of Korea, Taiwan Province of China, 
Bangladesh, Malaysia, the Philippines, Thailand, 
Vietnam, Kazakhstan, Mongolia, Sri Lanka, Pakistan, 
Laos, Brunei, Bhutan, Kyrgyzstan, Cambodia, Maldives, 
Nepal, Singapore, Hong Kong Special Administrative 
Region of China and Australia. In particular, the 
characteristics of domestic (within region) and foreign 
(outside region) services value-added embodied in 
exports (in contrast to direct measures such as 
services trade) would be analyzed to draw insights 
about the services integration process in Asia. 

7.1  Asian Economies’ Service 
Exports 

Table 7.1 shows the services exports of the 25 
economies as defined above, together with estimated 
value added. The following observations may be 
drawn from the results.  

First, China topped the list, with the largest 
amount of service value added exports, i.e. USD88.8 
billion; followed by Japan (USD30.3 billion), India 
(USD19.6 billion), the Republic of Korea (USD15.2 
billion), Singapore (USD14.8 billion), Hong Kong 
Special Administrative Region of China (USD14.5 
billion) and Australia (USD12.2 billion). It is worth 
noting that, most of the aforementioned economies 
found more exports of services value added than 
direct services exports as conventionally reported in, 
for instance, balance of payments accounts (except 
Singapore and Hong Kong Special Administrative 
Region of China ). 

Second, economies with relatively low services 
value added exports included (see Table 7.1): Nepal 
(USD786 million), Kyrgyzstan (USD786 million), Brunei 
(USD454 million) and Bhutan (USD228 million). For 
these four economies, though the value of service 
exports measured by the value added embodied in 
exports had not exceeded the service exports 
measured by the conventional method, the two 
results had come very close, except Kyrgyzstan. The 
underlying reason for the service exports measured 
by the value added embodied in exports to exceed 
that by the conventional measure is that, there are 
large amounts of indirect services embodied in other 
goods exports. 
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Table 7.1  Asian Main Economies’ Service Industry Export:  
Export Value and Value Added Export (USD million) 

Economies 

2018 2010 

Export 
Value 

Total 
Value 

Added 
Export 

 

Export 
Value 

Total 
Value 

Added 
Export 

 

Indirect 
Value 

Added 
Export 

Indirect 
Value 

Added 
Export 
Share 

(%) 

Indirect 
Value 

Added 
Export 

Indirect 
Value 

Added 
Export 
Share 

(%) 

China 474,792 887,799 636,248 71.7 288,834 445,148 304,011 68.3 

Indonesia 11,129 35,301 29,103 82.4 14,915 31,745 24,098 75.9 

India 129,211 196,299 101,706 51.8 139,418 148,302 49,898 33.6 

Japan 162,345 303,259 201,127 66.3 191,875 305,759 192,476 63.0 

Korea, Republic of 88,131 151,662 103,874 68.5 54,087 107,242 80,525 75.1 

Taiwan, China 80,630 80,928 33,416 41.3 50,940 59,164 30,092 50.9 

Bangladesh 4,004 11,589 8,724 75.3 2,211 6,120 4,486 73.3 

Malaysia 34,892 52,543 35,516 67.6 32,257 42,028 25,980 61.8 

The Philippines 34,750 33,565 13,630 40.6 19,068 21,230 10,200 48.0 

Thailand 95,038 97,361 47,241 48.5 35,866 44,033 26,836 60.9 

Vietnam 31,803 33,687 17,073 50.7 10,912 11,401 6,140 53.9 

Kazakhstan 15,521 20,401 9,721 47.7 13,550 18,586 10,021 53.9 

Mongolia 841 1,531 1,012 66.1 673 740 370 50.0 

Sri Lanka 6,758 6,705 2,377 35.4 3,185 3,528 1,490 42.2 

Pakistan 6,450 8,414 3,694 43.9 4,865 6,804 3,334 49.0 

Laos 1,080 1,187 455 38.3 204 252 124 49.1 

Brunei 505 454 231 50.9 644 646 434 67.2 

Bhutan 246 228 74 32.6 132 120 49 40.7 

Kyrgyzstan 709 786 375 47.7 307 372 198 53.3 

Cambodia 3,442 3,208 1,523 47.5 1,669 1,245 449 36.1 

Maldives 3,102 1,615 350 21.7 1,740 1,064 319 30.0 

Nepal 1,003 786 211 26.8 682 592 175 29.5 

Singapore 237,717 147,917 53,535 36.2 136,396 88,599 30,478 34.4 

Hong Kong SAR, China 188,877 144,998 59,670 41.2 127,033 96,698 39,690 41.0 

Australia 76,349 122,834 82,018 66.8 57,291 91,893 62,226 67.7 

Source: Based on ADB’s 2019 version of the World Input-Output Table. 

 
Further, we continue with our study to analyze 

the indirect service value added and its share in total 
value added exports. It is clear that many economies 
found their shares of indirect service value added 

exports in total value added exports were no less than 
or even far greater than 50 percent in 2018 (see Table 
7.1). For instance, Indonesia was 82.4 percent, 
Bangladesh was 75.3 percent, and China was 71.7 
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percent. Maldives and Nepal, however, had lower 
share with 21.7 percent and 26.8 percent, respectively. 

Comparing the estimates for 2018 with that of 
2010, we may find that in some economies, such as 
China, Indonesia, India, Japan, Bangladesh, Malaysia, 
Mongolia and Cambodia, the annual growth of 
indirect service value added export was higher than 
gross value of exports, or even larger than annual 
growth of total value added exports. 

Next, Table 7.2 shows the destinations of services 
value-added exports. To facilitate the analysis, each 
economy’s total services value added exports were 
decomposed into two groups, “within region” 
(within the 25 economies excluding home country 
or region) and “outside region” (other regions but 
the 25 economies) according to the heterogeneous 
destinations. For illustrative purposes, only top three 
economies are listed for both groups. 

A closer look at the pattern of services value 
added exports, we found that most economies’ 
services value added exported to destinations outside 
the region (with exceptions for Mongolia, Nepal, 
Brunei, and Australia, whose services value added 
exported to “within region” were over 50 percent). 
Notably, being the world’s largest final goods and 
service consumption economies, the US, Germany, 
and the UK absorbed (directly and indirectly) a large 
amount of services of the 25 economies. 

According to Table 7.2, it can be found that 
within-the-region value added service exports by the 
25 economies were mostly destined to the large 
economies such as China, Japan, and the Republic of 
Korea. Moreover, it was observed that due to the close 
economic relations with China (especially in resources 
trade), Australia and Mongolia found large share of 
these countries’ services value added exports to China 
and respectively, was 22.9 percent and 45.6 percent in 
2018. This is one of the main reasons why these two 
countries’ main destination for services value added 
export is “within region” (i.e., within the 25 economies). 
Similarly, given the geopolitical and economic ties 
between Nepal and India, Nepal’s service industry was 
mainly dependent on India. Also, roughly 18.6 percent 
of Brunei’s services value-added exports were 
destined to Japan. These were suggestive evidences 
that Nepal and Brunei’s services value-added exports 
were mainly “within region” (i.e., within the 25 
economies). 

7.2  Services Value Added 
Embodied in Gross Exports of 
Asian Economies 

Table 7.3 presents the statistics for gross exports of 
final products or services of the 25 economies, both 
for in aggregate and by industry (manufacturing and 
service industries) in 2018. Furthermore, it presents 
the estimation of foreign and domestic value added 
embodied in exports of final goods and services. 

First, the economies with relatively high proportion 
of foreign services value added per unit export, among 
others, were Singapore (25.8 percent), Hong Kong 
Special Administrative Region of China (20.2 percent), 
Maldives (20.0 percent) and Malaysia (15.7 percent). In 
addition, there were also many economies with the 
share of foreign services value-added in excess of or 
approaching 10 percent. Given the complex role of 
foreign services in global production and division of 
labor, the important role of service industry could not be 
fully accounted for by the measured ratios. Moreover, 
Table 7.3 shows that large exporting economies’ would 
naturally embody much foreign services value added, 
though the proportions may not be high. 

Heterogeneity exists among industries. By 
examining the share of foreign services value added 
embodied in unit export value, we could observe that, 
for most economies, the proportion in manufacturing 
exports was generally higher than that of services 
industries. This pattern was also found even for Hong 
Kong Special Administrative Region of China. Though it 
had relatively strong service industry, the proportion 
of foreign services value added in its manufacturing 
exports (48.9 percent) was higher than that of its 
service industries (17.8 percent). 

Last but not least, among the 25 economies, most 
economeis’ foreign (outside region) services value added 
embodied in manufacturing exports was mainly from 
the outside region. Some exceptions to this pattern 
included, for example, Taiwan Province of China, with 
manufacturing exports embodying 8.0 percent of the 
services value added within the region, higher than 
the 6.9 percent of the foreign (outside region) services 
value added outside the region. The corresponding 
proportion in Bangladesh, Vietnam, Sri Lanka, Laos, 
Bhutan, Cambodia, Nepal within the region was 3.9 
percent, 7.3 percent, 3.7 percent, 3.1 percent, 3.7 
percent, 7.9 percent, and 8.5 percent, respectively, all 
higher than their counterparts outside the region. 
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7.3  Asia Tourism Integration 
Index 

The global environment for tourism is relatively stable 
and thanks to technological advances and visa 
facilitation, international tourist arrivals had grown for 
9 years and in 2018, 5 percent growth was attained. A 
total of 1.4 billion international tourist arrivals were 
recorded in destinations around the world, two years 
ahead of the forecast by the World Tourism Organization 
(UNWTO). 

The growth of international tourist arrivals in Asia and 
the Pacific region (7.3 percent) and Africa (7.0 percent) was 
higher than that of the world in 2018. The Asia and 
Pacific was one of the two regions that had grown 
faster than that in 2017 and the total number of 
international tourist arrivals reached 347.7 million in 2018. 

South Asia, one of the four subregions of the Asia 
and the Pacific, had an average growth rate of 10.5 
percent from 2010 to 2018, doubling the world 
growth of 5.0 percent. In 2018, South Asia attained a 
growth 19.4 percent in 2018. Furthermore, year-on-
year growth of South-East Asia and North-East Asia 
was 6 percent in 2018. 

The global international tourism receipts rose by 
4.4 percent to reach USD1,451 billion in 2018. The 
international tourism receipts of the Asia and Pacific 
region was USD435.5 billion, up by 7.4 percent and 
accounting for 30 percent of the global total in 2018. 
The growth of international tourism receipts in North-
East Asia recovered from the negative growth in 2017 
to a positive of 8.9 percent in 2018, second only to that 
of South Asia (10.4 percent). Similar to the growth of 
international tourist arrivals, South Asia led the world 
in the growth of international tourism receipts in 2018. 

Below is an update of the indicators measuring 
the interdependence of the Asia and the Pacific tourist 
trade. The nine economies, as presented in the 
previous issues of this Report (2010-2017), were 
selected to demonstrate the interdependence of the 
Asian tourism trade. Figure 7.1 shows the dependence 
index which was constructed by calculating the ratio 
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 to travel in other Asia and the Pacific 
economies as the outbound travel destination. 

 

Figure 7.1  Dependence Index of Asia and the Pacific  
Tourism for Selected Economies in 2018  

Note: Indonesia has not announced the number of international tourist arrivals in 2018, so it cannot calculate Indonesia’s dependence on the 

Asian market. 

Source: Main data come from UNWTO Tourism Highlight 2019 Edition at www.unwto.org, supplemented by data from the economies’ 

Tourism and Statistical offices. 
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In 2018, the dependence of Hong Kong Special 
Administrative Region of China inbound tourism 
market on Asia surpassed that of Malaysia to reach an 
all-time high of 92.62 percent, ranked on the top of 
the nine selected economies. Between 2015 and 
2016, influenced by a variety of factors, the tourism 
industry of Hong Kong Special Administrative Region 
of China turned sluggish. In 2017, the market began 
to recover and the number of visitors from Chinese 
mainland increased for the first time in three years. In 
2017, the government of Hong Kong Special 
Administrative Region of China and the tourism 
industry focused on shaping the brand image of 
“hospitable city” and launched a series of promotion 
projects and events focusing on the Asian market. 
Partly due to the efforts, Asian tourism market of Hong 
Kong Special Administrative Region of Chin began to 
grow significantly in 2018. The completion of the 
Hong Kong-Zhuhai-Macao Bridge at end of October 
2018 was supposed to add now momentum to 
tourism industry of Hong Kong Special Administrative 
Region of China. In December 2018, tourists from the 
Chinese mainland to visit Hong Kong witnessed a 
strong growth, reaching a growth rate of 21 percent 
compared with the same period in December 2017. 

To look into the future, the tourism market of Hong 
Kong is faced with multiple challenges. The political 
turbulence in Hong Kong had disastrous impact on 
the inflow of tourists from Chinese mainland as 
Chinese mainland accounted for close 80 percent of 
tourist arrivals of Hong Kong. Furthermore, outbreak 
of coronavirus at the beginning of 2020 was another 
blow to the tourism development of Hong Kong 
Special Administrative Region of China in the future. 
Hong Kong Special Administrative Region of China 
was at the cross roads.  

Over the three years between 2016 and 2018, 
China, Malaysia and Taiwan Province of China saw a 
steady decline in their dependence on Asia in tourism 
exports (see Table 7.4), while Hong Kong Special 
Administrative Region of China and Japan had 
continued to increase the dependence. Note that 
Japan’s dependence on Asian tourism exports had 
recovered from the low in 2015 (82.81 percent) and 
reached a new high of 84.6 percent in 2018, but still 
the peak level of 85.55 percent attained in 2015. After 
two years of growth in Singapore and the United 
States, the number of international tourists in the 
Asian market had declined, especially in the United 
States, by 5.6 percent. 

 
Table 7.4  Dependence on Asia in Asia and the  

Pacific Tourism, Selected Economies, 2016-2018 (%) 

No. Economies 2016  2017 2018 

1 China 95.32 92.45 91.25 

2 Hong Kong SAR, China 91.45 92.01 92.62 

3 Malaysia 92.61 92.55 91.24 

4 Taiwan, China 90.03 89.26 88.97 

5 Japan 82.81 84.00 84.6 

6 Korea, Republic of 84.06 80.79 82.11 

7 Singapore 73.15 77.47 76.9 

8 Indonesia  77.34 79.44 - 

9 Australia 48.13 51.63 49.73 

10 US 30.19 31.53 29.77 

Source: Main data come from UNWTO Tourism Highlight 2019 Edition at www.unwto.org, supplemented by data from the economies’ 

Tourism and Statistical offices. 
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Table 7.5 shows the interdependence in international 
inbound tourists among different economies in Asia 
and the Pacific 1. There were no significant changes in 
the overall pattern of interdependence, with the 
neighboring economies inclined to trade among 
each other as the outstanding feature in the Asian 

tourism sector. The dependence of Hong Kong on 
Chinese mainland in inbound tourism reached 78.34 
percent in 2018, the highest level over the past five 
years. Malaysia’s dependence on China in tourism 
exports reached the historic high (11.4 percent) of 
over 10 percent, for the first time in history. 

 
Table 7.5  Tourism Interdependence Index Among Different  

Asia and the Pacific Economies in 2018 (%) 

on B 

of A 
CHN MYS HK SGP KOR JPN IDN TWN US AUS 

CHN (VF) 0 0.91 56.21 0.69 2.97 1.91 0.5 4.35 1.76 0.53 

MYS (TF) 11.4 0 0 41.1 2.39 1.53 12.69 1.49 0.98 1.36 

HK (TF) 78.34 0.78 0 0.94 2.18 1.98 0.66 2.96 2 0.89 

SGP (VF) 18.47 6.78 2.56 0 3.4 4.48 16.32 2.29 3.48 5.98 

KOR (VF) 31.21 2.5 4.46 1.51 0 19.21 1.62 7.27 6.31 0.08 

JPN (VF) 26.87 1.5 7.08 1.4 24.17 0 1.27 15.25 4.89 1.77 

IDN (TF) - - - - - - - - - - 

TWN (VF) 24.36 4.75 14.94 3.86 9.21 17.79 1.91 0 5.24 0.93 

US (TF) 7.5 - 0.38 - 5.54 8.76 - 1.2 0 3.42 

AUS （TF） 15.51 4.19 3.28 4.59 3.1 5.09 2.19 2.18 8.73 0 

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: Main data come from UNWTO Tourism Highlight 2019 Edition at www.unwto.org, supplemented by data from the economies’ 

Tourism and Statistical offices. 

 
Regarding the dependence of tourism exports 

on China‘s market (see Figure 7.2), it can be found that 
the Republic of Korea and Taiwan Province of China 
had steadily reduced their dependence on China and 
Chinese mainland in tourism exports. Similar to the 
two economies, in 2018, the United States saw the first 
decline in the Chinese tourists visiting the United 
States over the past 15 years and the dependence 
index reaching the historic low of the recent years. The 

———————————————————————— 
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 

trade tensions between the US and China had 
enormous impact on China’s tourist exports to the 
United States. The US unilateral concern about 
national security and uncertainty in the US customs 
procedures had discouraged many high-end Chinese 
visitors. In contrast, Japan’s dependence on China in 
tourism exports had grown for five consecutive years 
from its lowest of 12.68 percent in 2013 to a record 
high of 26.87 percent in 2018. 

arrivals data for the 10 destinations in the table 7.5 were got from 
the official network in 2017. 
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Figure 7.2  Dependence of Tourism Exports on China for Selected Economies, 2016-2018 
Source: Main data come from UNWTO Tourism Highlight 2019 Edition at www.unwto.org, supplemented by data from the economies’ 

Tourism and Statistical offices. 

 

Compared with 2017, there was no significant 
decline in the number of Chinese tourists into the 
Republic of Korea and consequently, the dependence 
of the Republic of Korea on China in inbound tourism 
market remained at about 31 percent in 2018. The 
Korea-China relations returned normal in 2018 and 
people-to-people exchanges between the two 
countries also rebounded. In a similar way, the Japan-
China relations also gradually warmed up. 2018 
marked the 40th anniversary of the signing of the 
China-Japan Treaty of Peace and Friendship of 1978. 
The leaders of the two countries had exchanged the 
visits in the year, which paved the way for more 
sustainable development of trade between Japan and 
China. In the future, it was expected the tourism trade 
between the two countries would continue to grow 
at a steady pace. 

In 2018, the number of tourists from Chinese 
mainland to Taiwan continued to decline, setting a six-
year low. As an important part of the tourism of 
Taiwan, the continuous decline in the number of the 
tourists from Chinese mainland had led to 
“stagnation” of the tourist arrivals of Taiwan. The 
situation turned even worse as in August 2019. Taiwan 
suspended the application of individual tourist visa by 
Chinese mainland residents to Taiwan. The tourism 

industry of Taiwan was expected to go into a 
prolonged recession unless structural reforms would 
be implemented.  

The impact of trade conflicts between the US 
and China that started in March 2018 soon spread into 
tourism sector formally and informally (though 
uncertainties in customs procedures). Both sides had 
issued warnings to travel to the other country. The 
growth of the Chinese tourists to the United States 
slowed down in 2018 and China accounted for 7.5 
percent of the number of international tourists in the 
United States. The rising US restrictions on movement 
of people posed challenges to the rules governing the 
cross-border mobility of factors of production.  

At present, there are not enough rules for cross-
border tourism flows in the world trade system, and 
there is no clear sign of the development of Sino-US 
tourism trade. With the spread of COVID-19, various 
countries and regions around the world adopted 
measures to restrict the flow of personnel, and the 
international tourism industry suffered heavy losses in 
2020. How to improve the anti-shock ability of tourism 
industry and establish the risk sharing mechanism is 
an important issue in the process of service industry 
integration. 
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8.1  De jure and de facto 
Financial Openness of Asian and 
Pacific Economies 

8.1.1  De jure Measure of Financial Openness 

This report monitors the progress of financial 
openness of major Asian and Pacific economies on 
the basis of de jure and de facto measures1, and analyze 
its changing tendency. Updated results concerning 
major Asian economies and their economic partners 
are presented in this section and the next one. 

The method to assess the degree of statutory 
openness is to use a 14-point scale on 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 
report, fourteen indicators are selected for scoring. 
The 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 8.1). Based on the classified descriptions in 
the AREAER Report, each indicator gets a simple 
weighted average rating score between 0 and 1. Then, 
the scores of the fourteen indicators are added up to 
obtain the de jure index. 
———————————————————————— 
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 

For example, as the US had controls on capital 
transactions in 2017, the score of this indicator is 0. 
Since it had no restrictions on repatriation requirements, 
a score of 1 was given to this indicator. 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 obtained a score of 0.63, 0.75 and 
0.75, respectively. Simple weighting yielded an 
average score of 0.71. Scores for other capital account 
transactions were obtained in a similar manner. After 
adding up, the final score was 8.71, which is the de jure 
index of financial openness for the United States in 
2017. Table 8.1 shows 14 items of de jure financial 
openness indicator and the details for scoring. 

As shown in Figure 8.1, ASEAN’s de jure financial 
openness had followed an upward trend over the past 
18 years from 1999 to 2017, reaching 6.08 in 2017. It 
indicates that the ASEAN economies had continued 
to expand its financial liberalization. In fact, after the 
global subprime financial crisis, ASEAN economies 
have strengthened the intraregional financial cooperation 
and reduced the capital account restrictions. The 
Monetary Authority of Singapore (MAS) relaxed its 
control over Singapore‘s domestic banking and 
insurance industries in 2017. On February 14, the MAS 
announced regulatory reforms that they would allow 
foreign acquisitions of Singapore’s non-bank financial 
companies for the first time. In June 2018, the King of 

facto measurement methods concern about the actual flow of 
capital without considering the legal restrictions (later may 
expressed by fact openness). 
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Thailand officially implemented the EEC (Eastern 
Economic Corridor) Special Economic Zone Act 2018 of 
the Eastern Thai Economic Corridor. The new law 

provided for more than one hundred regulations to 
improve corporate incentives and cancel the country 
legal restrictions on foreign investment. 

Table 8.1  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) 

Lending locally in foreign exchange 

Purchase of locally issued securities denominated 
in foreign exchange 
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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) 

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 the specific provisions of the financial sector accounted for four. 

 

Figure 8.1  De jure Measure of Financial Openness, 1999–2017 
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. 

 

In contrast, the two large developing economies— 
China and India, were still falling behind the rest of the 
countries in the financial integration with their de jure 
financial openness index consistently below 3.0 (See 
Figure 8.1). It indicated that there were still many 
restrictions on capital account transactions. 

Compared to 2016, China’s de jure financial 
openness index remained stable in 2017 as shown in 
Figure 8.1. In 2017, China continued its policy of 
asymmetric supervision—“easy-in and strict-exit”. The 

Notice of the State Administration of Foreign Exchange 
on Further Promoting the Reform of Foreign Exchange 
Administration and Improving the Examination of 
Authenticity and Compliance, issued on January 26, 
2017, emphasized the authenticity and compliance 
check of cross-border transactions, especially the 
outbound flows. On April 28, 2018, the Measures for 
the Administration of Foreign-Invested Securities was 
issued by China Securities Regulatory Commission 
(CSRC), allowing foreign investors to control joint 
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venture securities companies to gradually relax and 
eliminate restrictions on the proportion of shares held 
by foreign-invested securities companies, and 
gradually liberalizing the scope of business of foreign-
invested securities companies. The new reform 
measures upheld China’s long-standing policy of 
“easy-in and strict-exit”. In terms of controlling the net 
outflow of the RMB fund pool, China imposed 
guidance on the business conducted by QDIIs 
(qualified domestic institutional investors) and 
adopted a series of measures, including strengthening 
the supervision over commercial banks’ short-term 
cross-border RMB capital outflows, authenticity and 
compliance requirements for transit trade and re-
export business. In terms of attracting foreign capital 
inflows, China had introduced policies and regulations 
for the purpose of facilitating the cross-border 
investment. On June 12, 2018, the Notice of the People‘s 
Bank of China and the State Administration of Foreign 
Exchange on Issues Concerning the Administration of 
Securities Investment in China by RMB Qualified Foreign 
Institutional Investors was issued by the People’s Bank 
and SAFE (State Administration of Foreign Exchange), 
aimed at facilitating cross-border securities investment. 
In 2019, the pace of China’s financial opening had 
been accelerated. After the State Council’s Financial 
Stability and Development Commission launched 11 
measures to open up the financial industry in July, the 
State Administration of Foreign Exchange decided in 
September to cancel the limits on QFII and QDII 
investment quota, and at the same time to cancel the 
limits on RQFII pilot countries and regions, further 
easing the restrictions on domestic (in region) and 
foreign (outside region) investors’ investment in 
financial assets. 

Table 8.2 reports the ranking of the financial 
integration for fifteen selected economies [ASEAN (10), 
China, the United States, Japan, India and the Republic of 
Korea] by de jure measure from 1999 to 2017. Over the five 
years from 2013 to 2017, Japan, Singapore, Brunei, 
Cambodia, the United States, the Republic of Korea, 

———————————————————————— 
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 

Indonesia, and Malaysia maintained a high level of de jure 
financial openness. Japan had ranked the first after 2013. 
Brunei surpassed Cambodia and ranked the third in 2015. 
Singapore, the United States, the Republic of Korea, 
Indonesia, Malaysia, Thailand and the Philippines had 
stable rankings while Myanmar and India improved their 
rankings slightly. 

Between 2005 and 2007, China’s de jure index of 
financial openness reached its lowest, as shown in 
Table 8.2. This is mainly because China had imposed 
tighter restrictions on institutional investors including 
insurance companies, investment banks, and joint 
funds. These restrictions have been gradually removed 
after 2007. China Insurance Regulatory Commission 
(CIRC) increased the upper limit of the insurance 
company’s investment ratio in the A-share market 
from 5 percent to 10 percent in November 2007. In the 
meantime, the regulatory authorities also began to 
gradually reduce restrictions on the investment activities 
by insurance companies. Consequently, the de jure 
ranking of China’s financial openness began to recover. 
After 2015, China’s financial integration declined and the 
ranking fell to 15th in 2017, shown in Table 8.2. This result 
for China indicates that the country had substantial 
potential to open its financial markets. 

8.1.2  De facto measure of Financial Openness 

The de facto measure of financial openness shows the 
level of openness by examining an economy’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 an economy’s 
total investment assets and liabilities to GDP. The second 
measure, represented by GEQY is the ratio of an 
economy’s total portfolio investment and FDI to the 
GDP. The third is EQSH, which is the share of an 
economy’s cross-border flows of equity investment to 
its financial liability. All the variables are denominated 
in US dollar. The results of calculation from 2001 to 
2018 are presented in Figure 8.2 to 8.4. 

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.  
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Figure 8.2 shows the results of de facto financial 
openness measured by IFIGDP for ASEAN (10), China, 
the US, Japan, India and the Republic of Korea from 
2001 to 2018. The de facto financial openness for the 
ASEAN (10) was the highest, with the de facto index 
fluctuating around 3.5 before 2012. After 2012, the de 

facto openness started to rise and the IFIGDP 
exceeded 4 in 2017. There was a dip for ASEAN in 2018, 
but the index still stayed above 4. The rise in ASEAN‘s 
openness index may be due to its stabilization and 
efforts to attract foreign investors. 

 

 

 

Figure 8.2  De facto Financial Openness of Selected Economies by IFIGDP Measure, 2001-2018 
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 author’s own calculations. 

 
The de facto openness of Japan and India 

remained roughly constant from 2017 to 2018, while 
the de facto openness of China, the United States and 
the Republic of Korea declined significantly in 2018. 
The growth of China’s cross-border investment assets 
and liabilities declined significantly in 2018. In 
particular, the growth of portfolio investment in assets 
declined from 9.86 percent to 2.45 percent, and that 
of liabilities declined from 10.76 percent to 2.89 
percent. 

The portfolio investment in both assets and 
liabilities of the United States had seen negative 
growth. This may be due to the US trade tensions in 
2018. After March 2018, the US-China trade conflicts 
gradually intensified. The exchange of tariff hikes 
between the two countries had created greater 
uncertainty in the financial markets. For risk aversion, 
investors were inclined to reduce investment in China 
and the United States, leading to the decline in de 

facto financial openness. In 2018, these factors such as 
sluggish global economic growth, greater uncertainties, 
depressed investment and negative market sentiment 
all contributed to the decline in the de factor financial 
openness. 

Next, look at the trend of portfolio investment 
and FDI in Asia based on GEQY indicator. Figure 8.3 
shows the de facto financial openness of ASEAN (10), 
China, the US, Japan, India and the Republic of Korea 
from 2001 to 2018 based on the GEQY measure. As is 
shown in the figure, ASEAN (10) was relatively stable, 
and the United States, Japan and the Republic of Korea 
all saw a large decrease in the financial openness from 
2017 to 2018. 

For the US, due to the significant decline in 
foreign direct investment assets and liabilities, the de 
facto financial openness measured by the GEQY 
indicator had decreased significantly. For China, the 
GEQY indicator saw a slightly decline in 2018. 
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Figure 8.3  De facto Financial Openness Based on the GEQY, 2001-2018 
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 author’s own calculations. 

 

Figure 8.4 shows the de facto financial openness 
of ASEAN (10), China, the US, Japan, India and the 
Republic of Korea from 2001 to 2018 based on the 
EQSH indicator. As shown in the figure, the ratio of 
liabilities of equity investment and direct investment 
to total liabilities in China, ASEAN (10), India, the 

Republic of Korea, the United States and Japan had 
decreased from the level in 2017. As far as China is 
concerned, the EQSH indicator declined in 2018 as the 
ratio of debt financing (investment portfolio liabilities 
and foreign direct investment liabilities) to total 
external financing had fallen from 0.69 to 0.66. 

 

Figure 8.4  De facto Financial Openness Based on the EQSH Method, 2001-2018 
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 author’s own calculations. 

 

Table 8.3 reports the rankings of the de facto 
openness of the 15 selected economies [ASEAN (10), 

China, the US, Japan, India and the Republic of Korea] 
based on the IFIGDP measure from 2001 and 2018. As 



Boao Forum for Asia 
Asian Economic Outlook and Integration Progress Annual Report 2020 

 114 

shown in the table, Singapore and Brunei were the 
top-ranking countries most of the time before 2012. 
From 2012 to 2018, Brunei was placed at the bottom 
because there were no available data. As can be seen 
from the Table 8.3, Japan’s openness had been 
increasing. In 2018, Japan surpassed the United States 
to rank second in financial openness by IFIGDP 
measure. In terms of de facto financial openness, Laos’ 
ranking continued to decline during the period from 
2001 to 2018, indicating that there was a negative 
correlation between Laos’ GDP and foreign investment. 
Although China had ranked low, it steadily moved up 
in the ranking from 2001 to 2018. In 2018, amid the 
escalating trade tensions with the United States, 
China’s ranking in de facto financial openness slightly 
dropped. In 2019, with the introduction of various 
policies by the Chinese government to actively 
promote financial openness, China’s financial openness 
continued to rise. The inclusion factor of stock A 
market in MSCI has increased to 20%, and Chinese 
government bonds have also been included in JP 
Morgan’s Government Bond Index-Emerging Markets 
in early 2020, witnessing a significant increase in 
passive investment funds from foreign investors. 

 

8.2  Saving and Investment 
Correlations in Asian Economies 

Capital flow is one of the important factors to 
promote economic growth. If the mobility of a 
country’s capital market is high, domestic investment 
could be more likely financed by foreign savings to a 
large extent. In this case, the country is characterized 
by a low correlation between domestic saving and 
investment. However, if the correlation between 
domestic saving and investment is high and 
significantly different from zero, it implies that 
domestic investment is highly dependent on 
domestic saving and thus, capital is not mobile, or 
domestic financial market is not sufficiently open. 

Feldstein and Horioka (1980) first examined the 
relationship between domestic saving and investment 
rates by using cross-sectional data for the 16 OECD 
countries in 1960-1974 to measure the degree of 
international capital mobility. They find that the 

———————————————————————— 
1 The 12 countries are selected mostly based on data availability. 

correlation coefficient is close to one, implying that 
capital is not mobile in the OECD countries. 

In this section, the correlation between domestic 
saving and investment are examined by using the 
data of 12 Asian economies from 1997 to 2018. The 12 
Asian economies include Japan, the Republic of Korea, 
China, Thailand, the Philippines, Vietnam, Malaysia, 
Singapore, Indonesia, India, Australia and New 
Zealand.1 

Firstly, look at the averaged gross domestic 
saving and investment rates in the 12 Asian 
economies (see Table 8.4). For the period between 
1997 and 2018, the ratio of gross domestic saving to 
gross domestic product (GDP) averaged 0.302 for the 
12 Asian economies and the standard deviation was 
0.091. This saving rate varied from a high of 0.457 in 
Singapore to a low of 0.158 in the Philippines. Similarly 
for the investment, the 22-year gross investment to 
GDP ratio had a mean of 0.282 and a standard 
deviation of 0.057. It varied from a high of 0.422 in 
China to a low of 0.212 in the Philippines. 

For the 12 Asian economies as a whole, there is 
excess investment over savings, which is equal to the 
net inflow of foreign investment. The absolute value 
of the net capital inflow should be 4.8 percent of GDP, 
with a standard deviation of 4.7 percent, or 16.2 
percent of gross saving with a standard deviation of 
12.1 percent. Note that both China and the Republic 
of Korea had investment and saving rates on the top 
of all the Asian economies, while that of New Zealand 
and the Philippines was the lowest. 

Moreover, to measure the stability of saving and 
investment rates, the sample was divided into three 
periods: 1997-2001, 2002-2007 and 2008-2018 and 
the correlation between pairs of sample periods was 
calculated. Between 1997-2001 and 2002-2007, the 
saving rate correlation is 0.862. For 2002-2007 and 
2008-2018, the correlation is 0.842. Finally between 
1997-2007 and 2008-2018, the correlation is 0.800. 
Correspondingly, the correlations among the investment 
ratios in the sub-periods are 0.487, 0.864 and 0.780. So 
the pattern of savings rates had remained quite stable 
over the period, while the investment rates showed a 
stable pattern only after 2002. 

Data source: World Bank database. 
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Table 8.4  Averaged Gross Saving and Investment Rates in Asia, 1997-2018 

Index Economy 
S

GDP
 

I
GDP

 
| S - I |
GDP

 
|S -I|
S

 

Australia 0.220 0.263 0.043 0.194 

China 0.453 0.422 0.031 0.068 

India 0.320 0.332 0.012 0.038 

Indonesia 0.272 0.289 0.017 0.063 

Japan 0.275 0.246 0.029 0.105 

Korea, Republic of 0.343 0.313 0.030 0.088 

Malaysia 0.337 0.248 0.089 0.264 

New Zealand 0.191 0.228 0.037 0.193 

The Philippines 0.158 0.212 0.054 0.345 

Singapore 0.457 0.275 0.182 0.398 

Thailand 0.298 0.248 0.050 0.168 

Vietnam 0.303 0.312 0.009 0.030 

Mean 0.302 0.282 0.048  0.162 

S.D. 0.091 0.057 0.047 0.121 

Note: I is gross domestic investment. S is gross domestic saving. GDP is the gross domestic product. 

Source: World Bank database, CEIC database, treasury.govt.nz. 

 
Finally, the relations between saving and 

investment rates are assessed based the Feldstein & 
Horioka (1980) hypothesis. 1  Table 8.5 shows the 
results of the calculated correlation coefficients between 
savings and investment rates for the 12 Asian 
economies during the period from 1997 to 2018. The 
first row of the table shows that for the entire 22-year 
period, the correlation coefficient was 0.448, indicating 
that, on average, 44.8 percent of domestic investment 
had come from domestic savings in the 12 Asian 
economies. 

During the period from 2002 to 2007, the level of 
such correlation was as low as 36 percent. Compared 
to 44.8 percent for the entire period between 1997 
and 2018, the financial markets were more open 
during this period between 2002 and 2007 as more 
investment funds came from the international 
markets. However, after the outbreak of the global 

———————————————————————— 
1  The correlation between saving and investment was calculated 

using the so-called Feldstein & Horioka hypothesis (1980) as the 
basis. The equation of calculation was:  

  
     i i

I
= + + i

S
α β ε

GDP GDP
 

financial crisis in 2008, the 12 Asian economies 
became more self-sufficient in financing their domestic 
investment because the correlation between domestic 
savings and domestic investment increased to the 
highest level at 51.6 percent between 2008 and 2018. 

In general, compared with the results in different 
sub-periods and the experience of other countries, 
the following conclusions may be drawn. 

Firstly, the financial markets of the major Asian 
economies were no longer isolated from the rest of 
the world. Only an average of 44.8 percent of 
domestic investment had come from domestic 
savings, and the rest is likely to depend on foreign 
savings. This shows that the degree of financial 
integration in Asia had improved, but there may still 
be a certain gap compared with the developed 
economies in the world. 

The coefficient β indicates the proportion of the incremental savings 
that is invested domestically and is referred to as the “saving 
retention coefficient”. The estimation of β is negatively related to 
world capital mobility and a value close to one would indicate that 
most of the incremental saving in each economy has remained there. 
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Table 8.5  Correlation Coefficients for the Sample in 1997-2018 

Periods α β P value R2 

1997-2018 
0.147 

(0.011) 
0.448*** 

(0.033) 
0.000 0.409 

1997-2001 
0.161 

(0.017) 
0.388*** 

(0.055) 
0.000 0.455 

2002-2007 
0.169 

(0.054) 
0.360*** 

(0.169) 
0.000 0.262 

2008-2018 
0.130 

(0.015) 
0.516*** 

(0.047) 
0.000 0.474 

Note: *** represents statistical significance of the coefficient at 1% and stand errors are reported in parentheses. 

Source: World development indicators 2019, World Bank. 

 

Secondly, after the global financial crisis in 
2008, the degree of financial openness may have 
fallen for the 12 Asian economies. Compared with 
that before the financial crisis, the correlation 
between domestic savings and domestic investment 
rate of Asian economies increased significantly 
during 2008-2018. In general, the global financial 
crisis had slowed down the progress of financial 
integration in Asia. 

Thirdly, the growing tensions between the US 
and China recently had posed significant challenges 
for the Asian economies. In general, the Asian 
economies had excess saving over investment. This 
reflected, at a varied degree, macroeconomic imbalances 
in the economies. The excess saving over investment 
would result in trade surplus, which would expose the 
economy’s wealth to higher risks amid the trade tension. 
To eliminate the excess savings is a complex task, but it 
is the direction that the Asian economies should take 
collectively in the future. 

 

8.3  Portfolio Investment in 
Asia: More Challenges, New 
Opportunities 

Foreign portfolio investment includes cross-border 
debt or equity investments which are not included in 
direct investment or reserve assets. 1  Unlike FDI, 
portfolio investments are more volatile with direct 
impact on the stability of financial markets. This 

———————————————————————— 
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 

section examines the latest features of Asia’s portfolio 
investment flows. 

8.3.1  Global Portfolio Investment Reduced in 
2018 

Amid heavy pressure of trade tensions and economic 
slowdown, the world portfolio investment saw a 
dramatic fall in 2018 (see Figure 8.5). Total portfolio 
balance declined to USD58.72 trillion, falling by 4.4 
percent, after two years of consecutive growth in 2016 
and 2017. Contrary to the optimistic sentiment in 
2017, investors began to be cautious on economic 
prospects. The implementation of tariffs by the United 
States had led to escalations in trade tensions 
between the Untied States and other major 
economies, including China. The growing concern on 
trade policy uncertainties had also spread to stock 
markets. Major stock markets plunged, the S&P 500 
index fell by 6.2 percent, Nikkei 225 index plummeted 
by 13 percent, and China’s CSI 300 index fell by almost 
26 percent. Nearly all major economies witnessed 
negative capital flows. In total, investors withdrew 
USD137 billion from Japan, USD44 billion form the 
Republic of Korea, USD136 billion from ASEAN (5 
countries), USD1,478 billion from the EU (15) countries 
and USD99 billion from the United States. Clearly, the 
effects of trade conflicts between China and the US, 
the two world trading powers, could not be limited to 
China and the US, but inevitably destabilize the global 
capital flows. 

International Monetary Fund (IMF). CPIS contains both the 
source and destination of each economy’s portfolio investment.  
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Figure 8.5  World Total Portfolio Investment, 2012-2018 
Source: CPIS (Coordinated Portfolio Investment Survey), Reuters. 

 
China was the only major economy that reported 

positive capital inflows, though the growth rate 
dropped sharply. In 2018, China received USD49 
billion portfolio investment, down by 82.9 percent 
from USD288 billion in 2017 (see Table 8.6). Chinese 
currency and asset prices were under heavy pressure 
in 2018 when the US decided to impose the tariffs on 
more than USD200 billion Chinese exports. Despite 
the pressures, China managed to keep the position as 
one of the world most important growth engines. 
Due to the vast size, Chinese stocks and bonds would 
play an increasingly important role in investors’ 

portfolio for global asset allocation. In 2018, the 
Chinese monetary authorities gradually lifted some 
foreign investment restrictions and allowed foreign 
capital to invest directly on Chinese stock and bond 
markets. To respond to the growing demand on 
Chinese equities, MSCI (Morgan Stanley Capital 
International) based in New York began to include 
China large-cap A shares in the MSCI Emerging 
Markets Index in 2018. The inclusion into major 
benchmark indexes would create significant demand 
for Chinese assets with the reallocation of the 
portfolios by the global equity funds.  

Table 8.6  World Portfolio Investment Inflows (USD million) 

Country/Region 
Balance Flows 

2017 2018 Change (%) 2017 2018 Change (%) 

China 1,131,958 1,181,080 4.34% 287,589 49,122 -82.9% 

Japan 2,590,872 2,453,683 -5.30% 461,441 -137,189 -129.7% 

Korea, Republic of 651,014 606,121 -6.90% 143,886 -44,893 -131.2% 

ASEAN-5 990,610 854,376 -13,75% 234,705 -136,234 -158.0% 

10 Asian Economies 6,607,614 6,257,369 -5.30% 1,477,656 -350,245 -123.7% 

EU (15) 25,096,011 23,617,975 -5.89% 3,832,756 -1,478,036 -138.6% 

US 14,413,302 14,313,676 -0.69% 1,422,739 -99,626 -107.0% 

Total Value 61,424,958 58,719,724 -4.40% 9,336,644 -2,705,234 -129.0% 

Notes: ASEAN-5 refers to Malaysia, Thailand, the Philippines and Indonesia and Singapore. The 10 major economies in Asia include China, 

Hong Kong Special Administrative Region of China, Japan, the Republic of Korea, Singapore, India, Malaysia, Thailand, the 

Philippines and Indonesia. 

Source: CPIS. 
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8.3.2  Asian Investors Were Cautiously 
Optimistic 

In 2018, Asian investors tightened their outward 
portfolio investment. But compared with the investors 
in the US and the EU (15), they were cautiously 
optimistic (see Table 8.7). Japan withdrew USD36.8 
billion from other economies and the ASEAN-5 1 
countries reduced outward investment by USD21 
billion. China’s outward investment kept a marginal 

increase in 2018. The total outward investment 
increased by USD0.2 billion, down by almost 99% 
from USD138 billion in 2017. The Republic of Korea 
invested additional USD35 billion to other economies. 
Together the 10 Asian Economies reduced USD150 
billion portfolio investment, accounting for 1.84% of 
their total portfolio investment. Meanwhile, the US 
investors withdrew USD981 billion outward investment 
and the EU (15) countries reduced outward investment 
by USD1,847 billion. 

Table 8.7  World Total Portfolio Investment Outflows (USD million) 

Country/Region 
Balance Flows 

2017 2018 Change (%) 2017 2018 Change (%) 
China 497,735 497,957 0.04% 138,076 222 -99.8% 

Japan 4,104,689 4,067,890 -0.90% 226,979 -36,799 -116.2% 

Korea, Republic of 420,681 455,722 8.33% 117,920 35.041 -70.3% 

ASEAN-5 1,416,437 1,395,624 -1.47% 255,442 -20,813 -108.1% 

10 Asian Economies 8,169,566 8,019,376 -1.84% 1,096,895 -150,190 -113.7% 

EU (15) 26,367,453 24,520,384 -7.01% 4,151,979 -1,847,069 -144.5% 

US 12,305,582 11,324,581 -7.97% 2,543,923 -981,001 -138.6% 

Total Value 61,424,958 58,719,724 -4.40% 9,336,644 -2,705,234 -129.0% 

Source: CPIS. 
 

Net capital flows reversed in 2018 compared to 
2017 (see Figure 8.6). Most Asian economies (Japan, 
China, India and the Asian 10 economies as a whole) 
had net capital inflows in 2017,2  but turned to net 
outflows in 2018. The reversal happened because 

when the US and the European investors were 
moving their money back home, Asian investors 
continued to invest to the US and European markets. 
As a result, the United States and the EU (15) recorded 
surplus on their capital account. 

 

Figure 8.6  Net Capital Inflow/Outflow in Major Economies, 2016-2018 
Source: CPIS. 

———————————————————————— 
1 ASEAN-5 refers to Malaysia, Thailand, the Philippines and 

Indonesia and Singapore. 
2 The underlying 10 major economies in Asia include China, Hong 

Kong Special Administrative Region of China, Japan, the 
Republic of Korea, Singapore, India, Malaysia, Thailand, the 
Philippines and Indonesia. 
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In 2018, total outward portfolio investment 
amounted to USD497 billion in China. Capital 
outflows from China mainly went to the United States 
and the European Union countries, but new trends 
were emerging in West and Central Asia (see Table 8.8, 
Figure 8.7 and Figure 8.8). In 2016, the total Chinese 
portfolio investment in West and Central Asia was 
USD1.09 billion, climbed to USD2.98 billion in 2017, 
then further to USD4.66 billion in 2018. Although 
investment to West and Central Asia only accounted a 
very small fraction of China’s total portfolio 
investment, the growth was fast. Meanwhile, due to 
the trade tensions between China and the United 
States, the outward investment to US fell by 9.1% in 
2018 and in total, the Chinese investors withdrew 
USD13 billion from the US market. World total 

outward investment to the United States fell by 7.8 
percent, down to USD11.32 trillion. Consequently, the 
Chinese investments were leaving the United States 
at a higher speed than that of the world on average. 
China also invested less to ASEAN countries by 
USD1.045 billion. Part of the funding withdrawn from 
the US turned to the European markets. As a result, the 
portfolio investment to EU (15) countries increased by 
USD1.96 billion. In addition, there was a large portion 
of investment flowing into the non-traditional areas. 
Consistent with the general expectations, under the 
pressure of the trade tensions and possible economic 
showdown, the Chinese investors were beginning to 
explore new markets (Africa for example) for 
opportunities. 
 

 

Table 8.8  China’s Outward Investment (USD million) 

Country/Region 
Balance Flows 

2017 2018 Change (%) 2017 2018 

West and Central Asia 2,988 4,655 55.79% 1,898 1,667 

ASEAN-5 9,022 7,977 -11.58% 515 -1,045 

Asia-10 182,177 178,928 -1.78% 66,126 -3,249 

EU (15) 58,577 60,542 3.35% 14,497 1,965 

US 145,249 132,022 -9.11% 19,562 -13,227 

Total 497,735 497,957 0.04% 138,076 222 

Source: CPIS.  

 

 

Figure 8.7  China Outward Portfolio 
Investment in 2017 

 

Figure 8.8  China Outward Portfolio 
Investment in 2018 
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Conclusion 
 

 
 
After the global financial crisis, global trade entered 
the period of structural adjustment. With the 
decreasing growth rate of international trade and the 
changing structure of foreign investment, the global 
value chain tended to stagnate. The ratio of growth 
rate of global trade to that of GDP dropped from 2:1, 
in the “golden age” in the mid-1980s, to around 1:1 
after the financial crisis. Global trade frictions have 
been leveling up gradually, and the uncertainty in the 
trade environment has significantly increased. Global 
trade volume roughly grew 3.2% in 2018. For Asia, the 
exports grew at 3.2%, while the imports grew at 5%. 
Nevertheless, the global trade environment began to 
turn worse in 2019. In the first half of last year, all the 
countries and regions witnessed negative growth in 
trade, and the annual growth rate was estimated to 
drop to 1.2%. In 2020, under the impacts of the COVID-19 
sweeping the world and oil price plummeting, the 
prospect of global trade is very pessimistic. 

For Asian economies, it is encouraging that 15 
Asian economies, including ASEAN, China, Japan, the 
Republic of Korea, Australia, and New Zealand, 
completed the negotiation of RCEP (Regional 
Comprehensive Economic Partnership) and expected 
to sign the agreement in 2020. Taking India into 
consideration, it accounted for 31 percent of world 
GDP, 30 percent of global exports, 27 percent of 
imports and 80 percent of the Asia-Pacific trade. Asia 
is the most buoyant economic region in the world. But 
it had, for a long time, no wide regional free trade 
arrangement. The integration of the region had been 
evolving naturally based on free market forces. The 

most important driver of Asia’s economic integration 
was the global value chain or the international production 
network, constructed by global multinational corporations. 
In comparison with CPTPP (Comprehensive Progressive 
Trans-Pacific Partnership), RCEP has the advantage in 
membership composition because it consists of the 
core economies involved in the global value chain in 
Asia. In the future, Asia needs to further ensure the 
sustainable development of the global value chain, 
resist trade protectionism, improve the development 
level of local enterprises, expand the regional internal 
market, and strengthen financial integration. RCEP 
can lay down the organizational foundation for the 
realization of these goals. 

In the previous year, trade tensions were not 
limited to tariffs only. It also extended into high-tech 
and investment areas. With the trade frictions between 
the US and China starting in March 2018 and lasting 
21 months, the two sides signed the phase-one 
agreement in January 2020 in Washington. The world 
had not seen significant improvement in the US trade 
balance nor the significant reverse in the global value 
chain. 

Firstly, amid the trade tensions in 2018, Asia’s 
intra-regional trade dependence lost 0.26 percentage 
point to 53.43%. Similarly, the US trade dependence on 
Asia decreased from 39.62 percent in 2017 to 38.88 
percent in 2018. China’s position as Asia’s regional hub 
strengthened in 2018, and in particular, all major Asian 
economies increased their exports to China. 

Secondly, investment integration in Asia developed 
in 2018, and the intra-Asia dependence in FDI rose by 
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a positive 3 percent to 57.3%, indicating Asian 
investors prefer Asia as their investment destination. 
Conversely, with rising investment protectionism, the 
US and the EU tightened the national security reviews 
of foreign investment. These new policies discouraged 
the Asian investors from investing in the US and the 
EU. From 2017 to 2018, the dependence of Asia’s 
outward FDI on the US and the EU fell from 15.5 
percent and 16.5 percent, respectively, to 7.7 percent 
and 14.1 percent, respectively. 

Thirdly, major Asian economies bacome more 
interdependent in Factory Asia as Factory Asia’s self-
dependence index strengthened from 0.58 in 2017 
to 0.60 in 2018. At the same time, Factory Asia’s 
dependence on the US also showed some improvement. 
In general, the pattern of interdependence in Factory 
Asia had not fundamentally changed despite the 
escalating trade tensions between the two economic 
powers, and the integration of Asia’s international 
production network remained on its path. However, if 
trade frictions persist and even escalate, it will have a 
fundamental impact on the layout of global production 
and trade. 

Fourthly, in 2018, while the volatility correlation 
of financial markets in Asia and the major financial 
markets in America and Europe has increased, the 
volatility of financial markets such as China, the 
Republic of Korea, Japan, Singapore has further risen. 

The several factors affecting the future direction 
of Asia are as follows: 

The trade conflicts posed the biggest challenge. 
Though the US and China reached the phase-one 
compromise on January 15th, there was no consensus 
about how the future relations between the two 
powers would be shaped and, as a result, the world 
could move in different directions in the future. 

The second risk is the upheaval in the multilateral 
trading system. The paralyzation of the WTO appalled 
body and the US asking some developing economies to 
forego special and differential treatment (SDT) had 
caused a crisis unprecedented in the history of the 
multilateral trading system. If major WTO members 
were not able to reach a consensus on the current 
issues, plurilateral and regional trade groups might 
become the trend of future development. 

The third risk is the occurrence of non-traditional 
challenges, such as the global pandemic of coronavirus. 
These kinds of events may have a sudden and 
considerable impact on the worldwide movement of 
people, goods, and capital. What is more worrying is 
that some measures adopted to control the spread of 
coronavirus might be motivated by trade protectionism, 
and serve as the instrument to restrict the normal flow 
of people, goods, and services. 
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Since the beginning of 2020, a number of significant 
emergencies, including natural disasters, public health 
events and geopolitical conflicts, have emerged in Asia 
Pacific and across the globe. The COVID-19 pandemic 
turns into the largest black swan event, posing a huge 
threat to people’s health and lives around the world 
and putting a brake on global economic growth. 
China and East Asia have been first affected by the 
COVID-19, causing heavy losses to manufacturing and 
service industries, including transportation, catering, 
retail and tourism. The first quarter saw disrupted 
consumption and foreign trade, wild swings on 
foreign exchange markets and stock markets as well 
as stunted economic growth. Europe and the US, 
among many other countries and regions, are 
suffering from the second and third waves of COVID-
19 impact, spilling back to Asia. As the global fight 
against the COVID-19 remains a challenging risk, 
governments should work together on pandemic 
prevention and control and introduce targeted social 
assistance and economic stimulus policies, driving the 
economy to get back on normal growth track. 

From December 2019 to January 2020, the BFA 
Academy again asked Deloitte to conduct the Asia 
Pacific Investment Confidence Barometer Survey. The 
survey is intended to better understand how 
members of the Boao Forum for Asia (BFA) view 
economic trends across the globe and in Asia, in 
particular how confident they are about investing in 
Asia Pacific. We are grateful for the nearly 60 members 
of the Forum (see Appendix Figure 1-3) who participated  

in the survey. 
Given the survey was conducted before the 

spread of COVID-19 and after the signing of the China-
US phase one trade agreement, most businesses 
remained optimistic about the economic environment 
in China, Asia Pacific and the world. However, the rapid 
global spread of COVID-19 and associated fears are 
now disrupting global financial markets. 

The World Health Organization (WHO) plans to 
work with the World Bank and the International 
Monetary Fund (IMF) to develop mitigation measures 
and policies based on the economic implications of 
COVID-19. Some Asian economies, including China, 
Japan, the Republic of Korea and Singapore, are also 
moving to provide market liquidity, support small and 
medium-sized enterprises and stabilize employment. 
The BFA Academy will conduct a follow-up study as 
businesses could be changing their views on the 
global economic outlook. If the global pandemic can 
be contained within the first half of this year, the Asian 
economy is not expected to see fundamental 
changes despite the pace of growth in Asia Pacific 
being affected. Deeper structural problems continue 
to have a more profound effect on Asia Pacific 
investment confidence. These include geopolitical 
conflicts, trade frictions (especially between China and 
the US), technological barriers, infrastructural deficits, and 
aging labor forces. On the flipside, technological innovation, 
consumer market transformation and upgrading, and 
digital transformation are major engines of global 
economic growth. 
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Appendix Figure 1  Survey  
Respondents by Location 

Source: Asia Pacific Investment Confidence Barometer Survey, 

Deloitte Research, and BFA Academy. 

 

 

 

 

Appendix Figure 2  Survey  
Respondents by Type 

 

 

 

 

Appendix Figure 3  Survey Respondents 
by Industry 

Source: The sources of other figures in this Appendix are the same 

as Appenedix Figure 1. 

 

Global Economy: Slow Rebalancing and 
Recovery 

Businesses are more optimistic than cautious about 
the global economy in 2020 and expectations for 
economic trends in the next three years. Thirty 
percent of businesses believe global GDP will decline 
in 2020, but more than half are optimistic about global 
economic growth in the coming three years (see 
Appendix Figure 4 and 5). This is mainly driven by the 
signing of the China-US phase one agreement, which 
is expected to boost global trade and the economy. 
But, as uncertainties remain, it will take some time to 
see the final results. Therefore, businesses consider 
trade friction and protectionism, geopolitical risks and 
rising technological barriers as major threats to global 
economic growth (see Appendix Figure 6). Meanwhile, 
they expect technological innovation, consumer market 
transformation and upgrading, as well as manufacturing 
transformation, to rise as the main drivers of global 
economic growth (see Appendix Figure 7). Despite 
the negative effects of COVID-19, the global economy 
is expected to gradually stabilize and recover in coming 
quarters given the macroeconomic environment. 
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  Appendix Figure 4  Expectations for the    Appendix Figure 5  Expectations for the   
         Global Economy in 2020                Economy in the Next Three Years 
 

Stabilizing Macro Environment 

Easing monetary policies in major economies, along 
with the signing of the China-US phase one 
agreement and the UK’s embarking on its Brexit 
transition, provide a stable environment for global 
economic recovery. 

In 2019, major economies provided sufficient 
liquidity with lower interest rates. In January 2020, 
central banks in Japan, Europe and the UK and the 
Federal Reserve announced they would maintain low 
rates and ease monetary policy. 

China and the US signed the first phase trade 
agreement on 15 January 2020. Beyond preventing 

any further deterioration in relations between China 
and the US, easing China-US trade frictions will also 
curtail rising trade protectionism in other countries, 
building a more stable global trade environment. 
Besides, the duty and import and export terms 
promised by China and the US in the agreement 
should reinvigorate depressed global trade and boost 
global economic recovery. 

At the end of January, the UK officially left the EU 
and started its 11-month Brexit transition, during 
which the UK will sustain its trade relationship with 
the EU as it stands. They will negotiate economic and 
safety cooperation after the transition. The “No-deal 
Brexit” risk factor has gone. 

 

Appendix Figure 6  Views on Risks for Global Economic Growth 
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Appendix Figure 7  Predictions for Global Economic Growth Drivers 
 

Thriving Digital Economy 

The respondents rank the prosperity of the digital 
economy as the 4th largest global economic growth 
driver, expecting it to also boost technological 
innovation, consumption upgrading and manufacturing 
industry transformation. Countries around the world 
are introducing policies to advance emerging 
technologies, including 5G, artificial intelligence (AI)  
and big data, to fuel development of the digital 
economy. Nearly 80 percent of OECD members have 
mapped out goals and strategies to improve their 
digital economies. For example, Japan announced its 
goal to become the world’s most developed IT 
country by 2020. The UK expects to restructure its 
competitiveness through the digital economy, and 
Germany is focused on unlocking the innovative 
potential of the digital economy to achieve long-term 
growth and full employment. Driven by national 
governments, the digital economy as a share of global 
GDP reached 15.5 percent in 20181. It will bring more 
precise innovation, disrupted consumption patterns 
and habits, intelligent manufacturing and precision 
manufacturing to the world, becoming the driver of 
quality development. 

Staying Alert to Risks 

Despite various medium and long term positives, it is 
still necessary to be alert to risk factors including 
geopolitics, technological barriers and high debt. 

Iran’s nuclear issue has prompted a confrontation 
between the US and the EU in major international 
affairs for the first time. Whether this will trigger more 
serious geopolitical conflicts is an open question, but 
it is unlikely to see any resolution soon due to the 

———————————————————————— 
1 Digital Economy Report 2019, UNCTAD. 

American presidential election and financial pressure. 
Furthermore, despite easing China-US trade tensions, 
earlier friction dampened the business sentiment of 
several countries and large companies, with an 
especially negative impact on the technology sector. 
Relationships between the US and its other trade 
partners will affect long term prospects for technology 
and trade barriers, and hamper the rebound of the 
global manufacturing industry. Meanwhile, global 
debt has reached its 4th-highest level on record, 
which should put every country on the alert given 
each of the three previous debt peaks led to economic 
crises. If any of these risks materialize, it could rapidly 
change financial sentiment and expose systemic 
vulnerabilities resulting from a low interest rate 
environment, leading to a broader slowdown. 

Asia Pacific Economy: Further Exploring 
Regional Potential 

Over 70 percent of businesses are optimistic about 
Asia‘s economic outlook in the coming year (see 
Appendix Figure 8) as easing China-US trade frictions 
will drive Asian economies to further integrate into 
the global trade system, a positive sign for trade and 
economic growth in the region. Businesses also 
consider technological innovation and expansion of 
the Asia Pacific consumer market as leading drivers of 
economic growth in the region (see Appendix Figure 
9). Such a focus on trade and technology makes 
businesses place “lack of technological innovation” 
and “declining trade growth caused by global trade 
frictions” as the major risks for Asia Pacific’s economic 
outlook, with “aging population and insufficient labor 
supply” ranking 3rd (see Appendix Figure 10). 
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Appendix Figure 8  The Economic Outlook for Asia 

 

Appendix Figure 9  Predictions for Economic Growth Drivers In Asia Pacific 

 

Appendix Figure 10  Risks to Economic Growth in Asia Pacific 
 

Tapping the Potential of Southeast Asia 

Sixty-eight percent of businesses see Southeast Asia 
as the fastest growing region in Asia Pacific. China-US 
trade frictions have led some Chinese and foreign 
multinationals to shift production to Vietnam, Thailand or 

Malaysia, driving these countries to further integrate 
into the global manufacturing industrial chain and 
creating sustained economic growth to raise residents’ 
incomes. The potential of the Southeast Asian 
consumer market, with over 600 million people, is set 
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to be an inexhaustible driver of Asia Pacific economic 
growth. 

Center of Global Innovation Shifts to Asia 

Asian economies, led by China, have great strengths 
in AI technology, which is a vital emerging force. 
According to Deloitte’s 2019 Global Artificial Intelligence 
Industry Whitepaper, China has driven its AI industry 
through policy and investment over the past five years, 
taking 2nd place in the world with more than 4,000 
related companies in 2019. Japan and the Republic of 
Korea are also global leaders in global AI hardware, 
including materials, chips and semiconductors. The 
World Intellectual Property Report 2019 shows that two-
thirds of global patent applications were from Asia in 
2018. China, Germany, Japan, the US and the Republic 
of Korea are global hotspots of innovation. The 
heartlands of technological innovation are shifting 

from the US and the EU to Asia. 
In November 2019, 15 countries in Asia Pacific 

were reportedly planning to sign the Regional 
Comprehensive Economic Partnership (RCEP) in 2020. 
RCEP members will extend trade and economic 
cooperation and expect to collaborate on the 
innovation ecosystem and sustainable development, 
further exploring the region’s development potential. 

Cross-border Investment: Risk off a New Theme 

With China and the US having signed the phase one 
trade agreement, businesses expect brighter 
prospects for cross-border investment. Nearly 30 
percent think the investment environment will 
improve. Over 60 percent of companies have made 
cross-border investments in the past three years, and 
63 percent have cross-border investment plans for the 
coming year (see Appendix Figure 11-14). 

   

   Appendix Figure 11  Environment for     Appendix Figure 12  Willingness for  
    Cross-border Investment         Cross-border Investment 

   

     Appendix Figure 13  Cross-border     Appendix Figure 14  Plans for Cross-border  
            Investment Plans                        Investment in China 
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The top three preferred destinations for future 
cross-border investment are Asia Pacific, North 
America and Europe, based on their geography, 
political security and economic status (see Appendix 
Figure 15). Nearly 90 percent of businesses indicate 

they will increase investment in China over the next 
year. Given the terms on financial market opening-up 
and intellectual property protection in the China-US 
phase one agreement, the means and scope for 
companies to invest in China will be expanded. 

 

Appendix Figure 15  Destinations for Cross-border Investment 
 
Most businesses have gone through tough times 

due to China-US trade frictions over the past two years 
and lifted their awareness of external risks to a new 
level. The survey found many businesses had used 
cross-border investment as an important tool to 
hedge external risks, including geopolitics, and 
enhance their strengths to “risk off”. 

More Focus on Geopolitics and Compliance Risk 

A stable macro environment is a fundamental guarantee 
of smooth cross-border investment. Businesses are 
putting more emphasis on macro environment and 
laws and regulations after experiencing a few years  

of macro factor changes resulting from the reverse of 
globalization. 

When asked about the major risks in cross-border 
investment for businesses in the coming year, 
respondents rank “global geopolitical risks”, “volatility 
in the global free trade system” and “an unstable 
global financial system and capital markets” as 
the top three (see Appendix Figure 16). This indicates 
businesses generally consider unstable macro 
environment factors the most important risks. A safe, 
stable macro environment is required to restore 
investment confidence. 

 

Appendix Figure 16  Views on Risks in Cross-border Investment 
 

When asked about major challenges in cross-
border investment, most respondents prioritize risks 

associated with overseas laws and regulations, the 
political environment in host countries and a lack of 
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cross-border investment talent (see Appendix Figure 
17). This also shows businesses’ concerns about the 
macro environment and laws and regulations in host 
countries. For many businesses engaged in cross-
border financing, an insufficient or inaccurate 
understanding of host countries’ macroeconomic and 

political environments, as well as local laws and 
regulations, along with lack of professional talent able 
to resolve problems, ramps up risks in cross-border 
investment. Companies can work with professional 
advisory service providers to avoid these risks. 

 

Appendix Figure 17  Challenges in Cross-border Investment 
 
In cross-border investment strategies, respondents 

rank developing new products and services, working 
with partners to build industry ecosystems and using 
local sales channels to quickly penetrate local markets 
as the top three (see Appendix Figure 18). This reflects 
that businesses hope to achieve rapid market 

expansion and diversified operations through cross-
border investment, and are more wary of putting all 
their eggs in one basket, so are spreading risks 
through combinations of diversified products and 
markets as well as cooperation with more partners. 

 

Appendix Figure 18  Strategies for Cross-border Investment 
 

Seizing Investment Opportunities in New Trends 

Businesses were also asked for their views on cross-
border investment opportunities. They believe 
opportunities in the next year will arise from the 
expansion and upgrading of consumer markets, 
transformation and upgrading of manufacturing, and 

technological innovation (see Appendix Figure 19). 
Thirty-seven percent see further development of the 
digital economy as an important investment 
opportunity, showing their clear understanding of 
China and new economic drivers as they expect to 
make cross-border investments based on these trends. 
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Appendix Figure 19  Opportunities in Cross-border Investment 
 

With increasingly dynamic consumer markets in 
Southeast Asia and consumption upgrading by 1.4 
billion consumers in China, Asia holds its position as 
the most promising consumer market. In China, the 
contribution of final consumption expenditure to 
GDP growth has increased from 38 percent in 1978 to 
58 percent in 2019. The variety and quality of 
household consumption expenditure have also 
improved, making it a key driver for steady and 
relatively fast economic growth. 

Driven by the digital economy, many manufacturers 
are transforming from traditional “single commodity 
producers” into modern “product + service” manufacturers 
that incorporate finance, manufacturing and logistics. 
Such penetration of services in manufacturing will 
become another economic growth point, and an 
opportunity for business investment. 

According to Deloitte’s survey1, businesses that 
lack innovation and independent R&D are experiencing 
constraints in raw material and parts sourcing, use of 
intellectual property rights and technological R&D 
during the trade tensions between China and the US. 
They have now realized the importance of innovation 
and independent R&D in addressing external risks, and 
highly value opportunities for cross-border investment 
brought about by technological innovation. 

China‘s Economy: Awaiting Post-pandemic 
Adjustments 

At the time of this survey, China had not yet 
experienced the COVID-19 outbreak, and had just 

signed the phase one trade agreement with the US. 
Back then, respondents were highly optimistic on 
China’s economic outlook, believing more positive 
factors would emerge. They cited “expansion and 
upgrading of the consumer market”, “technological 
innovation” and “economic restructuring” as the three 
main drivers of China’s economic growth in the year 
ahead (see Appendix Figure 20). When the black swan 
of the pandemic arrived at the end of January, it dealt 
a heavy blow to China’s economic growth. However, 
it has also prompted China to reflect on potential 
problems in its economic development, and will bring 
about deeper restructuring and reform impetus, 
creating more opportunities for growth. 

Relief in Trade Tensions: Improving Business 
Confidence and Positives for China’s Economy 

The phase one trade agreement between China and 
the US created a cushion for intensifying global trade 
tensions and enterprises under pressure of transformation, 
as well as boosted business confidence. In our survey, 
respondents were hardly pessimistic about the 
outlook for the trade conflict, with nearly 60 percent 
removing China-US trade tensions from their list of 
risks to business operations. This is because 
businesses are confident about future economic ties 
between China and the US, and besides, many have 
learnt their lessons from the trade conflict and 
prepared well for it by developing diversified export 
and sales markets, implementing strict cost controls, 
or increased efforts in core technology R&D. 

 
 

———————————————————————— 
1  Outlook of Phase One Truce for China-US Trade Frictions, Deloitte, January 2020. 
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Appendix Figure 20  Views on the Drivers of China’s Economic Growth 
 

The trade agreement marks substantial progress 
as it will not only help improve China‘s system of 
intellectual property rights protection to create a 
better environment for technological innovation, but 
also accelerate China‘s high-level opening up. The 
deal identifies financial segments to be further 
opened up, and there is room for China to further 
open up areas such as high-technology, new energy 
vehicles, education, healthcare and cross-border 
e-commerce. Chinese enterprises and foreign 
companies will compete, cooperate and interact in a 
benign manner in more areas. Through further 
optimization of its business environment and the 
relaxation of market access restrictions, China‘s 
economic environment will be greatly improved. 

Tech-driven “New Consumption” in China 
Brought About by Pandemic 

China‘s total retail sales of consumer goods reached 
RMB41 trillion in 2019, with a year-on-year increase of 
8 percent. Consumption upgrading in Tier 1 cities and 
the gradual release of consumption potential in Tier 2 
and Tier 3 cities, as well as rural areas, indicate that 
consumption remains a key driver of China‘s 
economic development. Affected by the pandemic, 
total retail sales of consumer goods are expected to 
continue to trend downward, but the pandemic is also 
expected to spur market transformation. 

People are going out less, and footfall at physical 
stores has tumbled, putting pressure on cash flows, 
but online consumption, particularly local life services, 
is growing rapidly, which will boost investments by 
retail enterprises in digital and information technologies, 
reshaping the consumption ecosystem. Digital 
transformation in the retail industry will drive supply 

side reform in the consumer market, and digital 
technologies will enhance people‘s access to 
consumer information, resulting in growth of “accurate 
consumption” and “exquisite consumption”. 

Based on their post-SARS experiences in 2003, 
people are likely to begin retaliatory consumption 
after the pandemic. The Chinese government is 
expected to implement policy incentives to boost 
consumer confidence, taking advantage of the 
psychological cycle of retaliatory consumption to spur 
a market recovery. 

Accelerated Digital Transformation and 
Deployment Expected in More Industries 

Emerging technologies including big data, AI and 5G 
have played a substantial role in combating COVID-19. 
The pandemic, however, also reflects China’s deficiencies 
in implementing digital technologies in some areas, 
including e-government and smart cities. Enhanced 
emphasis on and support for development in these 
areas are expected, and reflection, cultivation and 
investment approaches will be adjusted and improved. 

In addition, “cloud office” and “cloud education” 
widely adopted during the pandemic have made it 
easier to see gaps and potential in several online 
service sectors, giving their businesses a strong 
opportunity to reflect on their development. This in 
part will help accelerate growth of related sectors. The 
pandemic will likely fuel more digital technology 
innovation in China and Asia. 

Conclusion 

In this survey, most respondents are cautiously 
optimistic on the outlook for the global, Asian and 
China’s economies in light of the China-US trade 
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agreement. Against this backdrop, businesses’ 
enthusiasm to pursue cross-border investments in the 
coming one to three years remains undimmed, but 
they are likely to pay more attention to the macro 
environment and risk aversion. They are likely to focus 
their investment on the expansion and upgrading of 
consumer markets, manufacturing transformation 
and upgrading, as well as technological innovation. 

Since the COVID-19 outbreak, nations around 

the world have been working closely together to get 
through difficult times. Although the pandemic has 
hurt economic growth in the first half of 2020, the 
development of consumer and digital technologies as 
well as economic restructuring will help China’s 
economy recover. This will in turn drive a recovery of 
the world economy, creating more room and 
opportunities for development globally. 
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