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FOREWORD

Trade and investment are rebounding in Asia and the Pacific. The Asia-Pacific Trade and Investment
Report 2017 forecasts a 4.5% growth in exports in 2017 and FDI inflows are also expected to
increase this year, building on fast growth in greenfield investment and continued investment
liberalization. This is good news for the implementation of the 2030 Agenda for Sustainable
Development.

Sustainable development calls for a balance to be struck between the economic, social and
environmental dimensions of development. Trade and investment have clearly contributed to
economic growth by lifting hundreds of millions in the region out of poverty over the past two
decades. Yet not everyone has benefited. The rapid economic growth achieved through trade and
investment liberalization increased pressure on the environment. Making trade and investment
policies sustainable is therefore essential.

This year’s Report focuses on how to better channel trade and investment into sustainable
development. It argues for targeted trade and investment policies aligned with the sustainable
development goals. Examples of such policies are tariff cuts on environmental goods and
technologies, on medicines, or measures to attract investment in renewable energy technologies.
But the Report also recognizes that such targeted policies will not be sufficient. Complementary
domestic policies remain essential. These include social safety nets for those adversely affected
by liberalization and policies to ensure less environmentally-damaging consumption and production.

The quantitative analysis of alternative policy scenarios featured in the Report shines the spotlight
on the need for regional integration and an integrated approach to trade and investment liberalization
and facilitation. Such an integrated approach at the regional level could boost economic growth
by $1.2 trillion between now and 2030. The result is largely credited to trade facilitation, which
also reduces the negative social and environmental impacts associated with stand-alone trade
and investment liberalization. Yet this approach can still lead to rises in inequality in at least some
subregions of Asia-Pacific, as well as to a rise in CO2 emissions across the whole region.
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The most important insight from the analysis is that regional trade and investment liberalization
and facilitation should be combined with well-designed domestic social and environmental policies
to achieve positive outcomes across all three pillars of sustainable development. The global
implementation of CO2 emissions commitments under the Paris Accord, as well as domestic income
transfers from high-skill to low-skill workers, in addition to liberalization policies, result not only in
lower inequality and less CO2 emissions, but also in higher overall economic growth for the region.

I hope this Report will help policymakers in their on-going quest for trade and investment policies
that support the implementation of sustainable development. ESCAP will continue work in this
area, including by supporting regional cooperation on developing the dataset and indicators needed
to ensure policies can be evidence-based.

Shamshad Akthar,
Under-Secretary General of the United Nations and
Executive Secretary, United Nations Economic and

Social Commission for Asia and the Pacific

October 2017
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EXECUTIVE SUMMARY

Trade and investment have been powerful engines of growth, especially in Asia and the Pacific, where many
developing countries grew at impressive rates between the 1990s and the 2008-2009 global financial crisis.
Trade and investment were instrumental in the region, halving poverty five years ahead of the 2015 Millennium
Development Goals deadline. This success shows that trade and investment will play a critical role in pursuing
the Sustainable Development Goals going forward. However, economic gains must not come at the expense
of social and environmental goals. It is hoped that this report can help steer trade and investment policies
so that they can promote balanced economic, social and environmental development for achievement of
the 2030 Agenda for Sustainable Development.

The report consists of two parts. Part I assesses trends and developments in region’s trade and investment
flows and policies. Part II explores how trade and investment can be better channelled into sustainable
development.

PART I – TRENDS AND DEVELOPMENTS IN TRADE AND INVESTMENT

Despite a weak performance in 2016, Asia-Pacific remained the largest trading region
in the world.

Global and regional trade remained weak in 2016. Global trade declined by 3.2%, while Asia-Pacific trade
fell by 4.3%. Trade contraction in China was a major factor for this poor performance. China’s exports
represented more than one third of the region’s exports, and it contracted by 7.7%. In the rest of the
developing Asia-Pacific region, exports decreased by 3.6%. Nevertheless, despite a decline of trade, Asia-
Pacific region still accounts for 40% of global exports and 35% of global imports.

2017 looks optimistic for merchandise exports and imports.

Global and regional trade growth has improved in 2017. As global and regional demand recovers, both the
volume and value of the region’s exports and imports are projected to increase. Volume of exports by the
Asia-Pacific region is expected to grow by 4.5% and import growth may reach nearly 8%. Exports and imports
by developing Asia-Pacific countries are predicted to grow faster than those by developed countries in the
region. Countries previously affected by the slowdown of global value chain activities, such as the Republic
of Korea and the Philippines, are expected to enjoy significantly better trade prospects in this year. At the
same time, the rising prices of industrial commodities and fuel will contribute to dynamic growth for
commodity exporters such as Australia, India, Indonesia, Islamic Republic of Iran, Kazakhstan and others.

However, there are some grey clouds on the horizon.

Although the improved performance of global and regional trade during the recent period is promising, several
factors may impact the recovery continuing into 2018. Structural factors that have contributed to weak trade
performance since the 2008-2009 global financial crisis persist. While import demand in developed economies
has not fully recovered, import demand in China, especially for intermediate inputs, will also moderate due
to the structural rebalancing of China from export orientation to domestic consumption. Hence, intraregional
demand may not be sufficient to bring trade growth back to pre-crisis level. The protectionist rhetoric in
some developed economies also creates additional risks. While many of the fears about renewed trade
protectionism may not be realized, rising uncertainties could be a disincentive for long-term investment and
trade.
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These may hinder trade growth in 2018.

Thus, the prospect of global and regional trade recovery will still be fragile for a few years ahead. ESCAP
anticipates that export volume of Asia-Pacific region in 2018 will grow more modestly than in 2017 at 3.5%,
while the import volume will increase by less than 3%. In addition, export and import prices, especially
commodity prices, are also not likely to increase, and in fact, may trend downward due to the slowdown of
investment and consumption precipitated by rising uncertainties. The sluggish prices will cause trade value
in 2018 to grow much slower than in 2017.

Trade in commercial services in the Asia-Pacific region saw a mild recovery in 2016.

Commercial services trade recovered modestly in 2016, with exports and imports growing by 0.1% and
1.3%, respectively. This growth was driven by the “other commercial services” sector which grew by 1.7%
in 2016. Stronger recovery is expected in 2017 due to the growth improvement of major service sectors.
The transport sector, which contracted by 6.8% in 2016, registered more than 3% growth in the first quarter
of 2017, promising a strong recovery in 2017. Tourist arrivals also increased 3.3% in 2016 in the region,
with further growth prospects for 2017.

Nevertheless, the continued rise of the region as a major trader of commercial services
depends on a handful of economies.

The share of world trade in commercial services captured by the Asia-Pacific region has grown from 24.9%
in 2005 to 30.3% in 2016, with growth in all sectors outperforming global averages. Trade in commercial
services has also increased in importance relative to merchandise trade during that period. However, exports
from only four countries (China, Japan, India and Singapore) represent more than half of the region’s total
exports of commercial services. In terms of imports, a group of seven economies (China; Japan; Singapore;
India; the Republic of Korea; Hong Kong, China; and the Russian Federation) captures over three quarters
of the region’s imports of commercial services, with China alone representing nearly a third.

Asia-Pacific countries are embracing trade in new services.

Travel services and transport services accounted for 29% and 19% of all services exports from the region,
respectively, in 2016. The region provides half of the world’s exported construction services and is increasing
its share in insurance services, telecommunications, computer and information services, financial services
and charges for the use of intellectual property. One increasingly important trend in the region is the impact
of digital trade relative to merchandise trade. Proliferation of Internet access means that some goods that
were previously traded as merchandise goods, such as books and music, are now increasingly traded as
services.

Barriers to trade in services are gradually falling.

Trade policies affecting commercial services were discussed using the Services Trade Restrictiveness Index
of the Organisation for Economic Co-operation and Development. The index shows a gradual fall in barriers
to trade in services over the last three years in the region for most countries covered by the index. Further
liberalization of service sectors could help increase the competitiveness of domestic service providers as
well as export-oriented manufacturers due to the interconnectedness of value chains.

Despite mixed performance on FDI, the region attracts more greenfield investment.

In 2016, foreign direct investment (FDI) inflows to the region contracted as a result of timid growth, low
commodity prices, and economic uncertainty. FDI inflows declined in most major economies in South-East
Asia except for the Philippines and Viet Nam. Hong Kong, China experienced a particularly sharp decline.
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However, greenfield inflows to the region as a whole have increased significantly. This signals investors’
continued interest and confidence in the region.

FDI inflows are shifting to services and technology-advanced sectors.

While the primary and manufacturing sectors remain important in the region, the importance of the services
industry is increasing. The region is shifting to more advanced and technology-based production as regional
production networks become more sophisticated and capital-intensive, both in major economies, such as
China, and smaller economies, such as Viet Nam. FDI flows in alternative/renewable energy have also
increased in the region, showing the region’s interest in and strategic focus on more advanced industries.

Outward investments are increasing.

Selected economies from the region are establishing their position as major outward investors. Despite
decreasing globally, FDI outflows increased in the region in 2016. Consequently, the region accounted for
a bigger share of global FDI outflows at 34%. China led the trend with FDI outflows increasing by 44%, as
Chinese multinational enterprises increased foreign investments in a wide range of strategic industrial sectors.
As a result, China FDI outflows exceeded its inflows.

Investment liberalization continues.

A review of national policies on investment and international investment agreements from the Asia-Pacific
region shows that the region is continuing to pursue investment liberalization and promotion. Regional
integration efforts have further led to improved business environments, which not only attract investment
but also help countries maximize the positive spillovers. Subregional initiatives, such as the ASEAN
Comprehensive Investment Agreement and the Treaty of the Eurasian Economic Union are examples of
integration efforts that are likely to contribute to further increases in sustainable inflows of FDI to the region.

Economic restructuring in major developing economies creates new opportunities.

A significant trend in the region is the shifting and restructuring of leading economies. In particular, China,
which once was the production-base for manufacturing labour-intensive products, is now undertaking
structural reforms towards higher value-added industries. This change could temporarily disrupt established
regional value chains and slow down FDI inflows. However, it also presents new opportunities. For instance,
selected countries in South-East Asia are now attracting investors seeking lower wages for labour-intensive
production. These countries have benefited from a relatively stable political and business environment, and
they have been fortified by economic integration efforts within the framework of the Association of Southeast
Asian Nations.

PART II – CHANNELLING TRADE AND INVESTMENT INTO SUSTAINABLE DEVELOPMENT

There is a need to rethink trade and investment policies for sustainable development.

Trade and investment are key to implementing the 2030 Agenda for Sustainable Development. The positive
links between trade and economic growth, and to a lesser extent between FDI and economic growth, are
well established. Although trade and investment liberalization are necessary, the social and environmental
impacts of trade and investment liberalization are less clear. In addition, there is growing recognition that
liberalization creates both winners and losers even when economies grow in aggregate.
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Tariff cuts and non-tariff measures can be targeted towards sustainable development.

In this context, this report introduces a framework on channelling trade and FDI into sustainable development.
The framework suggests that traditional trade and investment policies, which are typically focused on
generating aggregate economic gains, should be complemented by trade and FDI policies targeted towards
sustainable development. Such targeted policies may include cutting tariffs on green goods, adopting
non-tariff measures based on relevant sustainability standards, or prioritizing FDI for Sustainable Development
Goal-related sectors such as the renewable energy sector. However, the impacts of such targeted measures
should be carefully assessed to avoid distorting the markets unnecessarily.

Complementary domestic policies remain essential to achieving sustainable development.

The framework also stresses, however, that targeted trade and FDI policies alone are not sufficient to channel
trade and FDI into sustainable development. Complementary domestic policies are also essential. These
include not only environmental policies to encourage more sustainable consumption and production, but
also social and labour policies to enable workers from uncompetitive sectors to adjust and find work in
other sectors. Other domestic policies, such as education policies, tax policies and competition policies,
are also essential to fully capture the sustainable development benefits of trade and investment.

Progress cannot be achieved without trade facilitation and good governance.

The framework highlights the importance of two other key enablers in achieving more sustainable trade and
FDI: trade facilitation and good governance. Without cutting red tape and reducing trade transaction costs,
attracting FDI and facilitating participation of more firms and people in international trade will not be possible.
Without good governance, enabled by effective public institutions as envisaged in Sustainable Development
Goal 16, policies will not be enforced, no matter how sustainable they may be.
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FDI is clearly linked to higher trade and economic growth in Asia and the Pacific.

An empirical analysis of the contributions of FDI to trade, investment and growth in the Asia-Pacific region
confirms that they are both positive and large. The Asia and the Pacific economy is at least 7% larger than
it would be without FDI. At the regional level, FDI inflows are positively linked with real gross domestic product
per capita changes and also increase exports. However, the impact of FDI on economic development varies
greatly among individual countries within the region as it depends on each country’s absorptive capacity
and policy environment.

However, FDI policies need to incorporate the social and environmental dimensions.

FDI does not automatically contribute to sustainable development. Policies, laws, regulations and institutions
need to be established or reformed to guide FDI towards sustainable development and motivate transnational
corporations to invest in the Sustainable Development Goals. This will require strong government and
improvements in the domestic business environment, as well as the development of absorptive capacity in
developing countries. Businesses also need to embed sustainability in their daily operations and management,
and governments need to provide the necessary enabling environment.

An integrated approach to trade and investment liberalization yields impressive results.

The effects of regional tariff liberalization, investment liberalization, and trade facilitation on economic growth,
trade, CO2 emissions, inequality and undernourishment were analysed both individually and in an integrated
policy package. The analysis reveals that an integrated approach is superior as it boosts trade by over $175
billion annually while also partly reducing the negative social and environmental impacts associated with
stand-alone liberalization policies. The results suggest that lowering trade and investment barriers regionally
in an integrated manner increases the competitiveness of regional firms in the global market and enables
them to effectively participate in global value chains.

The results of the integrated approach largely depend on cutting trade costs.

Gains from integrated liberalization are mainly driven by trade facilitation, whose economic impact significantly
outweighs that of tariff and investment liberalization. Trade facilitation may be interpreted broadly as reduction
in non-tariff related trade costs, including the implementation of the WTO Trade Facilitation Agreement and
the Framework Agreement on Facilitation of Cross-border Paperless Trade in Asia and the Pacific. The analysis
suggests that trade facilitation will result in an increase in net exports of $16 billion annually. This large trade
increase is accompanied by a reduction of inequality within the region, while causing less CO2 emissions
than stand-alone investment liberalization.

However, combining liberalization policies with environmental and social policies is even
better.

While the social and environmental impacts from liberalization are typically not large at the regional level,
they vary substantially across subregions in both significance and direction. This confirms the need for
complementary social and environmental policies to better channel trade and investment into sustainable
development. This report accordingly analyses the effects of two such policies: the emission reduction
commitments under the Paris Agreement and domestic income transfers within Asia-Pacific countries.
Importantly, integrated liberalization combined with these two policies leads to a higher level of economic
growth in Asia and the Pacific than the integrated liberalization policy produces alone. Moreover, this
combined approach also mitigates the inequality and CO2 emissions resulting from an integrated liberalization
policy. Enhancing multilateral and regional cooperation on trade and investment as well as social and
environmental issues is key to achieving positive outcomes across all three pillars of sustainable development.



FOREIGN DIRECT INVESTMENT: LIBERALIZATION CONTINUES CHAPTER 3

xviii  ◗  Asia-Pacific Trade and Investment Report 2017

A WAY FORWARD

Pursuing trade and investment liberalization and facilitation

The analysis presented in the report confirms that openness to trade and investment are a necessary condition
for sustainable development in Asia and the Pacific. Trade and FDI are typically complementary, providing
much needed sources of growth and financing for development. Together, they enable allocation of resources
to their most productive use and enhance access to new technologies and markets. In that context, a long-
standing but important recommendation is to avoid resorting to protectionism and to facilitate trade. The
review of policy trends included in the report confirms that most countries, especially in this region, have
continued to follow this recommendation so far.

Tackling the social and environmental impacts of liberalization

Possible undesirable side effects of trade and investment, such as increased inequality, short-term
unemployment, drop in real wages, and environmental degradation, need to be more fully acknowledged
and tackled in future policymaking. National-level policy recommendations for channelling trade and
investment into sustainable development include the crafting of Sustainable Development Goal-targeted trade
and FDI policies complemented by social, environmental and other domestic policies. However, the design
of the national policies is likely to vary significantly from country to country, as there cannot be a one-size-
fits-all policy when balancing economic, social and environmental needs.

Strengthening regional cooperation and integration

Continued efforts should be made to strengthen regional cooperation and integration as an important means
of sharing the benefits of trade and investment, which would contribute to reducing the development gap
between countries of the region, as well as to maintaining peace and stability in Asia and the Pacific
(Sustainable Development Goal 16). Finding new ways to cut trade costs, including as part of the Framework
Agreement on Facilitation of Cross-border Paperless Trade in Asia and the Pacific, will be important. Regional
trade agreements of wider scope and membership should also be pursued, such as the Regional
Comprehensive Economic Partnership. Finally, regional connectivity should be prioritized and promoted,
building on voluntary initiatives such as the Belt and Road Initiative of China. It will be important, however,
that all such initiatives and agreements fully integrate the social and environmental dimensions of sustainable
development.

Enabling evidence-based trade and investment policymaking for sustainable development

Finally, regional collaboration on the collection of more and better trade- and investment-related data and
corresponding socio-economic and environmental data should be pursued. Such data will be essential to
further deepen understanding of the complex trade-offs and complementarities between trade, FDI and the
Sustainable Development Goals, as well as to ensure that new trade and investment barriers are not falsely
established on sustainable development ground.
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CHAPTER

1
MERCHANDISE

TRADE:
A CAUTIOUS

RECOVERY1

Buoyed by stronger demand by major economies within and outside the
region, global and regional trade growth improved in 2017 from the weak
performance in 2016. However, downside risks loom over the trade recovery.
The structural factors that caused the weak after-crisis trade performance
persist, threatening the chance of a full recovery. Following the trend in
developed countries, the aggregate demand of developing countries in the
region indicates weakening trade intensity. In addition, heightened
uncertainties in the trade policy directions of developed economies have
raised concerns about a potential relapse in global trade. While fears about
rising protectionism have not materialized, the near-term prospect of trade
recovery is still fragile.

This chapter first discusses the Asia-Pacific region’s merchandise trade
performance in 2016. Subregional performances and intraregional trade
linkages are discussed next. The chapter then presents the positive
developments in early 2017. After taking full account of the upside factors,
the existing downside risks are explored. The chapter concludes by
examining the near-term trade prospects of the Asia-Pacific region.
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A. MERCHANDISE TRADE IN 2016
REMAINS SUBDUED

“Trade performance of the region lagged behind
that of the world for the first time since the global
financial crisis. The region’s trade decreased
by 4.3% in 2016 while the global trade fell by
3.2%.”

Global and regional trade in 2016 remained weak,
although it improved from 2015. After a double digit
fall of trade in 2015, global trade in 2016 declined
by 3.2% while exports and imports in the region fell
4.3% (figure 1.1). Trade contraction in China was
a major factor for this poor performance. In China,
whose exports represented more than one third of
the region’s exports, exports contracted by 7.7% in
2016. In the rest of the developing Asia-Pacific
region, exports decreased by 3.6%. Japan, whose
exports accounted for about 10% of total
merchandise exports by the region, was a bright spot

in 2016. Export by Japan drove the growth of
developed Asia-Pacific countries’ exports to 2.7%.
Import performance did not improve in the whole
region. China’s imports, which represented 28% of
total imports by the region from the world, decreased
by 5.5% in 2016. At the same time, imports by other
developing economies in the region fell by 3.9%
and imports by developed Asia-Pacific economies fell
by 6.3%.

“Despite its weak trade growth in 2016, Asia-
Pacific remains the world’s largest trading region.
It constitutes 40% of world exports and 35% of
world imports.”

Despite weaker growth in the region, the Asia-Pacific
region is still the world’s largest trading region.
Exports and imports by the region amounted to $6.3
trillion and $5.7 trillion, respectively. The region’s
share in global exports remained at about 40%, while
its share of global imports fell slightly to 35%.2

Growth of merchandise trade by Asia and the Pacific, 2007-2016Figure
1.1

Source: ESCAP calculations based on country data from WTO International Trade Statistics Database (accessed June 2017).
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“Nearly three quarters of manufacturing trade is
associated with the sectors with strong global
value chains linkages.”

Manufacturing products are the dominant component
of the region’s exports and imports. The sector
accounted for 60% of total exports and 51% of total
imports in 2016 (figure 1.2). About 70%-80% of the
manufacturing trade is associated with the sectors

that have strong global value chains (GVCs) linkages,
including electrical machinery, electronics and
transport equipment products. In addition to trade
in manufacturing products, about 30% of trade by
the region was in fuel and industrial commodities,
while agriculture trade accounted for about 10%.
Sectoral patterns of Asia-Pacific trade did not change
much over the past two decades. Although there
were some fluctuations in the sectoral shares, they
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Source: ESCAP calculations using data from UN Comtrade accessed through World Bank, WITS (accessed September 2017).

Sectoral composition of trade by Asia and the Pacific, 2000-2016Figure
1.2

(Percentage of exports and imports)
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reflect the price volatility, especially of fuel and
industrial commodities, more than changes in the
share of sectoral trade volume.

B. SUBREGIONAL PERFORMANCE: EAST
AND NORTH-EAST ASIA MAINTAINS
ITS DOMINANCE

“Trade is concentrated in a handful of
economies: 13 economies accounted for more
than 90% of regional trade.”

Trade was not evenly distributed across all the
countries in the region. More than 90% of the Asia-
Pacific exports and imports came from 13 economies
in the region. The four largest exporters of the region
were from East and North-East Asia, they were China;
Japan; Hong Kong, China; and the Republic of Korea
(figure 1.3). These economies together accounted for
more than 60% of the region’s total trade.

“East and North-East Asia accounted for more
than 60% of Asia-Pacific region’s total trade.”

Due to the dominance of China and other large
economies in the same subregion, East and North-
East Asia captured the majority of the region’s trade.
In 2016, East and North-East Asia accounted for
more than 64% of the region’s exports and 59.5%
of its imports. South-East Asia was the second-
largest trading subregion in Asia and the Pacific. It

represented about 18%-19% of the region’s exports
and imports. Apart from these two subregions, the
trade contributed by other Asia-Pacific subregions
was quite small. For example, the share of South
and South-West Asia was 8% for exports and 12%
for imports. North and Central Asia accounted for
5%-6%, while the Pacific’s share accounted for only
about 4% of the region’s trade.

As illustrated in figure 1.3, trade concentrated in
large economies in the subregions. Australia and the
Russian Federation accounted for about 80% of
exports from the Pacific and North and Central Asia
regions, respectively. Exports by China and India
represented about a half of the exports from their
own subregions. Export share is relatively more
dispersed in the South-East Asia: five economies
accounted for 90% of the subregion’s exports, while
the other six economies captured the remainder.3

There are two possible causes for the geographic
concentration of trade. First, the difference in trade
shares corresponds to the divergence of trade
competitiveness and supply capacity between
economies. This means that the dominant economy
is more competitive, and thus can crowd out other
economies from the market. Second, trade
concentration in a subregion may reflect the hub and
spoke trade relationship within the subregion. In
this relationship, spoke economies rely on the hub
as their major (direct and indirect) export market.
The next section, which looks at intraregional trade,
will explore these issues further.
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Figure
1.3

Source: ESCAP calculations based on data from ESCAP
online Statistical Database (accessed October 2017).

Notes:

(1) The area of each box represents the percentage share
of a country in total exports from a respective subregion/
region.

(2) Some economies’ names are not shown in full due to
space limitations. Economies having very small share are not
featured in the figure, but their shares are combined as part
of “others” in each respective area.
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C. INTRAREGIONAL TRADE: REGIONAL
TRADE NETWORKS DO NOT COVER
ALL SUBREGIONS

“The share of intraregional trade in 2016
was about 56% for exports and 58% for
imports.”

In Asia-Pacific region, intraregional trade is more
important than trade with the rest of the world. In
terms of its share of the total trade, it has remained
stable for the past five years. In 2016, it was about
56% for exports and 58% for imports. In addition,
about 30% of the region’s exports and 21% of the
region’s imports went to the United States and the
European Union. The remainder of less than 10%
went to the rest of the world.

While several factors may influence the size of
intraregional trade, two stand out as the most
relevant. One factor is associated with the relatively
robust economic growth of populous developing
Asia-Pacific economies, which boosts the purchasing
power, especially for the goods and services from the
region. The other factor is linked to the growing
number of actors in the international network of
production in the region. This increases the trade flow
in raw materials and intermediate inputs within the
region.

“Subregions trade less with themselves than
they trade with East and North-East Asia.”

Exports to East and North-East Asia were equivalent
to more than half of total intraregional exports
(table 1.1). Trade with China alone accounted for
about a quarter of intraregional imports and exports
combined.4 Notably, there were less exports within
subregions than exports to East and North-East
Asia. These figures suggested that East and
North-East Asia, especially China, was the hub of
intraregional trade.

The interconnected production in East and North-
East Asia and South-East Asia tends to create
a hub-spoke relationship between the two
subregions. Nearly one third of the exports from
South-East Asia went to the East and North-East
Asia. For example, parts and components for

electronics and automotive products were an
important element of exports to China from major
trading economies in South-East Asia. Similarly,
China was also the most important export market of
commodities from small countries in the South-East
Asian subregion.

“South and South-West Asia, North and Central
Asia, and developing Pacific are not integrated
sufficiently into the regional trade and production
networks.”

In contrast, South and South-West Asia, North and
Central Asia, and developing Pacific have not
integrated well into the regional trade and production
networks. The share of intraregional exports was
only 31% and 35% of exports from South-West Asia,
and North and Central Asia, respectively. In the
case of the Pacific, the extremely high intraregional
export share was driven by exports from Australia
to the region.

For small economies, their major export destinations
are large neighbouring economies in the same
subregion, extraregional markets where their exports
can enjoy non-reciprocal preferential trade treatments
(such as the European Union), and China. For
example, Bhutan and Nepal rely on exports to India.
Fiji, Samoa, and Tonga export mainly to Australia.
Bangladesh relies on exports to the United States
and countries in the European Union. Mongolia,
Solomon Islands, and Turkmenistan depend on
exports to China.

As mentioned, China is a major intraregional market
and the most important global export destination for
21 Asia-Pacific economies. There are 10 Asia-Pacific
economies that sent more than 20% of their total
exports to China (figure 1.4). Of those 10 economies,
China is the destination of more than 50% of total
exports by Mongolia; the Democratic People’s
Republic of Korea; Turkmenistan; the Solomon
Islands and Hong Kong, China. For all of the
economies except Hong Kong, China, the strong
reliance on exports to China reflects their high
dependence on commodity exports, of which China
is the world largest importer. This means that those
economies are highly vulnerable to both commodity-
price fluctuations and changing economic dynamics
in China.
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Intraregional merchandise exports, by Asia-Pacific subregion, 2015-2016

(Percentage of total exports)

Table
1.1

Source: ESCAP calculations, based on IMF Direction of Trade Statistics (accessed April 2017). Country data are available from the ESCAP online statistical
database.

Share of exports from selected economies to China, 2016

(Percentage of total exports)

Figure
1.4
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Subregion Year

Destination of exports

ENEA
China ENEA SEA SSWA NCA Pacific

Asia- Rest of
excl. China Pacific the world

East and North- 2016 18.5 13.2 31.7 12.6 5.0 1.8 2.1 53.1 46.9
East Asia (ENEA) 2015 19.1 12.9 31.9 12.4 4.8 1.6 2.1 52.8 47.2

South-East Asia 2016 19.6 12.2 31.8 24.0 5.1 0.5 3.6 65.0 35.0
(SEA) 2015 19.5 12.0 31.6 24.5 5.3 0.4 3.8 65.6 34.4

South and South- 2016 6.2 5.5 11.7 6.0 10.1 2.1 1.0 30.9 69.1
West Asia (SSWA) 2015 5.8 5.8 11.6 5.8 10.0 2.7 1.0 31.2 68.8

North and Central 2016 6.5 11.0 17.5 1.7 7.9 7.5 0.1 34.7 65.3
Asia (NCA) 2015 7.5 10.2 17.7 1.7 8.1 7.4 0.1 35.0 65.0

Pacific 2016 19.0 28.3 47.2 11.7 4.2 0.2 7.4 70.7 29.3
2015 22.1 29.4 51.4 10.5 4.8 0.3 7.3 74.3 25.7

Source: ESCAP calculations based on IMF Direction of Trade Statistics (accessed May 2017). Country data are available from the ESCAP online statistical
database. Data given in percentages (rows show percentage of export to each destination from each source, e.g. 13.2% of East and North-East Asian
exports go to China).
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“East and North-East Asia, especially China,
continues to be the largest source for
intraregional imports”

Similar to what is observed for intra-subregional
exports, countries import much less from within
their subregions than they import from East and
North-East Asia. Imports from East and North-East
Asia, especially from China, accounted on average
for over 30% of total imports by the Asia-Pacific
region, or equivalent to 60% of intraregional imports.
For each subregion, imports from East and North-

East Asia accounted for 22% to 38% of their total
imports (table 1.2). Imports from China alone
contributed 50% to 75% of those imports. Due to
high export similarity between countries in
the subregions, imports from countries in the
same subregion accounted for only 7% of the total
imports in the Pacific and South and South-West
Asia and less than 11% in North and Central Asia.
In all subregions the large share of trade was with
East and North-East Asia, especially with China,  and
this suggests that China is the hub of trade in the
region as a whole.

Intraregional merchandise imports, by Asia-Pacific subregion, 2015-2016

(Percentage of total imports)

Table
1.2

Subregion Year

Source of imports

ENEA
China ENEA SEA SSWA NCA Pacific

Asia- Rest of
excl. China Pacific the world

East and North- 2016 14.7 15.8 30.5 13.1 2.1 2.2 4.3 52.2 47.8
East Asia (ENEA) 2015 14.4 16.0 30.4 12.4 2.1 2.4 4.2 51.5 48.5

South-East 2016 17.7 19.9 37.6 21.7 2.3 0.6 2.1 64.4 35.6
Asia (SEA) 2015 17.1 19.6 36.7 22.2 2.2 1.1 2.2 64.4 35.6

South and South- 2016 7.0 15.9 22.9 8.6 7.5 3.9 1.6 44.5 55.5
West Asia (SSWA) 2015 6.6 15.2 21.7 8.3 6.7 4.3 1.7 42.7 57.3

North and Central 2016 6.5 19.2 25.7 3.6 4.9 10.9 0.3 45.4 54.6
Asia (NCA) 2015 6.2 17.9 24.1 3.3 6.0 12.0 0.3 45.7 54.3

Pacific 2016 12.5 22.3 34.8 16.1 2.5 0.1 6.9 60.3 39.7
2015 12.7 21.9 34.7 16.7 2.4 0.2 6.3 60.4 39.6

Source: ESCAP calculations based on IMF Direction of Trade Statistics (accessed May 2017). Country data are available from the ESCAP online statistical
database. Data in percentages (rows give percentage of imports from each source; e.g. East and North-East Asia sources 15.8% of the subregion’s
imports from China).

D. RECENT TRADE IMPROVEMENTS

“Global trade has bounced back in 2017 and is
expected to grow at more than 3% in real terms
this year.”

After the weak performance during the first ten
months of 2016, global and regional trade have
picked up since the last two months of 2016
(figure 1.5). Forward-looking economic indicators
also suggest continuing signs of a trade recovery
in 2017. 5 The indicators include the expansion
of global trade volume export orders, container
shipping and air freight. World export volume is
projected to increase by 3.6% in 2017, up from an
increase of 1.3% in 2016 (WTO, 2017b).

“Intraregional demand is picking up with
the return to double-digit growth of China’s
imports.”

Monthly trade growth in 2017 shows a strong
recovery of China’s import demand. China’s monthly
imports grew by 18.9% during the first six months
of 2017 compared to the same period in last year,
while exports grew by 8.5% during this same period.
The increased demand for inputs to produce exports
is partially responsible for driving this import recovery.
The recovery of commodity imports by China helps
explain why prices of energy commodities, including
natural gas and coal, are projected to increase by
26% in 2017 (World Bank, 2017). Metal prices are also
expected to rise by 16% in 2017 due to China’s
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Source: ESCAP calculations based on WTO online short-term statistics (accessed September 2017).

Note: Change in United States dollar value year-on-year, encapsulating volume and price changes.

Monthly trade growth in selected developing Asia-Pacific economies, 2011-2017Figure
1.5
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demand and supply constraints, including mine
disruptions in Chile, Indonesia and Peru. The rising
commodity prices also feed into the cost of
production, affecting export and import prices in
general. Therefore, trade in 2017 is expected to
increase both in volume and value terms.

Also encouraging are the IMF (2017) and ESCAP
(2017) projections for global and regional economic
growth in 2017 and 2018. Boosted by fiscal
initiatives, infrastructure projects and optimistic

financial markets in the major economies, global
gross domestic product (GDP) growth is projected to
rise modestly to around 3.5% in 2017 and 3.6% in
2018, from 3.2% in 2016. 6 The projected growth in
Euro-zone countries is 1.9% and 1.7% in 2017 and
2018, respectively. Meanwhile, the economic
forecasts for the United States are expected to be
resilient at 2.1% over the same period, which is an
improvement from 1.6% in 2016. The Asia-Pacific
region is likely to lead global growth with regional
GDP growth registering around 3.8% in 2017 and
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2018 (ESCAP, 2017). A solid, although slower, pace
of China’s economic growth at 6.7% in 2017 and 6.4%
in 2018 helps ensure robust intraregional demand.

The recent improvement of economic activity
brightens up the economic and trade prospects in
the Asia-Pacific region. The trade recovery of China
will benefit many economies in East and North-East
Asia and South-East Asia as they are closely linked
to China through global and regional production
networks. The recovery in commodity prices will also
help improve the trade performance of emerging
economies, especially commodity exporters. In
addition to China, other major reginal economies
are also expected to have robust economic growth.
India should be able to maintain its dynamic growth
performance with a growth rate above 7%. This
will boost exports from countries in South and
South-West Asia, which are linked to India through
a network of preferential trade agreements and
geographical advantages. The Russian Federation
is forecasted to bounce back from a negative to
a moderate growth path in the near future. This will
benefit countries in North and Central Asia, which
have the Russian Federation as their major export
markets. Finally, Australia and New Zealand should
maintain their robust growth and their strong demand
for exports from developing island in the Pacific.

E. THE MODERATION IN THE USE OF NEW
TRADE-POLICY MEASURES

“The last seven months saw worldwide
moderation in the use of new trade measures.”

Alongside the recent recovery of trade, there has also
been a moderation in new trade restrictive and trade
liberalizing measures over the last seven months.7

Between October 2015 and May 2017, new trade-
restrictive measures peaked in 2015 and then fell in
number. Over this period, 256 trade-restrictive
measures were introduced at the global level,
equivalent to 13.5 new trade-restrictive measures
per month (table 1.3). The monthly average of new
trade-restrictive measures then fell to 10.6 measures
during the last seven months of the reporting period.
However, there was also a corresponding slowdown
of new trade-liberalizing measures. During the same
18-month period, 15.6 new measures per month
were introduced globally, but the monthly average fell
to 11.4 measures during the last seven months of the
period (table 1.4).

“Asia and the Pacific contributed 27% of the
new trade-restrictive measures introduced
globally.”

Type of measure
October 2015 to May 2017 October 2016 to May 2017

World Asia-Pacific region World Asia-Pacific region

Import 189 52 56 14

of which tariffs 113 31 32 8

Export 44 8 10 3

Other 23 9 8 3

Total 256 69 74 20

Measures per month 13.5 3.6 10.6 2.9

Source: ESCAP calculations based on data from WTO Trade Monitoring Database (accessed July 2017).

New trade and trade-related restrictive measures, October 2015 to May 2017 and October
2016 to May 2017

(Number of measures)

Table
1.3



MERCHANDISE TRADE:  A CAUTIOUS RECOVERY CHAPTER 1

12  ◗  Asia-Pacific Trade and Investment Report 2017

During the analysed period, Asia-Pacific economies
contributed substantially to the global stock of
trade measures. The region accounted for 27% of the
trade-restrictive measures introduced globally and
25% of liberalizing ones. India and Indonesia added
the largest number of new trade-restrictive measures,
with 21 and 16 measures, respectively. India and
China added the largest number of new liberalizing
measures, with 17 and 12 measures, respectively.

Similar to the global trend, new trade-restrictive
measures imposed by Asia-Pacific countries
decreased from 3.6 new measures per month during
the 18-month period to 2.9 measures in the last
seven months of the period. The region also saw
a decrease of new trade-liberalizing measures from
3.9 to 3.3 measures per month.8

“More than half of trade-restrictive measures
were non-tariff measures.”

Non-tariff measures (NTMs) have been increasing.
NTMs accounted for 56% of the new trade-restrictive
measures introduced globally and 55% regionally
during the 18-month period. “Technical NTMs”,
such as product labelling standards and “sanitary
and phytosanitary” (SPS) measures, which cover
regulations on plant and animal health, have become
the most common form of NTMs. In the Asia-Pacific
region, 370 sanitary and 355 phytosanitary measures
and technical barriers to trade were initiated in 2016.

While most new trade-restrictive measures are NTMs,
trade liberalizing measures are mainly tariff
reductions.9 Average applied tariff rates of Asia-

Pacific countries have decreased substantially during
the past few decades. Tariff reductions have been
achieved through a combination of: (a) unilateral
liberalization, with countries adopting more open
trade-oriented development strategies; (b) preferential
trade agreements, with countries allowing greater
market access to partners; and (c) multilaterally,
through liberalization within the WTO framework.
In general, tariff levels in the Asia-Pacific region were
on par with that of major developed economies
(figure 1.6).

“The region contributed 66% of the trade
agreements in force worldwide.”

The region is now a major contributor to the
worldwide build-up of preferential trade
agreements.10 Currently, 170 out of 274 trade
agreements in force worldwide involve Asia-Pacific
economies. On average, an Asia-Pacific economy is
signatory to 7.6 trade agreements. Many of these
agreements cover intraregional trade. In 2016, over
72% of the intraregional trade between Asia-Pacific
economies was covered by agreements. Several
economies in the region are also participating in
mega-regional trade agreements that are currently
under negotiations, including the Trans-Pacific
Partnership (TPP-11) and the Regional Comprehensive
Economic Partnership (RCEP).

Despite the recent drop in new measures introduced,
there is no certainty that the trend will continue or
that trade will be less restrictive. Although the rate
of growth has slowed, the stock of trade-restrictive
measures is still growing.11 Moreover, the negative

Type of measure
October 2015 to May 2017 October 2016 to May 2017

World Asia-Pacific region World Asia-Pacific region

Import 241 58 68 18

of which tariffs 185 47 57 15

Export 52 12 12 3

Other 3 5 0 2

Total 296 75 80 23

Measures per month 15.6 3.9 11.4 3.3

Source: ESCAP calculations based on data from WTO Trade Monitoring Database (accessed July 2017).

New trade liberalizing measures, October 2015 to May 2017 and October 2016
to May 2017

(Number of measures)

Table
1.4
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effects of the measures will continue to accumulate
until they are removed. In light of this new climate,
monitoring trade policy needs to consider the
following:

First, the actual number of trade-restrictive measures
may be higher than those reported to the World Trade
Organization (WTO). Despite this concern, data from
the Global Trade Alert (GTA) initiative, which
comprises a broader range of trade measures,
corroborates the WTO’s numbers.12

Second, a small number of trade-restrictive measures
could have an oversized effect on trade volume. For
example, Evenett and Fritz (2017) indicate that half
of imports by the United States would be affected if
the country-imposed trade-restrictive measures
targeting only 72 product categories of the over 5,000
types of products currently imported. In addition,
a small reduction of imports by a large economy
could have a huge negative impact on small trading
partners.13

Finally, protectionist actions may be hidden behind
regulations and NTMs with legitimate socio-
economic objectives. NTMs are less transparent and
harder to monitor than tariff measures, so they tend
to pose a greater impediment to trade than tariffs
(UNCTAD, 2012). Despite often serving legitimate and
important public policy objectives, as discussed in

chapter 4, they may also become a convenient
means for governments to discriminate against
imported products while avoiding dispute. The
sectors most notably affected by NTMs are the
agricultural and food sectors. Such actions could
harm trade significantly, especially in developing and
least developed countries.

F. EXISTING DOWNSIDE RISKS

Although the improved performance of global and
regional trade during the recent period seems to be
more than transitory, risks threatening the world
economy remain. Structural factors contributing to
the weak trade performance since the 2008-2009
financial crisis persist; the increase of output still
stimulates less trade growth than in the pre-crisis
period (WTO, 2017a). Moreover, while import demand
in developed economies has not fully recovered, the
structural rebalancing of China could also lead to
decreased import demand by China.

China’s restructuring economic activity will have
important implications for the rest of the region. To
move away from assembly and processing activity,
China will be sourcing an increasing amount of
intermediate goods domestically. This trend can
already be seen. Over the last 15 years, the share of
intermediate goods in China’s imports decreased by

Source: ESCAP calculations based on data from World Bank, WITS (accessed July 2017).

Effectively applied tariffs of Asia and the Pacific and selected major economies,
simple average
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half from 40% to 20% (ESCAP, 2016). Similarly, the
import content of China’s investment spending fell
from 30% to 18% over a period of ten years (WTO,
2017b). The decreasing import intensity of China’s
demand together with the low import intensity of
India, the hub economy of South and South-West
Asia, means these economies may not generate
adequate intraregional demand for the exporters in
the rest of the region.

Another threat to the region and the global economy
is the uncertainty from the sharp increase in
protectionist rhetoric. It seems that the rhetoric has
not converted into policies, and in fact, the number
of new trade-restrictive measures have moderated
recently. However, there are also fewer new liberalizing
measures introduced. Moreover, anti-globalization
movements in developed countries stoke fears that
more restrictive trade measures will be employed in
the future (box 1.1). A study by ESCAP indicated that

“economic growth for the major developing countries
in the region in 2017 could be up to 1.2 percentage
points slower than the baseline if an increase in trade
protectionism and global economic uncertainty is
steeper than anticipated” (ESCAP, 2017, p. viii).14

Looking ahead, uncertainties coming from
technological change will have higher impacts on
economic structure and welfare than policy
uncertainties. Despite a major ingredient of long-term
economic growth, technological change is also
characterized by a high degree of uncertainty. The
prospects for the increased use of automation will
have great impacts the world economy due to the
rise of new jobs demanding new skills and the
disappearance of jobs replaced by innovations. To
understand the potential risks from technological
change, future research of ESCAP will go into how
new technologies are devised, how rapidly they
diffuse, and the ultimate extent of that diffusion.

Concerns about economic policy uncertaintyaBox
1.1

Since the 2008-2009 global economic crisis, there has been concerns that a long period of low economic
growth will generate trade tensions and lead to trade restrictions. Recently, anxiety about protectionism has
increased following the opening of the re-negotiation of the North American Free Trade Agreement and the
negotiation of post-Brexit trade arrangements between the United Kingdom and the European Union. The fear
is that “the recent shifts by the United States of America in its policies concerning trade, currency and
immigration together with the so-called Brexit have increased global policy uncertainty and could have negative
impacts on the region. Any foregone trade and investment in turn could harm employment prospects and act
as a drag on productivity growth in the years to come” (ESCAP, 2017, p. viii).

Uncertainties about global trade policy may reduce investment and increase trade costs. For example, wary
private investors may delay or reduce investments, especially on capital goods and irreversible investment,
such as investing in research and development, and innovation, hiring labour to expand or entering new markets.
While these policy uncertainties are harmful to all businesses, concern about policy uncertainty increases
proportional to the share of exports in total sales and the number of export markets. Consequently, this mood
of uncertainty is especially troublesome for exporting firms, who also incur more substantial fixed costs before
exporting than non-exporting firms (Melitz, 2003; Melitz and Ottaviano, 2008).b In addition, exporting firms are
exposed to policy uncertainties both at home and in foreign countries. Since most exporters also import raw
materials, intermediate goods, and capital goods,c the effect of policy-related uncertainties on exporting firms
often comes from both exporting and importing fronts.

These policy uncertainties also have indirect effects on trade. For example, policy changes can generate
exchange rate volatility. The subsequent risks from exchange rate volatility translate into higher financial costs
to exporting and importing firms. Consequently, exporters and importers can be indirectly affected by
uncertainties in policymaking even if they are not specifically tied to trade policy.

Due to these potential negative impacts on aggregate demand, increased uncertainty may also lead to
a reduction of demand for imports. Using the technique proposed by Baker and Bloom (2016), ESCAP finds
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(continued)Box
1.1

Source: ESCAP calculations based on CEIC foreign trade data and uncertainty frequency data available from Economic Policy Uncertainty
Index database on selected economies.
Notes: Indices in these graphs are interpreted as (percentage) deviation from its mean over the period 1985-2015. For example, the peak at
the end of 2016 for the Asia-Pacific economic policy uncertainty can be interpreted as 90% higher than the average level of uncertainty in
the Asia-Pacific region between 1985-2015.
a This box is based on a forthcoming issue of ESCAP Trade Insight series.
b The higher sunk cost of exporting firms than non-exporting firm is suggested by heterogeneous firm models.
c Evidence shows that trade policy uncertainty will delay the entry of exporters into new markets and make them less responsive to applied
tariff reductions. Reduction or elimination of trade-policy uncertainty, such as binding trade policy commitments at the WTO, can increase
the entry even when applied protection is unchanged (Handley, 2014).

that the rising economic policy uncertainty in major economies of Asia-Pacific region seems to be associated
with the decrease of the region’s trade growth (figure). In addition, the slowdown of the region’s trade growth
is correlated with the rising economic policy uncertainty of the United States. The negative correlation between
trade growth and economic policy uncertainty implies that the region’s trade growth often slows down as
uncertainties about policy direction in the large economies increase.

Figure. Asia-Pacific economic policy uncertainty and the region’s trade growth

Trade growth (%)

Ec
o

n
o

m
ic

 p
o

lic
y 

u
n

ce
rt

a
in

ty
 in

d
ex

1.4

1.2

1.0

0.8

0.6

0.4

0.2

0

-0.2

-04-

-0.6

-0.4 -0.3 -02 -0.1 0 0.1 0.2 0.3 0.4 0.5

G. CONCLUSIONS AND NEAR-TERM
PROSPECTS

“In 2017, export growth was 6% in volume, while
import growth was about 8%. Trade growth is
expected to remain robust at 3% in 2018 and
2019.”

The merchandise trade performance data for 2017
and the preliminary trade statistics available for 2018
suggest the following:

• Global and regional trade growth in 2017
rebounded from its weak performance in 2016.
As global and regional demand recovered, both
the volume and value of the region’s exports and

imports increased. In 2017, exports by the
Asia-Pacific region grew by 6.1% in volume and
imports increased by 7.6% (table 1.5). Trade
value grew faster than trade volume due to
price increases. Trade improved across the
region, with higher performance in developing
Asia-Pacific countries than in the developed
Asia-Pacific countries. Exports by developing
countries in Asia and the Pacific increased by
6.6% while exports by developed countries in
the region increased 3.6%.

• Trade growth prospects for 2018 are expected
to maintain this momentum. The volume of
exports and imports by the Asia-Pacific region
are expected to grow by 3-4% this year. A soft
moderation may occur in 2019, but will be mainly
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reflected as lower prices. The rising prices of
industrial commodities and fuel, which
contributed to the strong trade growth of
commodity exporters in the earlier periods, are
expected to gradually decline.

• Although the performance of global and regional
trade continues to firm up, risks threatening the
world economy remain in place and could
undermine the process of trade recovery.
Structural factors that have contributed to weak
trade performance since the 2009 economic
crisis are persisting. While import demand in
developed economies has not fully recovered,
import demand in China – especially for
intermediate inputs – will also lessen due to the

structural rebalancing of China from export
orientation to domestic consumption. Hence,
intraregional demand alone will not be sufficient
to bring trade growth back to the pre-crisis level.

• Furthermore, there are additional risks related to
the protectionist rhetoric that has resulted from
a long period of low economic growth and the
inequitable distribution of trade benefits. While
many of the fears about trade policy
uncertainties may not be realized, the prevailing
mood still creates definite risks. At the minimum,
rising uncertainties could be a disincentive for
investment, especially in the long term. Thus, the
prospect of global and regional trade recovery
will still be fragile for a few years ahead.
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Endnotes

1 The numbers for merchandise trade performance were compiled by the ESCAP secretariat, based on data available from
the World Trade Organization and International Monetary Fund at the time of preparing this report. More recent revisions of
trade data performed by those data sources may result in different trade balance values. The aggregate numbers for Asia
and the Pacific include trade data for Taiwan Province of China, which is not a United Nations ESCAP member, but represents
4.3% of merchandise exports in the Asia-Pacific region. The use of other sources of trade data may produce different
estimates. Individual economic data for ESCAP member States are available from the ESCAP online statistical database,
www.unescap.org/stat/data.

2 This includes both intraregional trade flows and flows with the rest of the world.
3 The concentration on the import side is almost identical to the export side.
4 In 2016, trade with other developing economies in the region accounted for 63% of intraregional exports and 54% of

intraregional imports. On the other hand, trade with developed economies, mainly Japan, represented the remaining 13%
of intraregional exports and 17% of intraregional imports.

5 This is based on World Trade Outlook Indicator (WTOI). The WTOI is a leading indicator of world trade, designed to provide
information on the trajectory of merchandise trade ahead of trade volume statistics. A reading of 100 indicates trade growth
in line with medium-term trends, while readings greater or less than 100 suggest above or below trend growth. The latest
reading of 102.6 in August 2017 is the highest since May 2011.

6 The IMF projected growth figures are taken from IMF, World Economic Outlook Update, July 2017.
7 This section maps and tracks the trade measures that affect global trade by counting the absolute number of trade measures,

both restrictive and liberalizing, that have been implemented over a period of time. This helps identify trends in the usage of
restrictive measures at the global and regional levels.

8 Trade-policy measures affecting trade in goods also include trade remedy. There has been a substantial increase in the
number of initiations of trade remedy measures. Between mid-October 2015 and mid-May 2017, 514 new trade remedies
were initiated worldwide, of which 271, or 53%, of them were initiated by Asia-Pacific economies. India introduced the most
trade remedies in the region, followed by China, which introduced seven measures during the reporting period. The most
common form of trade remedies pertained to anti-dumping. Measures directed towards metal products, particularly steel
products, and chemicals, plastics and rubber accounted for a large share of this increase. The initiations substantially
outstripped terminations. There were only 232 and 113 terminated measures worldwide and within the region, respectively.

9 Based on the analysis presented in chapter 6 of this report, the impact of these tariff cuts may have only small impacts on
overall trade and sustainable development.

10 These preferential trade agreements differ in terms of depth of liberalization and integration as well as sectoral coverage.
11 Trade policy measures are not additive. The larger number of trade liberalizing measures than trade restrictive measures

does not necessarily imply that global trade is moving toward liberalization.
12 Global Trade Alert comprises a broader range of trade measures than those indicated by the WTO report. The database

codes a measure as “red” if it almost certainly discriminates against a foreign commercial interest; an “amber” if its
implementation is likely to discriminate against foreign commercial interests or if the measure has not been implemented
yet but, should that happen, it would almost certainly be discriminatory; and a “green” if the measure either improves the
transparency of the national trade policy regime, or it improves or has no effect on the relative treatment of foreign versus
domestic commercial interests (Evenett and Fritz, 2017). Using Global Trade Alert (GTA) data, which, the number of trade-
restrictive “red” measures implemented by G20 countries in the first six months of 2017 is 204, substantially fewer than the
320 registered in the same period in 2016 or the 249 implemented in the second half of 2016.

13 In order to assess the impact of individual trade measure, price and income elasticities as well as price impacts must be
observed or estimated. This is often impossible due to data constraints, making it difficult to quantify commercial impacts
of individual measures.

14 Chapter 6 in this report (annex 2) simulates effects of the global trade wars by all countries increasing their tariffs to the
WTO bound level commitments. The global GDP falls by $380 billion a year. For further results see table A.2 in chapter 6,
annex 2.
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CHAPTER

COMMERCIAL
SERVICES TRADE:

A MILD REBOUND
Commercial services trade has become essential for developed and
developing countries to increase productivity in both agricultural and
manufacturing sectors. Additionally, it is critical for building infrastructure
and enhancing access to quality health, education and other important
services. Commercial services are grouped into four major categories:
transport, travel, goods-related services,1 and other commercial services.

Both exports and imports of commercial services have increased in
importance over the past decade. While official trade figures capture only
the gross value of trade and tend to underestimate the size of trade in
commercial services,2 they now account for a significant share of total trade
in many economies in the region (figure 2.1). Exports of small island
economies often heavily depend on exports of commercial services
(e.g. travel), while some landlocked developing countries’ imports comprise
40% or 50% of services imports (e.g. transport).

2
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In section A of this chapter, regional and subregional
trends in imports and exports of commercial services
are presented. Trends in trade of commercial services
at country level are presented in section B. New
developments in commercial services sectors,
including how differential sectoral performance
can explain a fuller recovery of commercial services
in the first quarter of 2017 are analysed in
section C. An in-depth analysis of trade in the tourism
services is presented in section D. Finally, the latest
data on services trade restrictiveness is reviewed in
section E.

A. REGIONAL AND SUBREGIONAL TRENDS

After a large decrease in commercial services trade
in the Asia-Pacific region in 2015, trade in
commercial services recovered modestly in 2016.3

According to the WTO International Trade Statistics
Database, exports and imports of commercial
services in Asia and the Pacific in 2016 grew by 0.1%
and 1.3%, respectively. At the same time, global
export services grew 0.4%, while imports increased
by 1.1% (figure 2.2).

“2016 saw a mild recovery in Asia-Pacific’s trade
in commercial services, with exports increasing
by 0.1% and imports by 1.3%.”

The share of world trade in commercial services
captured by the Asia-Pacific region has grown from
24.9% in 2005 to 30.3% in 2016. Nevertheless, the
region is still a net importer of commercial services,
recording a deficit of $221 billion in 2016.

“Asia-Pacific’s share of world trade in
commercial services has grown from 24.9% to
30.3% between 2005 and 2016.”

As figure 2.3 shows, there has been little change in
the shares of commercial services imports and
exports of the subregions at the aggregate level since
2005. The East and North-East Asia subregion
continued to be the most important contributor to
imports and exports of commercial services. South-
East Asia maintained its second position capturing
almost a quarter of the Asia-Pacific exports and one
fifth of imports in 2016. South and South-West Asia’s

Imports and exports of commercial services as percentage of total exports and imports
in Asia-Pacific economies, 2016

Figure
2.1

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed October 2017).
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Growth in commercial services trade in Asia-Pacific economies and the world, 2006-2016Figure
2.2

share in exports and imports moved in the opposite
directions, but for both it kept its third position. North

and Central Asia, and Pacific together contributed
around 11% of the region’s exports and imports.

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017).

Shares of commercial services trade, by subregion, 2005, 2010 and 2016Figure
2.3
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“East and North-East Asia continues to account
for the largest shares of trade in commercial
services of the Asia-Pacific region.”

One characteristic of the commercial services trade,
shared also with merchandise trade, is the
significance of specific individual countries within
most of the Asia-Pacific subregions. For instance, in
2016, Australia and New Zealand represented 96.1%
of the total commercial services exports and imports
of the Pacific subregion. In South and South-West
Asia, India was the biggest exporter and importer,
capturing 70.7% of the subregion’s commercial
services trade in 2016, while in North and Central
Asia, the Russian Federation accounted for 74.1%
of the subregion’s amount. This phenomenon was
less visible in the two other subregions, but they both
also have dominating economies: China’s share in
North and North-East Asia was 44.9%, and the share

of Singapore in South-East Asia was 47.5%. The high
significance of individual countries means that these
individual countries drive the overall subregional
performance in commercial services trade.

B. ECONOMY LEVEL ANALYSIS

The aggregate trade data, however, did not reveal
the level of geographical concentration nor
disproportionate role of certain countries in the
region. For example, exports from China, Japan,
India and Singapore represented more than half of
the region’s total exports of commercial services
(figure 2.4). In terms of imports, a group of seven
economies (China; Japan; Singapore; India; the
Republic of Korea; Hong Kong, China; and the
Russian Federation) captured over three quarters of
the region’s imports of commercial services, with
China alone representing nearly a third.

Asia-Pacific economies’ share of the region’s total commercial services exports
and imports, 2016

(Percentage)

Figure
2.4

China
15.6

Japan
12.7

India
12.1

Singapore
11.2

Hong Kong,
China

7.4

Republic of 
Korea

6.9

Thailand
5.0

Australia
4.0

Russian 
Federation

3.7

Turkey
2.8

Others
18.5

Exports of commercial services

Japan
11.8

Singapore
10.0

India
8.6

Republic of
Korea

7.0

Hong Kong, 
China

4.8

Russian
Federation

4.7

Others
15.1

Australia
3.6

Thailand
2.7

Malaysia
2.5 China

29.1

Imports of commercial services

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017).
Note: “Others” is an aggregate of remaining Asia-Pacific economies which are not in the top-ten of biggest exporters/importers in the region.

“During 2005-2016, China’s share of the region’s
exports and imports of commercial services
increased from 13.5% to 15.6%, and 12.0% to
29.1%, respectively.”

Significant changes have occurred at the country
level between 2005 and 2016. China’s share of the
region’s commercial services exports increased from

13.5% to 15.6%. India’s grew from 9.0% to 12.1%
and Singapore’s from 8.0% to 11.2%. These
increases have crowded out the share of some of the
other exporters. Japan’s share decreased from
17.3% to 12.7% while the respective shares of the
Republic of Korea and Turkey decreased from 8.5%
to 6.9%, and from 4.8% to 2.8%. For imports, there
were even more dramatic changes. Between 2005
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and 2016, China’s share of imports of commercial
services increased from 12.0% to 29.1% of the
region’s total, crowding out several other economies.
Notably, Hong Kong, China declined from 19.7% to
4.8% of region’s total imports of commercial
services.

“Country-level services trade performance has
been highly diverse in 2016, resulting in an
overall mild recovery in the region.”

Trade performance in 2016 at the country level was
highly diverse (figure 2.5). Some countries in the
Asia-Pacific region enjoyed dynamic double-digit
growth of both exports and imports (Bangladesh,
Mongolia, Tonga and Viet Nam), while others
experienced sharp export and import declines
(Afghanistan, Azerbaijan, Fiji, Papua New Guinea, the
Russian Federation, Tajikistan and Turkey).

In China, the region’s largest exporter, exports of
commercial services declined by 4.3%. Several other
economies also experienced a marked export
contraction, including Turkey (-9.6%); Hong Kong,
China (-5.7%); the Republic of Korea (-5.0%); Macao,
China (-2.8%); the Russian Federation (-2.4%); and
Malaysia (-2.2%). However, Australia, Indonesia,
Japan, the Philippines, Thailand and Viet Nam,
improved their services export performance, as did
the small emerging economies Bangladesh, Bhutan,
Tonga, Vanuatu and Mongolia. Overall, these
economies contributed to the weak but positive
results for the region as a whole.

Similar to commercial services exports, the results
for commercial services imports were mixed. On the
positive side, China, Japan and India grew strongly
in 2016 (3.8%, 3.4% and 8.4%, respectively). Several
small economies also recorded high growths, such
as Mongolia (38.9%), Brunei Darussalam (31.4%),

Growth of services exports and imports, by Asia-Pacific economy, 2016Figure
2.5
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Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017),
Note: Data are not available for Kiribati, the Lao People’s Democratic Republic, Micronesia, Myanmar, New Caledonia and Uzbekistan.



COMMERCIAL SERVICES TRADE:  A MILD REBOUND CHAPTER 2

26  ◗  Asia-Pacific Trade and Investment Report 2017

Tuvalu (19.9%), Solomon Islands (19.4%), Tonga
(16.4%) and Maldives (13.4%). Conversely,
commercial services imports declined in some
relatively large import markets, including the Republic
of Korea (-2.0%), the Russian Federation (-16.3%)
and Turkey (-1.7%). Some smaller countries also
declined sharply, including Papua New Guinea
(-41.9%), Afghanistan (-24.5%), Tajikistan (-25.4%)
Azerbaijan (-13.0%) and Fiji (-13%). The overall
distribution of year-on-year changes was bell-
shaped, leading to a modest regional growth of
commercial services imports of 1.3% in 2016.

C. COMMERCIAL SERVICES TRADE BY
SECTORS

1. Longer term structural changes

As mentioned above, commercial services are
divided into four broad sectors: (a) transport,
(b) travel, (c) goods-related services, and (d) other
commercial services.4,5 Between 2005 and 2016, the
region’s exports of commercial services increased
by 129.6% in nominal terms (figure 2.6). The
“other commercial services” sector has been the

fastest-growing component: its share in total exports
increased by 8.6 percentage points. The share of
“travel” also grew slightly. Due to the much faster
export growth of “other commercial services” and
“travel”, the shares of “transport” and “goods-related
services” decreased. Over the same period,
commercial services imports grew by 122.3% in
nominal terms. Similarly, “travel” and “other
commercial services” were the two main drivers of
this import growth. Their share increased by 8.3 and
3.1 percentage points, respectively, while the share
of “transport” and “goods-related services” declined.

The 129.6% growth of exports of commercial
services in Asia and the Pacific between 2005 and
2016 greatly exceeded the 85.1% increase
worldwide. The region’s share of exports of
commercial services also went up from 22.3% in
2005 to 27.7% in 2016. The significant increase of
China’s demand for commercial services was a key
factor in this growth.

“Asia and the Pacific performed better than the
world average in all major sectors of commercial
services between 2005 and 2016.”

Exports and imports of Asia-Pacific commercial services, by sector, 2005 and 2016aFigure
2.6

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017).
a “Goods-related services” covers manufacturing services on physical inputs owned by others; maintenance and repair services; “Transport” includes
sea, air and other modes of transport; postal and courier services; “Travel” is not broken down into further subcategories.
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Asia and the Pacific performed better than the world
average in all major sectors of commercial services
between 2005 and 2016 (figure 2.7). Exports of
“travel” and “other commercial services” grew in Asia
and the Pacific by 141.0% and 181.7%, respectively,
whereas they grew by only 74.7% and 109.5%
globally. This export growth gap between Asia and

the Pacific and the world is less significant for the
“goods-related services” and “transport” sectors,
but they also evidenced stronger growth. The
“goods-related services” sector increased by 105.4%
in Asia and the Pacific and 78.2% worldwide, while
the region’s exports of “transport” services grew by
54.8%, compared to 46.9% worldwide.

Commercial services export-growth rate, by sector, during 2005-2016Figure
2.7

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017).
Note: A geometrical average is used. The size of the bubbles represents the share of the respective service sector in Asia-Pacific total exports of commercial
services in 2016. The equal growth rate between exports by the world and the Asia-Pacific region is represented by the diagonal, so the figure shows that
export growth of the Asia-Pacific region was higher than that of the world.
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2. Recent performance by sectors

Table 2.1 provides details on each broad services
sector as well as individual services under “other
commercial services” performance in 2016. Exports
of “goods-related services” demonstrated stability in
2016, increasing at a rate of 1.8%. As monitoring of
this category of services was introduced relatively
recently (2010), some economies still have no
capacity for reporting the data so the region’s and
global totals underestimate the volume of trade.

According to the World Trade Organization (WTO)
(WTO, 2017), 2016 was a challenging year for
transport sector globally. Asia-Pacific exports of
“transport” services, based on a significant
contraction for Republic of Korea, China and Japan,
continued to decrease (-6.8%), faster than export
globally (-4%). However, quarterly data suggests this
contraction might be reversing.

Exports of “travel” services rose slightly by 2.4% in
2016, driven by increases in Japan (23.2%), Thailand
(11.2%) and Australia (12.2%), but were offset by
significant decreases in Hong Kong, China (-9.4%)
and Turkey (-29.6%).  As discussed in more detail in
section D, Asia recorded the highest international
tourist arrivals in 2016 and that contributed to overall
“travel” export. WTO (2017) attributes increased
travel within the region to enhanced air connectivity
and cheaper airfares.

The exports of “other commercial services”, the
largest category, can be further disaggregated into
seven subcategories: “telecommunications,
computer and information services”, “financial
services”, “charges for intellectual property rights”,
“construction”, “insurance and pension services”,
“personal, cultural, and recreational services”, and
“other business services”. From 2005 to 2016, the
exports of these seven subcategories grew from
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Export value
Growth in Share in Asia-Pacific

($ billion)
Asia-Pacific Asia-Pacific shares in
exports (%) exports (%) world exports (%)

2005 2016 2015 2016 2005 2016 2005 2016

Goods-related services 19 43 0.0% 1.8% 3.5% 3.3% 22.1% 25.7%

Transport 141 249 -2.8% -6.8% 25.9% 19.5% 24.3% 29.3%

Travel 150 374 13.5% 2.4% 27.6% 29.3% 21.8% 31.0%

Other commercial services 234 611 -4.5% 1.7% 43.0% 47.9% 18.9% 15.0%
(total)

• Telecommunications, 32 120 2.0% 3.7% 5.9% 9.4% 16.1% 24.3%
computer and information
services

• Financial services 23 70 0.6% -1.1% 4.2% 5.5% 10.5% 16.7%

• Charges for the use of 22 56 -0.8% 5.9% 4.0% 4.4% 13.5% 18.0%
intellectual property n.i.e.

• Construction 23 45 -15.6% -11.5% 4.2% 3.5% 48.8% 50.9%

• Insurance and pension 6 20 -3.5% -2.8% 1.1% 1.5% 9.8% 16.2%
services

• Personal, cultural, and 5 9 -5.5% 3.1% 0.9% 0.7% 19.7% 19.5%
recreational services

• Other business services 123 291 -12.4% 3.4% 22.6% 22.8% 23.4% 11.3%

Source: ESCAP calculations based on the WTO International Trade Statistics Database (accessed July 2017).

Commercial services export in Asia and the Pacific breakdown, 2005-2016Table
2.1

$234 billion to $611 billion in Asia and the Pacific,
and saw a growth in 2016 of 1.7%.

Among the seven “other commercial services”
subcategories, the Asia-Pacific region held the
biggest share of world exports in “construction”:
50.9% in 2016. “Other business services”
represented the greatest export value at $291 billion,
with its year-on-year growth of 3.4% largely driving
the result of the “other commercial services”
category. However, it should be noted that several
Asia-Pacific countries did not record “other business
services” subcategories properly.6

The subcategory of “telecommunication, computer
and information” services has continued to increase.
Since 2015, exports in this subsector have increased
by 3.7% to $120 billion. India dominated the
subsector in the region, representing 46.2% of
regional exports of computer services, while China
accounted for 21.2% of the share. Other major
contributors to the regional growth were: the

Philippines (year-on-year increase of 58.6%), Japan
(16.5%), Australia (10.5%), Pakistan (10.9%) and
Thailand (10.6%).

“India constituted 46.2% of the regional exports
of computer services in 2016.”

Among exports of “financial services” and exports of
“insurance and pension services”, small declines in
2016 were outweighed by the growth in other
subcategories. Exports of “insurance and pension
services” decreased by 2.8% in 2016, but this
suggests a recovery in the region when compared
with a more significant contraction of 3.5% in 2015.
Singapore, the largest exporter of “insurance and
pension services” in the Asia-Pacific region,
experienced a growth of 4.8%. India, Japan and
Hong Kong, China also grew by 8.1%, 7.8% and
6.4%, respectively. In China, internal demand for
“insurance and pension services” was crowding
out exports, which fell by 18.5%, as evident by
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a significant increase in the imports of the subsector,
which increased by 46.3% in 2016.

The sharp decline of the “construction” subcategory,
although significant, was less severe than in 2015.
The three largest “construction” exporters were China
(contributing to 28.4% of region’s total exports), the
Republic of Korea (24.5%), and Japan (21%). All
experienced a decline of construction exports in
2016, 23.9%, 10.5%, and 12.5%, respectively.
Despite the negative trend in the Asia-Pacific region,
exports of constructions increased by 40.1% in India.

“Asia-Pacific’s exports of construction services
were 50.9% of global exports in 2016.”

Both of the final two subsectors experienced strong
growth, reversing the negative trends of 2015.
“Charges for the use of intellectual property” grew
5.9% in 2016. Meanwhile, exports of “personal,
cultural, and recreational services” increased by
3.4%. This last subsector, in particular, is gaining
importance as it is partly responsible for some of
the decline in some sectors of merchandise trade

(box 2.1). Turkey, India, and the Republic of Korea
are the three largest exporters in the region. Although
exports from Turkey decreased by 15.3%, exports
increased by double-digit rates in India, Japan, the
Republic of Korea and the Russian Federation.

While disaggregated regional figures demonstrated
a high level of dispersions between countries’ trade
performance, a sectoral breakdown can more clearly
identify the sources of the recent recovery. As the
“transport” sector contributes about 20% to the total
commercial services exports in the region, its
significant improvement towards the end of 2016
has been one of the main drivers of the recovery
(figure 2.8). The commercial services export figures
for the first quarter of 2017 continued to show signs
of a full recovery in the Asia-Pacific region, with
exports increasing a healthy 3.2% year-on-year,
exceeding the world average of 2%.

“Quarterly data shows a continued recovery of
trade in commercial services, with exports
increasing 3.2% year-on-year in the region,
exceeding the world average of 2%.”

Source: WTO Short-term Trade Statistics database (accessed August 2017). Available from https://www.wto.org/english/res_e/statis_e/
short_term_stats_e.htm 2017.
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Personal, cultural and recreational e-servicesBox
2.1

While trade in services has grown considerably during the last few decades, one category of services in
particular has benefited from the digital revolution and evolved dramatically: trade in personal, cultural and
recreational services. The digital revolution is a consequence of the rapid expansion of Internet access and
significant progresses in computer, software and telecommunication technologies. In Asia and the Pacific, the
percentage of individuals using the Internet has skyrocketed: in China it grew from 1.8% in 2000 to 53.2% in
2016, in Japan from 30.0% to 92.0%, in the Republic of Korea from 44.7% to 92.7% and in Singapore from
36.0% to 81.0%. Furthermore, developing countries are leapfrogging from traditional fixed Internet connections
into mobile Internet, which has also seen exponential growth rates in recent years.

Despite worldwide recognition of its importance, there are no official statistics on e-commerce and thus, no
detailed data on personal, cultural and recreational e-services. Even though they are underestimated, proxies
can be used to gauge the overall trend. For example, a selection of goods that were previously traded as
physical goods, but which are now traded as digital services is a suitable proxy (see ESCAP (2016) for
a thorough discussion on the methodology). A list of goods that can be digitized, essentially software and
media products, would include books and printed materials (newspaper, postcards, catalogues, maps, etc.),
sound media (CDs, cassettes, etc.), video games, films and software. While these goods saw their merchandise
trade values decline starting from about 2008, the decline was likely offset by the growth of trade in their
digital counterparts.

“The digital revolution is displacing trade in merchandise goods with trade in services.”

In 2016, total trade of merchandise goods that can be digitizeda in the Asia-Pacific region reached $45 billion,
264% higher than in 1996 but 25.2% lower than the peak of 2008. One of the major causes for this variation
was the sound media subcategory: it grew by 555% between 1996 and 2008, before declining by 28.7%
between 2008 and 2016 (see figure). While at first the digital revolution had supported the trade of merchandise
sound media (via CD Players, Walkman, etc.), it then strongly affected it negatively as digital media stores
developed. According to the Global Music Report 2017, global digital music industry revenues have overtaken
the revenues of the physical music industry since 2014 (International Federation of the Phonographic Industry,
2017). Focusing on 11 Asian countries, a study by McKinsey and Company (2016) revealed that the digital
music market in these countries increased by 8.8% annually between 2011 and 2015 (compared with only
0.4% worldwide). The situation is quite similar for films, which grew by 198.4% until 2008 before falling by
25.0%. The emergence of new digital competitors such as Netflix – which saw a twelve-fold increase in
membership and a six-fold increase in revenue between 2007 and 2016 – has been the main factor.

Printed media, software and games followed a similar pattern. The digital revolution has strongly impacted
newspapers, postcards, calendars, commercial catalogues, maps and atlases. Initially, the digital revolution
allowed book trade to grow via e-commerce (such as through Amazon.com) before starting to compete more
directly through the development of tablets and e-readers. For instance, a PricewaterhouseCoopers study
revealed that 15% of the books sold in Japan in 2014 were e-books (PricewaterhouseCoopers, 2015).
Merchandise trade of software on physical storage (such as CDs and DVDs) developed rapidly between 1996
and 2006, before nearly disappearing afterwards, becoming almost totally digitized. Finally, video game exports
and imports, which attained a peak in 2008 (up by 689% from 1996) remained relatively stable, but never
again reached the level of 2008 due to online games, mobile applications and digital distribution platforms.

All of these changes must be seen in the context of “telecommunications, computer and information services”,
so they are another good proxy for estimating the development of trade in electronic services. Since peaking
in 2008, the trade in these services grew by 86.2%. Moreover, the exponential revenue growth of the leaders
in the fields of e-commerce, digital music, video streaming, e-books and mobile applications suggests that
declining merchandise trade values of goods that can be digitized have been more than offset by the parallel
trade in services.
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(continued)Box
2.1

D. INTERNATIONAL TOURISM IN ASIA AND
THE PACIFIC

Using country data from the United Nations World
Tourism Organization (UNWTO) to estimate the
number of tourist arrivals reveals that Asia-Pacific
economies captured 29.8% of global tourist arrivals
in 2016.7 There were some 367.8 million arrivals
to the region as a whole, 3.3% higher than in
2015 (356.2 million) and 38.9% higher than in 2010
(264.8 million).The largest share of those arrivals in
2016 was gained by East and North-East Asia
(42.9%), followed by South-East Asia (30.7%), South
and South-West Asia (14.7%), North and Central Asia
(8.4%) and the Pacific (4.3%).

Since 2014, Asia and the Pacific region is a net
importer of tourism services. In 2015, receipts
and expenditures reached $391.4 billion and
$538.4 billion respectively (figure 2.9). This tourism-
trade deficit is largely related to China’s deficit
($247.2 million): while Chinese expenditures abroad
have kept increasing since 2005 (increasing by
432.4% between 2010 and 2015), receipts have

remained relatively stable since the financial crisis of
2007-2008. The Russian Federation has the second
highest deficit in the region ($26.5 million). However,
it has been decreasing since 2013 because of the
reduction of Russian tourists’ expenditures abroad
(a decline of 30.7% in 2015).

“The number of international tourists visiting Asia
and the Pacific grew by 3.3% in 2016, mostly
driven by visitors to East and North-East Asia and
South-East Asia.”

In South-East Asia, the tourism trade balance is
largely in surplus, but it is very dependent on tourism
in Thailand (81.2% of the surplus of the subregion
was driven by tourism in Thailand in 2015). According
to the UNWTO forecast, Thailand will become the
world’s third largest receptor of tourism spending in
2016 (surpassing France, the United Kingdom and
China). In South and South-West Asia subregion,
although Turkey’s receipts are declining, the trade
balance is also positive. Finally, the Pacific subregion
has a strong and growing tourism-trade surplus.

a Goods that can be digitized are books and printer materials (HS 1996 code: 49), sound media (HS 1996 codes: 852410, 852432, 852439,
852451, 852452, 852453, 852460, 852499), video games (HS 1996 code: 950410), films (HS 1996 code: 3705, 3706) and software (HS 1996
code: 852431, 852440, 852491).

Figure. Total trade of goods that can be digitized, Asia and the Pacific, 1996-2016
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Overall, the number of international tourists visiting
Asia and the Pacific grew by 3.3% in 2016, mostly
driven by visitors to East and North-East Asia (an
increase of 8.6%) and South-East Asia (8.4%) (figure
2.10). In East and North-East Asia, the major factor
for growth was the increased number of visitors to
the Republic of Korea (30.3%) and Japan (21.8%).
In South-East Asia, 7 out of 11 countries showed
a growth higher than 5%: Viet Nam (24.6%),
Indonesia (15.5%), the Philippines (11.3%), Thailand

(8.9%), Singapore (7.7%), Timor-Leste (6.6%) and
Cambodia (5.0%). The Lao People’s Democratic
Republic experienced a significant decline in arrivals
(-9.8%) which has been attributed by officials from
the Lao People’s Democratic Republic to three factors:
first, incentives by the Thai Government for Thai
nationals (who are the largest tourist arrivals) to take
domestic holidays; second, more stringent measures
to regulate illegal workers entering on tourist visas;
and finally, rising prices (Laotian Times, 2017).

International tourist receipts and expenditures in Asia and the Pacific,
by subregion, 2005-2016

Figure
2.9

Source: ESCAP’s estimation based on country data from UNWTO database (accessed July 2017).
Note: Data on international tourist expenditures in 2016 have not been reported at the time of report preparation. Data are not available for American
Samoa, Guam, Democratic People’s Republic of Korea, Nauru, Niue, Northern Mariana Islands, Tajikistan and Turkmenistan.
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Most countries in the region (especially the Republic
of Korea, Japan and Thailand) have benefited from
the Chinese tourism boom of the last decade. In fact,
according to UNWTO, the number of Chinese
outbound travellers rose by 6% to 135 million in
2016. Chinese travellers targeted destinations
within Asia and accounted for 15% of international
tourist arrivals in Australia, more than 25% in
Thailand and Japan, close to 50% in the Republic
of Korea and 67% in Macao, China and Hong Kong,
China. In 2016, China held a 21.8% share of world
expenditures for overseas travel, and remained the
second largest travel spender behind the European
Union (UNWTO, 2016). However, it is expected that
the number of Chinese tourists visiting the Republic
of Korea will drop in 2017 in response to the
country’s decision to deploy the United States’
Terminal High Altitude Area Defense (THAAD) missile
system. The Government of China asked tour groups
to cancel trips to the Republic of Korea (Financial
Times, 2017).

Among the ten most popular tourist destinations in
Asia and the Pacific in 2016, five were located in East
and North-East Asia (table 2.2). China was the most

popular tourist destination in Asia and the Pacific,
accounting for 16.1% of international tourist arrivals
in the region. After decreasing for eight consecutive
years following the post global financial crisis, China’s
share of major tourist destinations in the region
increased slightly in 2016.

“China was the most popular tourist destination
in Asia and the Pacific in 2016.”

In 2016, the share of tourist arrivals increased
strongly in Thailand, Japan and the Republic of
Korea. At the same time, the share for Turkey and
the Russian Federation decreased sharply. Political
instability, a rise in terrorist attacks and sanctions
from the Russian Federation have been major
contributing factors to the decline in tourism in
Turkey, a major blow to a sector which contributed
to 3.7% to the GDP and generated 2.3% of total
employment (IMF, 2017). The decline of arrivals to the
Russian Federation is harder to explain, as the
decreased value of rouble was expected to make it
a relatively more attractive destination for travellers.
One reason, however, is the significant drop in the

Growth of tourist arrivals, by Asia-Pacific subregion and economy, 2016Figure
2.10

Source: ESCAP’s estimation based on country data from UNWTO database (accessed July 2017).
Note: Data are not available for Islamic Republic of Iran, Democratic People’s Republic of Korea, Kyrgyzstan, Marshall Islands, Federated States of
Micronesia, Nauru, Niue, Pakistan, Turkmenistan, Uzbekistan and Tuvalu.
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number of Ukrainian tourists due to political tensions
between the countries (Pravda, 2016). Russian
outbound tourism, however, experienced a sharp
decline due to the exchange rate depreciation,
decreasing by almost half compared to the previous
three years (IPSOS, 2017). Other destinations are also
gaining more weight. For instance, India is now the
tenth most popular tourist destination. Its number of
tourist arrivals grew by 155% since 2010. Elsewhere,
the share of other destinations is continuing to grow.

In other subregions, where tourist arrivals are
concentrated in the hub economies, situations vary.
In South and South-West Asia, arrivals recorded
a 14.3% decline. The considerable drop in Turkey
(-28.5%) – which was receiving 62.7% of international
tourists in 2015 in the subregion – has had
a significant impact on the subregion as a whole. On
the bright side, Nepal experienced a significant
increase in arrivals in 2016 over 2015, when there
was a dramatic drop in visitors due to twin
earthquakes as well as an unofficial blockade along
the Nepal-India border. India is Nepal’s largest source
of tourists, so this action severely dampened the
number of visitors (Samiti, 2017).

The situation is similar in North and Central Asia: as
a result of the decrease of international arrivals in
Russian Federation (a decrease of 7.5%) – which
captured 79.4% of the arrivals in 2016 – international
arrivals declined by 5.4% in the subregion.

Conversely, the number of international tourists
visiting the Pacific grew by 9.7%, driven by the two
most popular destinations in the subregion: Australia
(11.0%) and New Zealand (11.8%).

In the case of the Pacific subregion, Kiribati, Cooks
Islands, Marshall Islands and Tonga also experienced
increases in arrivals in excess of 10%, whereas Palau
and Papua New Guinea saw significant declines.
While disaggregated data is not available, exports
of commercial services represent a substantial
portion of total exports of small island developing
States (figure 2.1), hence the health of tourism is of
importance for the countries’ overall socio-economic
development.

In conclusion, the travel arrival and receipts were
positive for most countries in the region, culminating
in a 2.4% increase in exports earnings and a 3.3%
increase in arrivals in 2016. The main reasons behind
odd declines were largely political in origin.

E. RESTRICTIONS ON TRADE IN
COMMERCIAL SERVICES

Although the commercial services trade importance
is clear, trade in services continues to be hindered
by restrictions. In addition, services trade
restrictiveness can detrimentally impact not just
exports and imports of services, it can also negatively

2010 2014 2015 2016

China 21.0 16.3 16.0 16.1

Thailand 6.0 7.3 8.4 8.9

Turkey 11.8 11.7 11.1 7.7

Malaysia 9.3 8.1 7.2 7.3

Hong Kong, China 7.6 8.2 7.5 7.2

Russian Federation 8.4 7.5 7.5 6.7

Japan 3.3 3.9 5.5 6.5

Republic of Korea 3.3 4.2 3.7 4.7

Macao, China 4.5 4.3 4.0 4.3

India 2.2 3.9 3.7 4.0

Others 22.6 24.7 25.3 26.7

Source: ESCAP’s estimation based on country data from UNWTO database (accessed July 2017).

Major tourist destinations in the Asia-Pacific region, 2010-2016

(Percentage of total arrivals by destination)

Table
2.2
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impact trade in downstream manufactured goods
(Nordås and Rouzet, 2015).8

When compared to trade in goods, one distinguishing
feature of the trade in services is that it is
predominantly affected by “behind-the-border”
measures, not necessarily related to trade policies.
Capturing this fact, the Services Trade Restrictiveness
Index (STRI) of the Organisation for Economic
Co-operation and Development (OECD) evaluates
five categories that hinder trade namely: (1) barriers
to competition and public ownership, (2) regulatory
transparency and administrative requirements,
(3) restrictions on foreign ownership and other market
entry conditions, (4) restrictions on the movement of
people, and (5) other discriminatory measures and
international standards.

Figure 2.11 demonstrates the variation of average
STRI scores among sectors in nine Asia-Pacific
economies in 2014 and 2016, along with the
maximum and the minimum STRI scores in 2016. In
2016, the STRI scores ranged from 0.22 (computer)
to 0.43 (courier). Since 2014, the average scores
have, on average, stayed relatively unchanged. Most
sectors remained relatively stable (varying between
-0.5% and +0.3%) and two sectors have seen their

restrictiveness falling by more than 1% between 2014
and 2016: audio-visual services (-3.4%) and telecom
(-1.2%). This is a welcome development, since
telecommunications services, in particular, are tied to
e-commerce and digital trade – see box 2.1 above.

The analysis of services trade restrictiveness by
country reveals significant differences between the
nine Asia-Pacific economies, clearly showing a wide
divide between developed and developing
economies (figure 2.11). The sum of STRI sectorial
scores in 2016 allows the identification of three types
of countries: those with a cumulative score higher
than 3.5 (India, Indonesia, China, the Russian
Federation), those between 2 and 3 (Turkey, the
Republic of Korea) and those lower than 2 (Australia,
New Zealand, Japan).

Whereas it seems that only minor sectorial changes
have occurred during the past two years (figure 2.11),
several significant changes have occurred at the
country level (figure 2.12). Between 2014 and 2016,
the cumulative STRI decreased sharply in Japan
(-7.0%), the Republic of Korea (-6.3%) and Indonesia
(-6.1%). In these three countries, most of the sectors
became less restrictive, audio-visual services having
an important effect on Indonesian openness

Services Trade Restrictiveness Index score of selected sectors, 2014 and 2016Figure
2.11

1.0

0.2

0.9

0.8

0.7

0.6

0.5

0.4

0.3

0.1

0

Courier Transport Professional Telecom Financial Logistics Audiovisual Distribution Construction Computer

2014 Average 2016 Average 2016 Max value 2014 Min value

Source: ESCAP calculations based on OECD, Services Trade Restrictiveness Index dataset (accessed July 2017).
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(-32.6%). The STRI also declined in China (-2.8%)
and India (-2.5%). The decline in services trade
restrictiveness concerned almost every sector in
India, whereas in China, the distribution sector
(-22.4%) was the main driver of the decrease.
Conversely, two countries increased their
restrictiveness during the past two years: Turkey
(9.5%) and the Russian Federation (4.7%). In Turkey,
the increase occurred in 2016 and affected the ten
sectors studied, especially distribution (an increase
of 19.4% between 2014 and 2016) and computer
services (19.0%). In the Russian Federation, nine out
of ten sectors became more restrictive, notably
audio-visual (20.9%) and distribution (14.7%).
However, the country also opened up the telecom
services sector during this period. The STRI remained
virtually unchanged in Australia and New Zealand
between 2014 and 2016.

As trade in services continues to increase in
importance, liberalization of service sectors should
take a high priority in countries’ trade policy. Greater
liberalization could facilitate cheaper import
of services and would help to increase the
competitiveness of domestic service providers.
Furthermore, as relative importance of tariffs in
bilateral, plurilateral and multilateral trade
negotiations gives way to non-tariff measures, so do
behind-the-border policies of services sector. Finally,
trade restrictiveness in services has the potential to
negatively impact export-oriented businesses, and
careful cost-benefit analysis should be carried out
before implementation of any such policies – see
box 2.2. Recognizing the increasing importance of
the services sector, the region should continuously
monitor its service trade policies and the level of
restrictiveness that it entails.

Source: ESCAP calculations based on Organization for Economic Cooperation and Development, Services Trade Restrictiveness Index dataset (accessed
July 2017).

Cumulative Services Trade Restrictiveness Index score of selected
Asia-Pacific countries, 2014 and 2016

Figure
2.12
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Services as an input for manufacturing global value chains
in Asia and the Pacific

Box
2.2

The success of countries participating in global value chains (GVCs) shows that imports can be important for
export competitiveness. When firms in a country can outsource and offshore to reduce cost and get better
quality inputs, their productivity expands and the firms become more competitive in the world market. The
implications are significant. Import barriers can deny firms access to inputs they need to compete internationally.
Thus, a consequence of protectionist policies aiming to protect domestic jobs in one industry can destroy
export competitiveness and cause job losses in other industries through the input-output relationships with
the protected industry.

Like goods, services can be inputs for the value creation of goods and other services industries. Services
feature in almost every activity in GVCs. The four major stages of value addition, including development,
processing, distribution and sales, require different services with different value-added level. For example, the
research and development (R&D) services, design services and engineering services are intermediate inputs
for the product development stage of a carmaker company. Logistics, transport and storage services are inputs
for facilitating the just-in-time production process. Sale and after sale services such as wholesale and retail,
marketing services, repairs and maintenance add intermediate inputs added value to a final product after
production process. Telecommunication services, IT services and other business services are inputs to the
operation of global businesses.

Are services inputs really a significant part of the production of industrial exports? Measuring trade in value
reveals that services contributed nearly one-third of the value of industrial exports from Asia and the Pacific
(Anukoonwattaka, Scagliusi and Mikic, 2015). A significant share of services content in industrial exports implies
that the import costs raised by service-trade restrictiveness to protect jobs in domestic services may have
substantial adverse impacts on the export competitiveness of manufacturing industries in the Asia-Pacific region.

Additionally, services contribute more substantially to the production of high-tech industries, such as chemical
products, motor vehicles, computers and electronics. In the case of Asia and the Pacific, services contribute
more to the exports of computers and electronics than others. About 36.6% of the export value of the industry
come from services inputs. The importance of low cost and high-quality services inputs is then critical for the
competitiveness in these industries in which GVCs are predominantly present.

Knowledge of what are the major services inputs to an industry enables governments to anticipate the negative
impacts of services-trade restrictiveness on the country’s competitiveness in GVCs. Trade and distribution
services held a largest share in the value-added inputs of industrial exports from Asia and the Pacific. Wholesale
and retail trade contributed 12.4% of the total inputs used in industrial exports (figure). Finance and insurance,
R&D and other business services, and transport and storage services altogether account for 12.9% of the
region’s industrial exports. Transport and storage services, which is an important facilitator of GVCs, are the
most import-intensive services inputs of Asia-Pacific industrial exports.

Transport and storage services, which is an important facilitator of GVCs, are the most import-intensive services
inputs of Asia-Pacific industrial exports. In industrial exports from Asia-Pacific region, imports account 19%
of the inputs provided by transport and storage services. The import intensity of construction, R&D and other
business services follow with the import ratio of 17% and 15% respectively.

Industries integrated in GVCs are potentially most affected by barriers to services trade. Trade restrictiveness
often means that the protected sector itself becomes less productive and less competitive. In the world that
services and non-service sectors in different countries are increasingly interconnected, services trade
restrictiveness may have consequences for downstream manufacturing firms, where services are crucial to
international competitive performance.
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(continued)Box
2.2

Figure. Service inputs to industrial exports, 2011

Source: ESCAP’s calculation based on available data from OECD-WTO TiVA Database (accessed July 2017).
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F. CONCLUSION

This chapter explored subregional and sectorial
trends in trade in commercial services, including
a detailed overview of the tourism sector. Since 2005,
growth in all the sectors of trade in commercial
services in the Asia-Pacific region outperformed
global averages. Furthermore, trade in commercial
services in the region has significantly increased in
importance relative to merchandise trade since 2005.
Consequently, trade in services regaining momentum
in late 2016 and early 2017 is a welcome sign for the
region.

Overall, the performance of trade in commercial
services was mixed among the countries in the
region in 2016, resulting in only a modest recovery.
A small number of individual economies, notably
China, Japan, Singapore, India and the Republic
of Korea continued to account for two thirds of

commercial services trade. As such, these countries
largely drive regional as well as subregional
performance. At the same time, services as a share
of total exports were relatively more important for
small island developing States in the Pacific,
comprising more than half of total exports in most
countries, underlying the sector’s importance for
sustainable development in these countries.

The “other commercial services” sector was driving
the growth in trade in services in the region,
accounting for more than 46% of exports in
commercial services in 2016, and experiencing
a modest growth of 1.7% in 2016. Transport sector,
which contracted by 6.8% in 2016, registered more
than 3% growth in the first quarter of 2017, promising
a strong recovery in 2017. Tourist arrivals were up
3.3% in 2016 in the region, with most countries seeing
arrivals and receipts increasing. The main reasons
behind odd declines were largely political in origin.
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The impact of digital trade relative to merchandise
trade was examined as a case study. Proliferation of
Internet access means that some goods that were
previously traded as merchandise goods, such as
books and music, are now increasing traded as
services, highlighting the need for better statistics to
analyse international trade patterns.

Finally, trade policies affecting commercial services
were discussed using OECD’s Services Trade

Restrictiveness Index. The index showed a gradual
fall in barriers to trade in services over the last three
years in the region for most countries covered.
Liberalization of service sectors could help in
increasing the competitiveness of domestic service
providers as well as export oriented manufacturers
due to the interconnectedness of value chains.
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Endnotes

1 Goods-related services comprise manufacturing services on physical inputs owned by others and maintenance and repair
services, not elsewhere specified. See also endnotes 2 and 4.

2 One reason is that many services are embedded in goods, see Lanz and Maurer (2015) for details.
3 Countries with no reported data on trade in commercial services are American Samoa, Cook Islands, DPR Korea, French

Polynesia, Guam, Marshall Islands, Northern Mariana Islands, Niue, Palau and Turkmenistan. Data for Uzbekistan is not
available except at the aggregate level.

4 Goods-related services include manufacturing services using physical inputs owned by others, and maintenance and repair
services that are not included elsewhere. According to WTO, a number of economies are currently in the process of
implementing international recommendations in the compilation of goods-related services, and statistics shown under this
category are preliminary estimates. They should, therefore, be considered with caution.

5 Other commercial services comprise the following subcategories: construction; insurance and pension services; financial
services, charges for the use of intellectual property, n.i.e.; telecommunications; computer and information services; personal,
cultural and recreational services; and other business services.

6 Data are not available for Bhutan, Brunei Darussalam, Islamic Republic of Iran, Kiribati, Maldives, Federated States of
Micronesia, Myanmar, Tonga and Tuvalu for every sector. Data are not available for Nepal and Samoa for financial services
subsector; for Armenia, the Lao People’s Democratic Republic, Nepal, Papua New Guinea, Sri Lanka, Tajikistan, Turkey, Viet
Nam and Macao, China for charges for the use of intellectual property, n.i.e. subsector; for Nepal, Viet Nam and Macao,
China for construction subsector; for Fiji and Tajikistan for insurance and pension services subsector; for the Lao People’s
Democratic Republic, Nepal, Sri Lanka, Viet Nam and Macao, China for personal, cultural and recreational services subsector;
for the Lao People’s Democratic Republic and Viet Nam for other business services subsector.

7 Countries with no data reports of international tourist arrivals are: Afghanistan, Bangladesh, Islamic Republic of Iran,
Kazakhstan, Kirgizstan, Democratic People’s Republic of Korea, Marshall Islands, Federated States of Micronesia, Niue,
Pakistan, Turkmenistan, Tuvalu and Uzbekistan.

8 While quantifying trade in services is a difficult task, measuring its restrictiveness is even more challenging (Deardorff and
Stern, 2008). For now, internationally comparable and annually updated data on policies that impact trade in services is
virtually non-existent. In 2012, the World Bank released a Services Trade Restrictions Database of 103 countries, but, this
data has not been updated since. Since 2014, OECD has started an initiative to annually update a service trade restrictiveness
index (STRI) for a range of sectors on selected countries (including OECD and a few non-OECD members). The database
has now been updated until 2016 for ten sectors – audio-visual services, computer services, construction, courier, distribution,
financial services, logistics services, professional services, telecommunications and transport – and 44 countries, including
9 Asia-Pacific economies: Australia, China, the Republic of Korea, India, Indonesia, Japan, New Zealand, the Russian
Federation and Turkey. The Services Trade Restrictiveness Index is updated for 22 sectors. In this chapter, professional services
refer to the simple average of legal, accounting, engineering and architecture; audio-visual services refer to the simple average
of broadcasting, motion pictures and sound recording; transport services refer to the simple average of air, maritime, road
freight and rail freight; financial services refer to commercial banking and insurance; and logistics services refer to cargo-
handling storage and warehouse, freight forwarding and custom brokerage.
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FOREIGN DIRECT
INVESTMENT:

LIBERALIZATION
CONTINUES1

CHAPTER

Although the Asia-Pacific region remains a major investment destination,
foreign direct investment (FDI) inflows in the region declined slightly in 2016.
This decline may be attributed to timid growth, low commodity prices, and
structural reforms towards higher value-added industries in leading
economies in the region. On the contrary, FDI outflows from the region
increased significantly, further establishing the region as a major outward
investor. Overall, the different subregions and economies in the Asia-Pacific
region performed heterogeneously.

Unlike overall FDI flows, greenfield FDI inflows increased significantly,
showing investors’ continued and future oriented interest and confidence
in the region. It also shows that service industries continue to attract steady
and increasing levels of greenfield FDI inflows. FDI inflows to the region
are expected to increase as a result of on-going regional integration efforts
as well as both national polices and international agreements pushing for
further investment liberalization.

3
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A. OVERVIEW OF GLOBAL AND REGIONAL
TRENDS IN FOREIGN DIRECT
INVESTMENT

1. Global trends

After having increased since 2013, FDI inflows fell in
2016 by 2% to $1.7 trillion. FDI inflows to developed
economies increased further after significant growth
in the previous year – by 5% to $1 trillion in 2016.
Increased FDI inflows to developed economies
were equity investment flows, mainly cross-border
mergers and acquisitions (M&As). Conversely,
developing countries suffered from slowed FDI
inflows in 2016 – a decline of 10% to $714 billion.
This is likely the result of low commodity prices and
weakened growth (UNCTAD, 2017).

Global FDI outflows decreased by 9% to $1.5 trillion
in 2016. FDI outflows from developed economies
declined by 11% to $1.0 trillion, while FDI outflows
from developing economies fell by 3% to $409 billion
in 2016. These trends were mainly the result of the
unstable global economic climate, including timid
growth, low commodity prices and stiffened trade
dynamics.

2. Regional trends

FDI inflows to the Asia-Pacific region contracted
by 3% to $541 billion in 2016. This decline at the
regional level was slightly larger than the decline at
the global level. Thus, Asia and the Pacific’s share
of global FDI inflows declined from 32% in 2015 to
31% in 2016 (figure 3.1). Still, developing economies
from the Asia-Pacific region accounted for
a significant share of the world’s FDI inflows and for
74% of total FDI inflows to developing countries
worldwide.

By contrast, the Asia-Pacific region increased its FDI
outflows to the world by 10% to $495 billion in 2016,
mainly because of strengthened outflows from China
and Hong Kong, China. As global FDI outflows fell,
the region’s share of global FDI outflows increased
to 34% in 2016 (figure 3.2).

“Many economies in the Asia-Pacific region have
experienced decreased FDI inflows due to timid
growth and low commodity prices. On the
contrary, FDI outflows increased, establishing the
region as a main outward investor.”

Source: ESCAP calculations based on UNCTAD (2017).

Figure
3.1

FDI inflows to the Asia-Pacific region and their share in the global FDI inflows,
2011-2016
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Unlike overall FDI inflows, greenfield FDI inflows to
the Asia-Pacific region increased by 11.7% in 2016.
This was significantly higher than global greenfield
FDI inflows, which increased by only 4.6%. The Asia-
Pacific region accounted for 43% of global greenfield
FDI inflows in 2016, receiving almost $395 billion.
Greenfield FDI outflows also increased significantly
by 20.3% in 2016, reaching $315 billion (figure 3.3).
Increased greenfield FDI inflows are positive signs for
the region, as they are barometers of the FDI
contribution to local economic development. It is
recognized that greenfield FDI contributes to job

generation, skills development, and capital and
technology transfer. Greenfield FDI is more likely
to be a long-term investment when compared to
M&As, portfolio investment and other channels
of investment (Investment Consulting Associates,
2016).

“Greenfield FDI inflows to the Asia-Pacific region
as a whole have increased significantly, showing
investors’ continued interest and confidence in
the region.”

Source: ESCAP calculations based on UNCTAD (2017).

Figure
3.2

FDI outflows from the Asia-Pacific region and their share in global FDI outflows,
2011-2016

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).

Figure
3.3

Greenfield FDI flows in the Asia-Pacific region, 2011-2016
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3. Intraregional FDI flows

Economies from Asia and the Pacific have steadily
increased their greenfield FDI flows within the
region during the last decade. While the average
annual growth rate of global greenfield FDI inflows
to Asia and the Pacific from 2003 to 2016 was 1.4%,
the average annual growth rate of intraregional
greenfield FDI inflows during the same period
was 4%. However, intraregional greenfield FDI

inflows stagnated in 2016 with only a very slight
increase of 0.3%. After increasing for half a decade,
the share of intraregional greenfield inflows in
total greenfield inflows to the Asia-Pacific region
has decreased to 48% in 2016 – the first decline
in this trend since 2010 (figure 3.4). This could
be due to economic restructuring leading to
temporary disruptions in regional value chains,
which will be discussed in greater detail in later
sections.

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).

Notes: “Intraregional” in the context of the above figure implies flows in a country or a subregion from the rest of Asia and the Pacific.

Figure
3.4

Destinations of intraregional greenfield FDI inflows and their share in total greenfield
FDI inflows, 2006-2016

However, the Association of South East Asian
Nations (ASEAN) has continued to attract significant
amount of intraregional FDI inflows (figure 3.5).
Intraregional greenfield FDI inflows to ASEAN rose
by 3.4% to $90 billion in 2016. This is likely to
continue. The vertical fragmentation effect –
associated with an extension of the investment
network that results from the trade liberalization
of intermediate goods – and the horizontal effect –
a market expansion effect resulting from the

reduction of trade barriers – are very likely to attract
increasing investment flows from the region’s
multinational enterprises (MNEs) to ASEAN, including
from ASEAN member countries themselves
(Li, Scollay, Maani, 2016). For instance, intra-ASEAN
flows accounted for 18.5% of total FDI flows
to ASEAN in 2015 (ASEAN, 2016a). Continued
economic integration efforts and the relocation of
investment from China will provide further impetus
to intraregional FDI.
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ASEAN

China
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Japan

Republic of Korea
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5.3
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8.6

Inflows 21.8
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Inflows 31.2

Outflows 17.8

Inflows 76.8

Outflows 125.7

Inflows 11.1
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Inflows 8.4

Outflows 95.2

B. OVERVIEW OF ASIA-PACIFIC
SUBREGIONAL TRENDS

1. FDI inflows

The expansion of FDI inflows to the Asia-Pacific
region was not uniform among subregions and
individual countries (figure 3.6). The economic
restructuring in leading countries, especially China

and its main partners could create temporary
disruptions in established regional value chains and
these structural changes may slow FDI inflows in
some countries.

“In leading economies in the region, structural
reforms towards higher value-added industries
could have slowed FDI inflows.”

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).

Notes: In order to even out the volatile annual FDI flows, the total invested FDI flows during 2014-2016 is used instead of annual flows.

Intraregional greenfield FDI flows between selected Asia-Pacific economies,
and total intraregional greenfield FDI inflows and outflows to and from
those economies, 2014-2016

(Billions of United States dollars)

Figure
3.5
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(a) Developing East and North-East Asia

In developing East and North-East Asia, FDI inflows
declined 20% in 2016, reversing the growth trend in
2015. This was heavily affected by a 38% decline of
inflows to Hong Kong, China – from $174 billion in
2015, which had been exceptionally high due to
major corporate restructuring, to $108 billion in 2016.
Other economies in the subregion showed uneven
performances. The Republic of Korea showed robust
growth and FDI inflows in 2016 jumped 164%,
helped by business facilitating reforms. However,
Mongolia suffered a $4 billion loss in FDI inflows
in 2016 compared to 2015.

China received $134 billion in FDI inflows in 2016, a
slight decline of 1%, due to various factors. On one
hand, FDI inflows increased due to trade liberalization
and facilitation measures. Notably, under the Free
Trade Zone Strategy, the pilot free trade zones –
Shanghai, Fujian, Guangdong and Zhejiang –
received $13 billion FDI inflows in 2016, a surge of
80% (UNCTAD, 2017). On the other hand, a
slowdown of FDI in the financial sector led to an
overall net decline. Also, as discussed in last year’s
Asia-Pacific Trade and Investment Report (ESCAP,
2016), China is losing its competitive cost advantage

in manufacturing in general and in labour-intensive
production. As a result, some foreign investors are
moving to other Asian countries with lower labour
cost, mainly in the ASEAN subregion. In addition,
credit-rating agencies such as Moody’s or Standard
and Poors, presented a negative outlook for North-
East Asian economies and downgraded the
sovereign credit rating of China and Hong Kong,
China from stable to negative based on perceived
economic imbalances in March 2016, discouraging
some investors (Li, 2017). Still, with China’s Belt and
Road Initiative (BRI) gaining momentum, both FDI
inflows to and outflows from China are expected to
increase (Nye, 2017).

(b) South-East Asia (ASEAN)

FDI inflows in the South-East Asian subregion also
fell 20% in 2016. Declining inflows to Indonesia,
Thailand, Singapore and Malaysia heavily weighted
to the subregion as a whole as these countries
together accounted for 75% of FDI inflows to the
subregion in 2016. Despite an increase in M&As,
economic uncertainty drove FDI inflows to Malaysia
down to $10 billion in 2016. Indonesia and Thailand
have also suffered from timid cross-border M&As and
substantial divestments from foreign MNEs, resulting

FDI inflows to Asia-Pacific developing subregions and developed economies,
2014-2016

Figure
3.6
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in decreases of 84% and 73%, respectively, in FDI
inflows in 2016. Singapore remains the main recipient
of FDI inflows among South-East Asian countries, but
still FDI inflows decreased 13% in 2016, probably
due to weak global economic and trade growth
(UNCTAD, 2017). In contrast, the Philippines and

Viet Nam have been rising stars. FDI inflows to the
Philippines rose by 60% in 2016, attracted by strong
macro-economic fundamentals and robust growth,
while Viet Nam attracted a new record $13 billion in
FDI inflows in 2016.

Overall, despite the noted decline in 2016, South-
East Asia has attracted steady and increasing FDI
inflows during the last decade. The advantageous
geographical locations and the steady improvement
of the business climate within individual countries are
crucial factor explaining this trend. Also, the less
developed member States of ASEAN are ideally
placed to capture labour-intensive processes of
production outsourced by China, the Republic of
Korea and Japan. In addition, the massive attraction
of FDI by China seems to induce a strong synergetic
effect and fosters FDI inflows towards South-East
Asia. This “China effect”2 acts as a co-movement, or
synchronisation, of FDI between China and the
subregion. It may be the result of financial
interdependence or the result of expanding and
diversifying production networks of MNEs in South-
East Asia and also the result of increased trade flows
between China and ASEAN, partly encouraged by the
China-ASEAN free trade agreement assisting trade
flows between China and ASEAN (Sohn, 2016).

(c) South and South-West Asia

In South and South-West Asia, FDI inflows decreased
slightly by 4% to $66 billion in 2016. India topped
FDI inflows for the second year in a row, reaching
about $45 billion in 2016. In terms of greenfield FDI,
India retained its position as the leading recipient of
capital investment in the Asia-Pacific region. India
has strong assets to attract FDI inflows: sustained
growth, a huge and educated labour force, and large
access to capital and institutional support. Continued
reforms to improve India’s business environment,
coupled with personal interventions of the Prime
Minister to attract funds, have potentially led to a
surge in FDI inflows (Banerjee, 2017). In addition, the
recent and historically ambitious country-wide
uniform Good and Services Tax implemented on
1 July 2017 – improving the indirect tax structure and
doing away with multiple layers of different state-level
indirect taxes – is likely to foster FDI inflows to India
(Suneja, 2017). Nevertheless, several obstacles to FDI

FDI inflows to the Asia-Pacific region and their share in the global FDI inflows,
2011-2016

Box
3.1

Viet Nam accounted for 13% of FDI inflows of total FDI inflows to ASEAN in 2016. It attracted increased
level of FDI inflows thanks to its relatively transparent and improving investment environment, political
stability, improved legal environment for FDI, relatively low wages, generous investment incentives, as well
as a strengthened banking system and capital market. The country is continuously strengthening its position
as a major electronic manufacturing centre alternative to China, which attracts strong intraregional flows
(UNCTAD, 2017). It has also become a favourable destination for investment from countries that have strong
ties with ASEAN, namely China, Japan and the Republic of Korea. Over the past 10 years, Viet Nam has
become the number one ASEAN member State for greenfield investment from Japan and the Republic of
Korea, and number three for investments from China. Between 2005 and 2016, Japan made greenfield
investments amounting to $45 billion in Viet Nam, while the Republic of Korea investments were worth
$50 billion. Korean firms (e.g. Samsung, LG Electronics, Kumho Tire and Lotte) also played an important role
in Viet Nam’s rapid rise in FDI (ASEAN Secretariat, 2016b). United States MNEs are also increasingly investing
in Viet Nam’s electronic sector. For instance, Jabil Circuit, a major United States company in electronics,
recently started to build manufacturing workshops at the Saigon High-Tech Park (Vietnamnet, 2017). Still,
it is not yet clear what the fall-out will be of the United States withdrawal from the Trans-Pacific Partnership
Agreement, of which Viet Nam is a member.

Rising foreign direct investment in Viet Nam
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inflows remain, such as poor infrastructure, rigidity
of the labour market and excessive red tape (Mondal,
2016).

FDI inflows to some other countries in the subregion
are affected by these countries’ geopolitical
conditions and sometimes by large investment
projects. In Turkey, FDI declined sharply by 31% in
2016. The country’s political challenges and internal
tensions – notably the failed coup d’état in the
summer of 2016 – may have been a strong deterrent
to FDI. By contrast, inflows to the Islamic Republic
of Iran rose by 64% in 2016, arguably because of the
lifting of economic sanctions following the
implementation of the Joint Comprehensive Plan of
Action3 in January 2016 (Financial Tribune, 2017).
Pakistan also attracted increased levels of FDI
inflows, which jumped by 56% in 2016. This is likely
the outcome of China’s rising investment in Pakistan
driven by the China-Pakistan Economic Corridor
(CPEC) as part of the BRI. In addition, the
Netherlands made a massive investment in the food
sector in Pakistan in late 2016 (Iqbal, 2017). FDI
inflows to Bangladesh also increased to $2.3 billion
in 2016 as a result of large investments in electricity
projects (UNCTAD, 2017).

(d) North and Central Asia

FDI inflows to North and Central Asia more than
doubled in 2016 to almost $59 billion. This reflected
the recovery of the Russian Federation and
Kazakhstan after the dramatic fall in FDI inflows in
2015. These inflows reached almost $38 billion and
$9 billion, respectively, in 2016. The Russian
Federation benefited from large investments from
developing countries’ MNEs, including greenfield
projects from ASEAN countries. However, the
Russian Federation has not reached its pre-2013
level of FDI inflows and is still suffering from Western
financial restrictions imposed in 2014 (European
Parliament, 2016). Chinese investors are still adopting
a wait-and-see approach, deterred by possible
further sanctions and a deterioration of the economic
climate in the Russian Federation (Eurasian
Development Bank, 2016). Regarding Kazakhstan,
“industrial-innovative and infrastructural projects […]
within anti-crisis programmes” fostered a steep
increase in FDI inflows in 2016 (Astana Times, 2016).
Kazakhstan may further benefit from subregional
integration within the context of the Eurasian
Economic Union (EAEU).

(e) Developed Asia-Pacific economies

In 2016, the developed Asia-Pacific countries
reversed their 2015 declining FDI inflows. FDI inflows
to Japan reached more than $11 billion, mainly as
a result of infrastructure and electronics investments
from European investors. Australia and New Zealand
also reversed their 2015 slump, and attracted $48
billion and $2.3 billion respectively in FDI inflows in
2016. FDI in services in Australia and an expanding
economy, driven by reinvested earnings, in New
Zealand were major factors in such a recovery
(UNCTAD, 2017).

(f) Developing Pacific

In the developing economies in the Pacific subregion
collectively, FDI inflows increased by 7% to
$1.9 billion in 2016. However, such inflows remain
highly volatile. Countries in the subregion are
currently seeking to diversify their economies in order
to attract more FDI flows (UNCTAD, 2017).

2. FDI outflows

East and North-East Asian economies – especially
China, Hong Kong, China and Japan – accounted for
most of the FDI outflows from the region, comprising
85% of the total share in 2016 compared to 78% in
2015. FDI outflows for the subregion as a whole
increased 19% in 2016 (figure 3.7).

China was the biggest investor from the subregion,
and, hence, the whole Asia-Pacific region. Outflows
increased 44% in 2016, which exceeded inflows to
the country for the first time. This surge in outflows
is the outcome of strengthening cross-border M&A
purchases by Chinese MNEs. These purchases
targeted a wide range of strategic industrial sectors,
especially in developed countries, and are expected
to generate high technological spillovers. Such
strategy is in line with the “Made in China 2025”
initiative. This initiative aims at strengthening
innovation in the high-tech sector by deepening
reform of the manufacturing sector, focusing on high
value-added industries and prioritizing quality over
quantity (China Briefing, 2017; Jin, 2017). Countries
associated with the BRI have also become
substantial recipients of Chinese FDI, mainly from
state-owned enterprises. China’s FDI outflows focus
mainly on infrastructure, and through the BRI, China
seeks to create new markets in Eastern Europe,
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North Africa and South-East Asia for Chinese goods
(Nye, 2017). However, at the same time, the
Government of China seeks to stem the flight of non-
strategic capital abroad – as the outflows of capital
are likely to reduce the effect of Chinese monetary
policy (Garcia-Herrero, 2016; Schaeffer, 2016). FDI
outflows from China exceeded $10 billion, and those
exceeding $1 billion but not in the investor’s core
business, are targeted and increasingly monitored.
Such policy could lower the incentive for Chinese
investors to invest abroad.

“Asia-Pacific FDI outflows continued to rise, with
China’s foreign investment abroad rising by 44%
in 2016.”

In contrast, FDI outflows from South-East Asia fell by
36% to $35 billion in 2016. Uncertainty in the global
economy has affected Singapore, which is the
subregion’s investment hub and leading ASEAN
outward investor. In Singapore, outward FDI fell by
24% to $24 billion in 2016. Malaysia, another major
investor from the subregion, has a strong competitive

advantage in the primary sector and, thus, suffered
from low oil prices. Consequently, Malaysian
FDI outflows declined by 43% in 2016 (UNCTAD,
2017).

FDI outflows from South and South-West Asia
continued to decline in 2016 – a fall of 33% – mainly
led by a 32% decline in Indian outward investment
flows, which are likely to have been affected by
protocol amending the avoidance of double-taxation
between India and Mauritius in May 2016 (UNCTAD,
2017). Indeed, Mauritius is the largest recipient for
Indian FDI outflows. The reduced round-tripping
induced by amending the tax exemption between
India and Mauritius might have impacted Indian
investors’ incentive to invest abroad (Desai, 2016).

FDI outflows from developed countries in the Asia-
Pacific region increased, owing mainly to Japan’s
13% rise in outward FDI to $145 billion in 2016. Large
acquisitions in Europe – such as the SoftBank-ARM
deal4 – have boosted Japan outward investment;
three quarters of such flows went to developed
economies (UNCTAD, 2017).

Source: ESCAP calculations based on UNCTAD (2017).

Note: Due to the small share of outflows from the Pacific small island developing States, the Pacific subregion is not included in this figure.

FDI outflows from Asia-Pacific developing subregions and developed economies,
2014-2016
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C. SECTORAL FOREIGN DIRECT
INVESTMENT FLOWS

Among the most noteworthy sectoral trend in FDI
inflows to the Asia-Pacific region is FDI in the
services sector. The region received a significant
amount of greenfield FDI in the services sector – an
increase of 31% in 2016 to $155 billion. This amount
is closer to the level of inflows for the manufacturing
sector (figure 3.8). Service sector greenfield FDI
inflows have grown especially in the real estate
sector, increasing by 71% in 2016. The purchase of
real estate properties in Australia by Chinese
individuals has fuelled this boom (UNCTAD, 2017).

The large economies in the Asia-Pacific region are
increasingly relying on the services sector to drive
economic growth. For instance, reforms in Indonesia
over the past three years that liberalized FDI inflows
to services sectors such as logistics, health care and
tourism, attracted a surge in FDI inflows. The rise
of Malaysia as an important services-exporting
economy in South-East Asia is also noted (IHS,
2016).

“The region is steadily increasing its importance
in the services industry, while maintaining its
traditional importance in the primary and
manufacturing sectors.”

Greenfield FDI inflows to the Asia-Pacific region, by sector, 2011-2016Figure
3.8

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).
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Greenfield FDI inflows to the primary sector in the
Asia-Pacific region also increased by 6% to $105
billion in 2016. The primary sector’s growth was
mostly due to growth in the coal, oil and natural gas
industries. For instance, the largest announced
greenfield FDI project in the region in 2016 was an
extraction project by Chevron Corporation in
Kazakhstan in May amounting to $37 billion. Other
primary sectors – metals, minerals and rubber
extractions – however, saw significant decreases in
greenfield FDI inflows in 2016.

Meanwhile, FDI in the manufacturing sector in the
region plateaued at $146 billion, increasing only 0.4%
in 2016. Nevertheless, the manufacturing sector

remained the largest recipient of FDI inflows
(figure 3.9) Importantly, intraregional FDI inflows are
changing in the Asia-Pacific region, affected by
industrial reconfiguration of the subregions’ value
chains (UNCTAD, 2017). This is largely driven by
China’s reconfiguration of its industrial sectors
towards advanced and high value-added industries.
Additionally, increasing labour and land costs, the
phasing out of FDI inflows restrictions and China’s
environmental policies are further promoting this
trend (Jin and Li, 2016). This “China effect” benefits
ASEAN, which maintains labour-cost advantages,
but the more advanced ASEAN countries are also
attempting to shift to more advanced and capital-
and technology-intensive production structures.
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This shift opens up opportunities for the less
developed ASEAN countries such as Cambodia, the
Lao People’s Democratic Republic, Myanmar and
Viet Nam. South-West Asia is also gradually linking
itself to the Asian regional value chains as well. For

instance, India is increasingly linking up with the
sophisticated production networks of East and
South-East Asia, especially in sectors such as
smartphone production and information technology
services (UNCTAD, 2017).

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).

Share of FDI inflows to the Asia-Pacific region, by sector, 2014-2016Figure
3.9

Figure 3.10 shows the top 10 industries attracting
greenfield FDI in periods 2011-2013 and 2014-2016.
While, major increases were made in oil and natural
gas and real estate, there were also significant

changes in greenfield FDI in alternative/renewable
energy and electric components. This trend reflects
the region’s re-orientation towards emerging and
high-technology industries.

Source: ESCAP calculations based on fDi Intelligence data (accessed June 2017).

Greenfield FDI inflows to top industries, 2011-2013 and 2014-2016Figure
3.10
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D. NATIONAL POLICIES AND
INTERNATIONAL AGREEMENTS ON
INVESTMENT

1. National policies on investment

National investment policies in the Asia-Pacific region
continue to promote and liberalize investment.
In 2016, on the global level, 58 countries and economies
adopted 124 policy measures affecting foreign
investment, according to UNCTAD (2017), which was
the highest number since 2006. Eighty-four of these
measures liberalized, promoted or facilitated
investment, whereas 22 of the new policy measures

introduced new restrictions or regulations on
investment. According to the UNCTAD Policy Monitor
database, the 19 countries in this region adopted 52
investment policies affecting FDI, accounting for 42%
of such policies of the global total. Of these measures,
43 were related to liberalization, promotion and
facilitation of investment, while nine introduced new
restrictions or regulations on investment (figure 3.11).
Governments are continuing to put more emphasis
on investment policy for sustainable development, as
in the UNCTAD’s Investment Policy Framework for
Sustainable Development and the OECD guidelines
for multinational enterprises (Loewendahl, Kollinsky
and van den Berghe, 2017; UNCTAD, 2015).

Number and types of investment policy changes in Asia-Pacific countries, 2016Figure
3.11

Sources: ESCAP calculations based on the UNCTAD Investment Policy Monitor database (accessed July 2017).
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“Investment liberalization continues in Asia and
the Pacific, with India and Myanmar adopting the
largest number of new liberalization measures in
2016.”

The Asia-Pacific region was very active in FDI
liberalization and facilitation. The national policy
changes in Asia-Pacific countries that liberalize,
promote and facilitate FDI focused on three aspects:
(a) relaxation on foreign ownership; (b) privatization;
and (c) promotion and facilitation of foreign
investment.

(a) Relaxation on foreign ownership

Many countries in the region relaxed restrictions on
foreign ownership. Financial services, in particular,
were the focus of the FDI liberalization measures.
India, the Philippines and Thailand all allowed
increased foreign ownership in the financial services
sector via policy measures during 2016 (UNCTAD,
2017). In addition, the Philippines allowed 100% of
foreign ownership in adjustment companies, lending
companies, financing companies and investment
houses (Agcaoili, 2016).
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There were also many countries which liberalized and
eased foreign ownership. India introduced a
comprehensive FDI liberalization policy, including
increases in sectoral caps under the automatic route,
covering civil aviation, defence, pharmaceuticals,
food product retail trading, broadcasting and others.5

Brunei Darussalam and Thailand exempted several
business activities from the requirement of a business
licence (Shen, 2016; KPMG, 2016). Indonesia’s new
negative list permitted or increased the allowed
ceiling for foreign investment in a number of sectors
(Molina, 2016). Myanmar eased investment
restrictions on foreign-local joint ventures by revoking
a ceiling on the amount of funds they can use in
operations, and also permitted foreign owners to
own as much as 40% of a condo building (Htwe
2016; Property Report, 2016). Finally, Vanuatu
removed the minimum capital requirement for foreign
investors (Vanuatu Investment Promotion Authority,
2016).

(b) Privatization

Faced with the constraints of low revenue base, high
levels of national debt, and tight fiscal position, some
countries privatized infrastructure and services to
generate further FDI flows (Regan, 2017). For
example, Australia sold the Melbourne port to
a consortium including foreign investors (Australia,
Victorian State Government, 2016). Republic of Korea
sold its stake in Woori Bank to multiple bidders
including China investors (Korea Time, 2016) and
the Russian Federation partially privatized the
diamond mining company Alrosa (Seddon, 2016) and
the oil producing company Rosneft (Devitt and
Korsunskaya, 2016).

(c) Promotion and facilitation of foreign investment

A number of countries have amended their legal
requirements for foreign investment to better facilitate
foreign investment. China’s amendment of the
existing four foreign investment laws6 significantly
changed the regime governing inbound foreign
investment by adopting a negative list approach
that replaces the Foreign Investment Catalogue.
Moreover, the Ministry of Commerce record-filings for
foreign investment projects will replace the Ministry
approvals except certain sectors. Also, the Republic
of Korea amended the Foreign Investment Promotion
Act to simplify FDI registration procedures (United

States, 2016a) and Tajikistan amended its investment
law to provide a “single window” to facilitate
investment (UNCTAD, 2017).

Other countries also introduced new systems for
simplifying procedures for foreign investment. For
instance, Cambodia introduced an online business
registration system that allows all companies to
register online (Economist Intelligence Unit, 2015).
Similarly, India introduced the SPICE (Simplified
Proforma for Incorporating Company Electronically)
system allowing for documentation to be submitted
online (Times of India, 2016). Kazakhstan expanded
the “one stop shop” approach, so all investors can
apply for more than 360 different permits and
licences (Kazakhstan, 2016). Meanwhile, the
Philippines streamlined the business permit and
licensing system and launched “project repeal” to
reduce unnecessary laws (Philippines, 2016).

However, there were also some new regulations to
restrict investment. These involved strategic
industries and investments that could affect national
security. For instance, in Australia, any acquisitions
by private foreign investors of certain infrastructure
assets are subject to foreign investment reviews
(Treasurer of the Commonwealth of Australia, 2016).
Indonesia imposed a 20% limit on foreign ownership
in companies that offer electronic payment services
(Reuters, 2016). The Russian Federation capped
foreign ownership in media companies at 20%
(United States, 2016b). These restrictions also
affected foreign investments that originated from the
region. For example, three M&As from China that
targeted high-tech firms involved in semiconductor
manufacturing were terminated because of national
security related concerns (UNCTAD, 2017).

2. International investment agreements

In addition to national policies, economies in the
Asia-Pacific region have continued to pursue global
international investment agreements (IIAs). According
to the UNCTAD International Investment Agreements
Navigator database, countries concluded 37 new IIAs
globally in 2016. Out of these IIAs, the Asia-Pacific
region signed 20 IIAs and 5 IIAs entered into
force. Turkey was the most active country in the
Asia-pacific region, followed by the Islamic Republic
of Iran; Singapore; Japan and Hong Kong, China
(figure 3.12).



FOREIGN DIRECT INVESTMENT: LIBERALIZATION CONTINUES CHAPTER 3

58  ◗  Asia-Pacific Trade and Investment Report 2017

“The region is continuing to pursue investment
liberalization and promotion through international
investment agreements.”

On the other hand, some countries also initiated the
termination of IIAs, namely, Indonesia (11) and India
(7). In 2016, India was the respondent in four cases
brought by investors. It was also one of the most
frequently-named respondent States in bilateral
investment treaty proceedings (Peacock and Joseph,
2017). Both India and Indonesia want to renegotiate
their investment treaties to recalibrate the balance
between the State and foreign investors. For
example, India introduced a new model bilateral
investment treaty which restricts the standards of
protection given to investors and set exhaustion of
local remedies as the precondition for foreign investor
to commence the arbitration (Baker McKenzie, 2017).

E. IMPLICATIONS OF REGIONAL
INTEGRATION AGREEMENTS FOR
FOREIGN DIRECT INVESTMENT

Regional integration agreements (RIAs)7 are a form
of investment agreement to the extent that they
contain investment provisions. RIAs foster economic
cooperation among members, which, in turn, can

lead to stronger competitiveness of the members in
the RIA in the global market by pursuing favourable
investment and business environments (UNCTAD,
2013). The Asia-Pacific region has many RIAs
with investment provisions. Three important ones
are: (1) ASEAN Economic Community and ASEAN
Comprehensive Investment Agreement; (2) the Treaty
on the Eurasian Economic Union; and (3) the
Regional Comprehensive Economic Partnership.

“Ongoing regional integration efforts have
created more favourable investment and
business environments in some countries in the
region.”

1. ASEAN Economic Community and
ASEAN Comprehensive Investment
Agreement

ASEAN member countries have established
economic cooperation and integration frameworks
to create a more conducive environment for FDI.
A major driver of ASEAN’s development was the
establishment of the ASEAN Economic Community
(AEC) in 2015. It pushed members to meet requisites
across several areas for the creation of a single
market. The ASEAN Comprehensive Investment

Sources: ESCAP calculations based on UNCTAD International Investment Agreements Navigator database (accessed July 2017).
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Agreement (ACIA) entered into force on 29 March
2012 and is the latest and most comprehensive
rule-based framework for investment. It succeeded
the 1987 ASEAN Agreement for the Promotion
and Protection of Investment (AIGA or IGA) and the
1998 Framework Agreement on the ASEAN
Investment Area (AIA). The key provisions of ACIA
liberalize the investment regimes of individual ASEAN
member States and enhance cooperation among
member States for the attraction, promotion and
facilitation of FDI. Moreover, it strengthens the
protection of investors and improves transparency
(ACIA, Art. 1 (a)-(c)). The ACIA promotes intra-ASEAN
investment as well as ASEAN’s competitiveness in
attracting international foreign investment (Asian
Development Bank Institute, 2013).

While the provisions of ACIA are not perfect, its
objectives have been met on many fronts. The
increase in FDI inflows to ASEAN and their share in
global FDI inflows in the past decade can be, at least
partially, attributed to ongoing efforts towards
integration (figure 3.13). Increases in FDI to ASEAN
can also be attributed to numerous factors related
to ACIA, such as a steady liberalization and
facilitation of investment, improved protection of
investments, deepening market integration and
a harmonization of general policy frameworks
(UNCTAD, 2013). The improved investment climate
in ASEAN is reflected by the Ease of Doing Business
Index rankings. The Index shows that seven out of
ten ASEAN Members improved or maintained their
rankings between 2012 and 2017.

Source: ESCAP calculations based on UNCTAD (2017).

FDI inflows to ASEAN and their share in global FDI inflows, 2007-2016Figure
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2. Treaty on the Eurasian Economic
Union

The Treaty on the Eurasian Economic Union
(hereafter called “EAEU Treaty”), which became
effective on 1 January 2015, is based on the
Customs Union.8 The EAEU identified new areas for
deepening integration, improving transparency, as
well as measures for creating a more attractive
business climate (Roberts and Moshes, 2016;
Eurasian Economic Commission, 2015). The EAEU
Treaty outlines provisions for the formation of a

common market of goods, services, capital and
labour for deeper integration and for building the
Customs Union.

It is too early to tell whether the EAEU Treaty and its
provisions have had an impact on FDI inflows into
the region. The EAEU member States had to deal
with declining global FDI inflows after the 2008
financial crisis, and have been affected by further
declines since 2013 due to sanctions on the Russian
Federation and economic problems such as currency
devaluations and declining oil prices (International
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Crisis Group, 2016). Figure 3.14. illustrates FDI
inflows to the EAEU as well as their share in global
FDI inflows between the years of 2005 and 2015,
showing a declining trend since 2008. Furthermore,
extractive industries make up a large share of FDI
inflows within the EAEU region, while FDI inflows in
the manufacturing industry and service sector for all
EAEU member States remain rather low (Kheifets,

2016). Even though FDI inflows to the EAEU
subregion and their share in global FDI inflows
showed a general downward trend since 2008,
individual EAEU member States have improved their
investment climate as proven by the Ease of Doing
Business Index rankings. All EAEU Member States,
apart from Kyrgyzstan, have moved up in the
rankings between 2012 and 2017.

Source: ESCAP calculations based on UNCTAD (2017).

FDI inflows to the Eurasian Economic Union and their share in global FDI inflows,
2007-2016
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Still, it is anticipated that ongoing efforts to increase
transparency, improve investor protection, and
harmonize standards will further strengthen the EAEU
as an attractive investment hub. The BRI is also
expected to increase investment opportunities in the
subregion since EAEU countries play a pivotal role
as the Eurasian Land Bridge. In particular, the BRI
provides investment opportunities in infrastructure,
energy and information and communications
technology-related industries, which serve as
essential foundation for the EAEU and the BRI. These
investments, in turn, could serve as catalysts and
contribute to promoting sustainable development in
the EAEU member States and neighbouring
countries.

3. Regional Comprehensive Economic
Partnership

The Regional Comprehensive Economic Partnership
(RCEP) is a proposed free trade agreement (FTA)
comprising 10 ASEAN member States and 6 ASEAN
FTA partners, namely Australia, China, India, Japan,
New Zealand and the Republic of Korea. It was
formally launched in November 2012. In September
2017, the 5th RCEP Ministerial Meeting was held, and
in October 2017, the 20th round of RCEF negotiation
took place. Although still in the negotiation stage,
RCEP offers a strong potential for wider regional
integration, with countries from the region leading
the process, especially with the Trans-Pacific
Partnership’s future uncertainty. One important
feature of RCEP is its emphasis on developmental
issues, including appropriate forms of flexibility and
provision for special and differential treatment
(Hamanaka, 2014).
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F. CONCLUSION

The Asia-Pacific region has shown a mixed
performance in the global FDI scene. Generally
speaking, the region has witnessed a contraction
in FDI inflows as a result of timid growth and low
commodity prices. Hong Kong, China in particular
experienced a sharp decline in 2016, after
exceptionally high FDI inflows in 2015 due to major
corporate restructuring. Major economies in
South-East Asia, with the exception of the Philippines
and Viet Nam, also experienced declining FDI inflows
in 2016 due to economic uncertainty. However,
greenfield inflows to the region as a whole have
increased significantly. This signals investors’
continued interest and confidence in the region.

The significant trend in the region is the shifting and
restructuring of the economies in leading countries.
China, in particular, which used to be the production
base for manufacturing of labour-intensive products,
is now undertaking structural reforms towards higher
value-added industries. This change could temporarily
disrupt established regional value chains and slow
down FDI inflows. However, it also presents new
opportunities. For instance, select countries in South-
East Asia have been attracting investors seeking
lower wages for labour-intensive production. These
countries have benefited from a relatively stable
political and business environment, fortified by
economic integration efforts within the framework of
ASEAN.

Increasingly, selected economies from the region are
establishing their position as major outward investors.
Despite decreasing globally, FDI outflows increased
in the region. Consequently, the region accounted for

a bigger share of global FDI outflows at 34% in 2016.
China led the trend with FDI outflows increasing by
44% in 2016. This exceeded its FDI inflows as
Chinese MNEs are targeting a wide range of strategic
industrial sectors. Particularly noteworthy is the BRI,
which is opening up many investment opportunities
in participating countries.

The analysis of sectoral distribution of FDI inflows to
the region shows that the region is steadily increasing
its importance in the services industry, while
maintaining its traditional importance in the primary
and manufacturing sectors. Looking closer, the region
is shifting to more advanced and technology-based
production, supported by increasingly sophisticated
and more capital-intensive production networks, both
in major economies such as China and smaller
economies such as Viet Nam. FDI flows in alternative/
renewable energy have also increased in the region,
showing the region’s interest in and strategic focus
on more advanced industries.

A review of national policies on investment and
international investment agreements from the
Asia-Pacific region shows that the region is
continuing to pursue investment liberalization and
promotion. Regional integration efforts have further
led to improved business environments, which not
only attract investment but also help countries
maximize the positive spillovers. Subregional
initiatives, such as the ASEAN Economic Community
and its ASEAN Comprehensive Investment
Agreement, as well as the Eurasian Economic Union
and its Treaty are great examples of such economic
integration efforts, and they are expected to
contribute to further increases in sustainable inflows
of FDI to the region.
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Endnotes

1 All FDI data are from UNCTAD World Investment Report 2017 with the exception of data on the value of announced greenfield
FDI projects, which were collected from FDI Intelligence database for bilateral and sectoral analysis.

2 Sohn (2016). The “China effect” refers to a crowding-in effect: FDI inflows to China strengthen FDI inflows to South East
Asia instead of crowding it out.

3 The Joint Comprehensive Plan of Action is an international agreement on the nuclear programme of the Islamic Republic of
Iran reached in Vienna on 14 July 2015 between the Islamic Republic of Iran, the P5+1 (the five permanent members of the
United Nations Security Council, i.e. China, France, Russian Federation, United Kingdom, United States, plus Germany), and
the European Union.

4 Softbank, a telecommunication Japanese company, acquired ARM Holdings, a British chip designer, for $31 million in
September 2016. This is the biggest ever purchase of a European technology company.

5 The Government of India, through the Ministry of Commerce and Industry issued its consolidated Foreign Direct Investment
Policy Circular of 2016 that updates the FDI regulations. Under the Automatic Route, the foreign investor or the Indian company
does not require any approval from the Reserve Bank or Government of India for investment. On the other hand, under the
approval route or government route, prior approval of the Government of India agencies or bodies specified should be obtained.

6 The National People’s Congress (NPC) Standing Committee passed the Decision to Amend Four Laws including the Wholly
Foreign-Owned Enterprise Law of the People’s Republic of China on 3 September 2016.

7 Regional integration agreements (RIAs) is just another term for what is known as the regional trade agreements aiming towards
market integration beyond a free trade in goods.

8 The Customs Union was established in 2000. This original treaty was terminated by the agreement establishing the EAEU
which incorporated the Customs Union into the EAEU’s legal framework.
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CHAPTER

4
RETHINKING
TRADE AND

INVESTMENT
POLICIES FOR
SUSTAINABLE

DEVELOPMENT
International trade and investment1 are key means of implementation of the
2030 Agenda for Sustainable Development. Their benefits are well
recognized, particularly in the developing economies of Asia and the Pacific,
where trade and foreign direct investment (FDI) have been main engines of
growth. However, there are rising public concerns about globalization in
major developed economies, as recently evidenced by Brexit in Europe and
the withdrawal of the United States of America from the Trans-Pacific
Partnership.2 Policymakers need to more fully recognize that not everyone
benefits from trade and investment liberalization, even as the overall
economic pie expands as a result (IMF, World Bank and WTO, 2017; ESCAP,
2013). Additionally, the environmental impacts of international trade and FDI
remain a long-standing concern.3
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Selected trade- and investment-related targets and means of implementation
specified in the 2030 Agenda for Sustainable Development

Table
4.1

Goal 2. End hunger, achieve food security and improved nutrition and promote sustainable agriculture

2.a Increase investment, including through enhanced international cooperation, in rural infrastructure, agricultural
research and extension services, technology development and plant and livestock gene banks in order to enhance
agricultural productive capacity in developing countries, in particular least developed countries

2.b Correct and prevent trade restrictions and distortions in world agricultural markets, including through the parallel
elimination of all forms of agricultural export subsidies and all export measures with equivalent effect, in accordance
with the mandate of the Doha Development Round

Goal 3. Ensure healthy lives and promote well-being for all at all ages

3.b (…) provide access to affordable essential medicines and vaccines, in accordance with the Doha Declaration on
the TRIPS Agreement and Public Health, which affirms the right of developing countries to use to the full the
provisions in the Agreement on Trade-Related Aspects of Intellectual Property Rights regarding flexibilities to
protect public health and, in particular, provides access to medicines for all

Goal 7. Ensure access to affordable, reliable, sustainable and modern energy for all

7.a (…) promote investment in energy infrastructure and clean energy technology

Goal 8. Promote sustained, inclusive and sustainable economic growth, full and productive employment and
decent work for all

8.a Increase Aid for Trade support for developing countries, in particular least developed countries, including through
the Enhanced Integrated Framework for Trade-related Technical Assistance to Least Developed Countries

Goal 10.  Reduce inequality within and among countries

10.a Implement the principle of special and differential treatment for developing countries, in particular least developed
countries, in accordance with World Trade Organization agreements

10.b Encourage official development assistance and financial flows, including foreign direct investment, to States where
the need is greatest, in particular least developed countries, African countries, small island developing States
and landlocked developing countries, in accordance with their national plans and programmes

Goal 14. Conserve and sustainably use the oceans, seas and marine resources for sustainable development

14.6 By 2020, prohibit certain forms of fisheries subsidies which contribute to overcapacity and overfishing, eliminate
subsidies that contribute to illegal, unreported and unregulated fishing and refrain from introducing new such
subsidies, recognizing that appropriate and effective special and differential treatment for developing and least
developed countries should be an integral part of the World Trade Organization fisheries subsidies negotiation

Goal 15. Protect, restore and promote sustainable use of terrestrial ecosystems […] and halt biodiversity loss

15.c Enhance global support for efforts to combat the poaching and trafficking of protected species, including by
increasing the capacity of local communities to pursue sustainable livelihood opportunities

Goal 17. Strengthen the means of implementation and revitalize the Global Partnership for Sustainable
Development

17.3 Mobilize additional financial resources for developing countries from multiple sources

17.5 Adopt and implement investment promotion regimes for least developed countries

17.10 Promote a universal, rules-based, open, non-discriminatory and equitable multilateral trading system under the
World Trade Organization, including through the conclusion of negotiations under its Doha Development Agenda

17.11 Significantly increase the exports of developing countries, in particular with a view to doubling the least developed
countries’ share of global exports by 2020

17.12 Realize timely implementation of duty-free and quota-free market access on a lasting basis for all least developed
countries consistent with World Trade Organization decisions, including by ensuring that preferential rules of origin
applicable to imports from least developed countries are transparent and simple, and contribute to facilitating
market access
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The Sustainable Development Goals (SDGs) include
a number of trade and investment-related targets
(table 4.1). However, many of these targets provide
limited guidance on how developing economies
should adjust their trade and investment policies
towards sustainable development, especially
considering the complex linkages between
international trade, FDI and economic, social and
environmental issues.

Accordingly, chapter 4 introduces a framework
highlighting both the benefits and challenges of trade
and FDI and how they may be addressed to achieve
more sustainable development. Following an overview
of the framework, each of the key components is
discussed in this chapter. FDI linkages to growth and
sustainable development are analyzed and discussed
in more details in chapter 5. A quantitative analysis
of the impact of trade and investment liberalization
and complementary policies and sustainable
development is then presented in chapter 6, followed
by a way forward.

A. A FRAMEWORK FOR CHANNELLING
TRADE AND INVESTMENT INTO
SUSTAINABLE DEVELOPMENT

The linkages between trade, investment and
sustainable development outcomes are complex and
continue to be debated.4 It is, however, generally
accepted that trade and investment are necessary
but not sufficient conditions for inclusive
development (ESCAP, 2013).5 As shown in figure 4.1,
the link between trade growth and aggregate
economic development is strong and positive, while
the relationship between trade growth and inequality
is weak, but marginally positive. FDI growth exhibits
similar, although weaker, relationships with both
economic development and inequality. In turn, trade
growth and FDI growth are both relatively strongly
and positively correlated with CO2 emissions. This is
explained by the fact that the increase in economic
activity associated with international trade and
investment tends to put more pressure on the
environment and the limited stock of natural
resources. Taken together, these simple correlations
illustrate the need for policymakers to take proactive
actions to channel trade and investment into
activities and sectors that can help mitigate the
environmental and social impacts while still capturing
the economic benefits.

Figure 4.2 depicts a framework for understanding the
impact of trade and FDI and how they can be
channelled towards achieving sustainable
development. The framework shows that a “business
as usual” model of market-driven trade and
investment policies, typically designed with
aggregate-level economic impacts in mind, can
effectively contribute to the overall economic growth
of an economy. Trade can provide a greater variety
of goods to consumers at lower prices. By enabling
access to better technology and inputs, trade and
FDI can increase production efficiency and lead to
more and better-paying jobs. FDI can also help build
the capital base and know-how often lacking
domestically for large infrastructure or industrial
development projects. Lower trade and investment
barriers ultimately lead to reallocation of resources
from low to high productivity firms and sectors,
providing new opportunities for growth. The increase
in economic activity and growth resulting from trade
can boost tax revenue for the government, which
may, in principle, be used to deal with social and
environmental concerns.

However, as the framework shows, while at the
aggregate level trade and FDI are likely to be
beneficial, the liberalization of trade and investment
also has some potential downsides. For example,
lowering tariffs or extending too many FDI incentives
in the form of tax breaks may adversely affect
government revenue or distort sectoral allocation if
not managed carefully. In addition, foreign investors
may crowd out domestic investment, affecting the
development of the small and medium-sized
enterprises (SMEs). The reallocation of resources as
a result of import competition may also lead to job
losses in some industries or the disappearance of
some activities or industries. Accelerated infrastructure
development or industrialization through FDI may
also negatively affect the livelihood of certain
communities or their cultural heritage and also result
in significant environmental degradation. Finally, the
new growth opportunities generated by trade and
investment might put pressure on the environment
and increase health risks, for example through
increased amounts of waste generated and polluting
emissions.

In that context, the framework highlights four key
elements needed to more effectively channel trade
and FDI into sustainable development. The first is
that general trade and investment liberalization
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Relationship between trade and foreign direct investment and sustainable developmentFigure
4.1

Sources: ESCAP, based on World Bank, World Development Indicators database (accessed September 2017).
Note: Dots represent individual economies.

Trade growth and GDP per capita FDI growth and GDP per capita

Trade growth and inequality FDI growth and inequality

Trade growth and CO2 emissions FDI growth and CO2 emissions
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policies should be accompanied by targeted trade
and investment policies aimed at achieving specific
Sustainable Development Goals.6 For example,
achieving quality education for all (Goal 4) may
involve liberalization of certain education services
(Asian Development Bank Institute, 2017). Similarly,
enhancing the potential for women employment
generation (in relation to Goal 5), may be achieved
by incorporating relevant targeted sustainable
development criteria in the selection of FDI projects.

The second, and possibly most important, element
in this framework refers to complementary domestic
policies. These policies do not specifically relate to
trade or FDI and apply more generally to all products,
services, firms and people in the country regardless
of origin. For example, domestic policies that make
it easier for workers to move across industries or
regions and to acquire new skills (a combination of
labour market, education and public transport
policies in this case) can help lower trade adjustment
costs for displaced workers or firms. Domestic
environmental regulations are also essential, as they
can help ensure that foreign investors do not see a
country as a pollution haven from which they can
manufacture products without regard for the
environment.

The third component is good domestic governance.
It is needed to ensure that the aforementioned policies
are actually efficiently implemented. Improving
domestic governance implies that sufficiently strong
public institutions are in place in order to strengthen
the rule of law, make it easier to conduct business
and involve all relevant stakeholders, including small
and medium-sized enterprises and civil society, in
shaping policies. Good governance is also essential
for effective revenue collection and its subsequent
use towards sustainable development (ESCAP, 2017).

The fourth element is simple and efficient trade
procedures. This is key to ensure that trade is
inclusive, and that the transaction process itself
creates as few environmental impacts as possible.
This is best accomplished by a broad approach to
trade facilitation that covers (a) commercial
procedures, including e-commerce; (b) regulatory
procedures, including paperless trade; (c) transport
procedures; and (d) payment procedures. Importantly,
both import and export procedures should be
facilitated to enable participation in regional and
global production networks.

 Channelling trade and investment into sustainable development: a frameworkFigure
4.2
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B. TARGETED TRADE AND INVESTMENT
POLICIES FOR SUSTAINABLE
DEVELOPMENT

1. Tariffs as a policy tool for channelling
trade into sustainable development

Tariffs, which are taxes levied on imported goods,
are arguably one of the most transparent and
straightforward trade policy tools (UNCTAD, 2016).
Policymakers set the level of tariff on various types
of goods based on different policy objectives. In
many developing countries, where tax collection
systems are underdeveloped and tariff revenue
account for a significant share of overall government
revenue, tariffs may still be set primarily to ensure
sufficient revenue.7 Tariffs may also be set to
protect goods and sectors of key importance
to the social and economic stability of a country,
e.g. rice, on which many of the rural poor
depend. Domestic business lobbies simply keen
on avoiding foreign competition may also influence
tariff rates.8

Regardless of why tariffs are set, they can affect
progress towards sustainable development. As
shown in table 4.2, the impact of tariffs on
sustainable development is already acknowledged.
Tariffs are the basis of three of the SDG
implementation indicators.9 However, two of these
indicators are essentially applicable to developed
countries tariff policies (and to a lesser extent,
developing countries in the case of indicator 17.12.1),

and the third is a worldwide average. They provide
little guidance to developing countries, other than
stressing the importance of reducing tariffs whenever
possible.10

“Targeted tariff cuts can help increase energy
efficiency and improve sustainable use of land,
water, and the sea.”

As noted earlier, governments may need to review
sector specific goals and targets to identify how
tariffs may be used as a tool for implementation. For
example, Goal 2 on ending hunger and achieving
food security includes Target 2.b to “correct and
prevent trade restrictions and distortions in world
agricultural markets”. This implies that countries
should try to reduce import and/or export tariffs on
agricultural products. Trade policies in agriculture
remain a sensitive matter, however, as the benefits
of cheaper imported food have to be balanced with
potential income and employment losses in already
poor rural areas. A noteworthy effort led by Indonesia
in the Asia-Pacific Economic Cooperation (APEC) is
the formulation of a list of “development” products
that contribute to poverty alleviation and rural
development and for which tariffs can be lowered or
eliminated. Many of these are agricultural products.
However, the plan has received mixed support by
other countries.11

Ensuing healthy lives as envisaged in SDG 3 could
be made easier by cutting tariffs on medicines,
bandages and surgical equipment, in particular when

SDG Target SGD Indicator

Goal 10 – Reduce 10.a Implement the principle of special and 10.a.1 Proportion of tariff lines applied to
inequality differential treatment for developing imports from least developed countries and

countries (…) developing countries with zero-tariff

Goal 17 – Partnership for 17.10 Promote a universal, rule-based, 17.10.1 Worldwide weighted tariff-average
sustainable development open, non-discriminatory and equitable

multilateral trading system (…)

17.12 Realise timely implementation of 17.12.1 Average tariffs faced by developing
duty-free and quota-free market access  countries, least developed countries and
on a lasting basis for all least developed small island developing States
countries, (…)

Source: United Nations, Statistics Division, SDG Indicators – Metadata repository (accessed September 2017).

Tariff-related Sustainable Development Goal indicatorsTable
4.2
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they are not produced domestically (cf. Helble and
Shepherd, 2017). Similarly, SDG Target 17.7 on the
promotion and diffusion of environmentally sound
technologies, as well as SDG 7 on promoting clean
energy may also be achieved by lowering tariffs
imposed on environmentally or climate-friendly
technologies.12 APEC members have led the way in
this area, agreeing in 2012 on a list of 54 specific
products that would contribute to green growth,
such as high-efficiency biomass boilers and
solar panels. APEC members also committed to
reduce tariffs below 5% on these products by end

2015.   Forty-eight members of the World Trade
Organization (WTO) are also currently negotiating an
environmental goods agreement which aims at
cutting tariffs on products that can help achieve
environmental and climate change related SDGs,
e.g. products that can generate clean and renewable
energy, control air pollution and help treat waste
water.14 As shown in a recent ESCAP study, the
Asia and the Pacific region is an emerging leader in
export of these products, but tariffs on environmental
goods remain high in least developed countries
(see box 4.1).

Policy landscape of trade in environmental goods in Asia and the PacificBox
4.1

The Asia-Pacific region has been a frontrunner in terms of recognizing the positive impact of supporting
environmental goods trade through proactive public policies. In September 2012, the 21-member Asia-Pacific
Economic Cooperation group concluded the first-ever trade agreement to cut tariffs on environmental goods.
Due to these and other policy measures, the region has emerged as dominant player in both exports and
imports of environmental goodsa in the world, representing 42% and 44%, respectively.

ESCAP research analyzed the trade policy landscape of the trade in environmental goods and found that in
general, average tariffs imposed by the region have declined, while the tariffs in least developed countries
remain higher than the rest of the region (see figure). However, the research also showed that non-tariff measures
(NTMs) are a significant impediment to trade in environmental goods, especially for exporters from low income
economies. The negative impact of NTMs on trade in these goods seems to be much more significant than
that of tariffs. At the same time, the use of environmental goods also requires use of a variety of services,
such as engineering services. Restrictions on trade in services therefore also impede trade in environmental
goods. Hence, reduction of non-tariff measures, liberalization of service trade and reduction in tariffs will all
be critical to boost trade in environmental goods.

Figure. Weighted average applied tariffs on environmental goods categories in 2014, contrasting
the Asia-Pacific region (as a whole) and least developed countries in the Asia-Pacific region

Source: Trade Analysis Information System (TRAINS) data accessed through World Bank, World Integrated Trade Solution (WITS)
database (accessed September 2017).
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2. Non-tariff measures as policy tool for
sustainable development

Non-tariff measures (NTMs) are policy measures
other than ordinary customs tariffs that can affect
international trade. As such, NTMs cover a wide
range of policy measures.15 There is some evidence
that countries have been using NTMs with
protectionist intent, transforming them into de facto
non-tariff barriers (NTBs).16 In fact, the number of
NTMs has risen significantly at the same time that
tariffs have been reduced or eliminated through
various reciprocal trade agreements. Every
preferential or free trade agreement necessarily
comes with its own set of rules of origin (RoO) and
related certificates of origin (CoO), which are
classified as one type of NTMs.

Importantly, however, NTMs are normally put in place
to pursue very important and legitimate domestic
policy objectives, such as protecting human and
animal health through sanitary and phytosanitary
(SPS) measures; or ensuring product safety or quality
by setting certain technical and production
requirements. Such NTMs are often referred to as
technical barriers to trade (TBT). While sometimes
making trade more difficult, they also make traded
products safer and healthier, which contributes to
sustainable development (UNCTAD, 2016).

“The number of legitimate NTMs can be
expected to increase as countries strive to
implement SDGs.”

In this spirit, NTMs could be used to pursue a variety
of policy objectives consistent with the SDGs. While
none of the 232 or so indicators in the current SDG
framework refers to NTMs, a number of SPS and TBT
measures can be directly linked to implementation
of SDGs (table 4.3). For example, measures to
protect human health from risks associated with
certain food additives or toxic contaminants directly
support SDG 3. While the number of such legitimate
NTMs can be expected to increase as countries
strive to implement SDGs, new technical measures
should be based on accepted international standards
and recommendations when they exist, such as the
one issued by the CODEX Alimentarius.17 They
should also be consistent with the provisions set out
in the WTO Agreements on SPS and TBT, so as to
limit their potentially negative impact on trade.

“Addressing the procedural obstacles associated
with new NTMs should be a top priority.”

However, NTMs may make it especially difficult for
SMEs to benefit from trade given the procedural
obstacles typically involved in complying with such

Goal 2: Zero hunger SPS measures to protect ecosystems from pests and invasive species

Goal 3: Good health and SPS measures to reduce risks from additives, contaminant or hazardous materials in food,
well-being drinks or pharmaceuticals, and/or to inform consumers (e.g. labeling requirements)

Goal 12: Responsible TBT measures to regulate imports of products with hazardous substance or pollutants
consumption and production

Goal 13: Climate action TBT measures to regulate imports of products which could increase greenhouse gas
emissions and affect implementation of commitments under the Paris Agreement of the
United Nations Framework Convention on Climate Change, including through climate
labeling (UNFCCC, 2015).

Goal 14: Life below water TBT and traceability measures to combat illegal, unreported and unregulated (IUU) fishing
(FAO, 2017)

Goal 15: Life on land TBT measures to support implementation of the Convention on International Trade in
Endangered Species of Wild Fauna and Flora (CITES)

Source: ESCAP, updated and extended from UNCTAD (2016).

Potential targeted SPS and TBT measures in support of the Sustainable
Development Goals

Table
4.3
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measures.18 Governments therefore need to streamline
the procedures associated with these new measures.
Business surveys conducted by the International
Trade Centre (ITC) in various developing countries in
the region and beyond show that the administrative
procedures involved in complying with technical
requirements or other NTMs, such as rules of origins,
can be as, or more, burdensome and challenging
than the requirements themselves.19 To simplify
SPS and TBT procedures, countries may enter into
mutual recognition arrangements (MRAs) of
conformance procedures to avoid repeated and
unnecessary laboratory testing and certifications. The
experience and guidelines issued by the Association
of Southeast Asian Nations (ASEAN) for the
development of such arrangements are a useful
reference in this context.20

“Voluntary Sustainability Standards are fast
emerging as a useful tool for implementation of
the SDGs.”

As individual consumers globally have become more
aware of sustainable development issues, they have
demanded that products meet higher standards in
terms of health, safety and respect for labour rights
and the environment during the production process.
As a result, private sustainability standards have
emerged. These voluntary sustainability standards
(VSS) are in addition to the NTMs put in place by
governments. These VSS have been developed by
various private or non-governmental organizations,
and they are often backed by large companies or
network of companies involved in global sourcing of
agricultural and food products. For example, 50% of
global coffee production is now subject to VSS (Potts
and others, 2016).

The rapid growth of VSS has led to the establishment
of the United Nations Forum on Sustainability
Standards (UNFSS). According to the latest UNFSS
flagship report, there are now more than 400 VSS
(UNFSS, 2016). A search in the online database of
voluntary standards maintained by ITC returned
62 VSS for rice or dried mangoes and 54 for silk.21

Moreover, VSS are not limited to agricultural and food
products. Increasingly, they also cover other types
of products, including construction products,
electronics and pharmaceuticals, among others.

The credibility and legitimacy of VSS varies widely.
For instance, there are concerns about transparency,

the lack of scientific basis, and the cost and
credibility of the assessments because of the direct
link between those who develop the standards and
those who provide certification and accreditation.22

Also, small producers and new entrants may not be
able to bear the costs if different buyers require
different certifications for the same product. Despite
these valid concerns, VSS are arguably at the
“frontier” of standardization for achieving the SDG’s
social and environmental objectives. Some of them
have become accepted global “good practices” as
a larger number of producers have adopted them,
and as organizations maintaining VSS have gradually
established their credibility by complying with
accepted certification and management standards.23

Going forward, policymakers may rely more on VSS
when setting new technical requirements in line with
the objectives of the SDGs.24 Some countries are in
fact already using VSS in government procurements
(Pande, 2017).25 However, to avoid trade disputes at
WTO arising from governmental use of VSS, these
VSS should comply with Article 2 of the TBT
Agreement, which holds WTO member States
responsible for ensuring that the standards do not
create “unnecessary obstacles to international trade.”
Similarly, governments may need to ensure that the
organizations developing VSS follow the Code of
Good Practice in Annex 3 to the TBT Agreement,
which applies to all standards.

“Regional consensus building and coordination
on the use of voluntary sustainability standards
needs to be strengthened.”

In the context of the SDGs, closer cooperation
between international standard setting bodies, such
as the International Organization for Standardization
(ISO) and VSS, should be strengthened. This would
help broaden the consensus and acceptability of
some of the existing VSS and avoid WTO disputes
such as the one between the United States and
Mexico on eco-labeling of tuna imports. In this case,
the voluntary use of eco-labelling of dolphin-safe tuna
was ultimately found to be a technical barrier to trade
(WTO, 2015). Additionally, consensus building at the
regional level, including through relevant regional
trade agreements such as the Asia-Pacific Trade
Agreement (APTA), the Trans-Pacific Partnership
(TPP) or the Regional Comprehensive Economic
Partnership (RCEP) should also be considered.26
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Although technical NTMs are often perceived to be
the main barriers to trade,27other NTMs also impact
the achievement of the SDGs. For example,
intellectual property measures, including copyrights,
patents, trademarks and geographical indications,28

support SDG 9 on fostering innovation as well as
target SDG 17.6 on technology innovation. Similarly,
patents provide the incentive needed for companies
to make costly long-term investment in research
and development to develop the new medicines
needed to achieve SDG 3 on health and well-being,
while geographical indications allow producers in
a particular region to protect their investments in
producing and marketing high-quality agricultural
products.29 However, as with other NTMs, intellectual
property measures can also become barriers to trade
and increase prices; thereby, limiting access for
consumers in developing countries to products and
technologies that may be essential to achieving
several of the SDGs. Additionally, intellectual property
measures can reduce competition and limit new
producers’ entry and participation in a market.

3. Targeted foreign direct investment
policies for sustainable development

Foreign direct investment is one of the key means
of implementation of the 2030 Agenda for
Sustainable Development. FDI is an essential source
of financing for development,30 and it is also
a mechanism for technology transfer and capacity
building (Lee and Tan, 2006; Su and Liu, 2016).
However, “traditional” FDI policies have focused on
attracting investment in sectors thought to be most
promising for generating economic growth, boosting
employment and increasing exports. As a result, FDI
projects have often been evaluated and monitored
almost exclusively in terms of their economic impact,
and some developing countries have lowered their
regulatory standards in an effort to attract more FDI.

“Attracting FDI in the sectors specifically
identified in the SDGs should be prioritized.”

There is some evidence that FDI helps increase
wages. Several studies in Indonesia, for example,
have shown that a foreign acquisition of an
Indonesian manufacturing plant resulted in higher
wages for the plant’s employees (Javorcik, 2013).
However, FDI can in some cases have significant

negative social or environmental impacts, even if not
necessarily more so than domestic investments.
These may include displacing or exploiting local
communities, or polluting and degrading eco-
systems through intensive production or use of
inappropriate technologies and standards.31 In order
to channel FDI towards sustainable development, FDI
policies should be targeted at sectors that are directly
related to the SDGs (table 4.4). For example, prioritizing
FDI in the energy sector would support SDG 7.

“The social and environmental impact of FDI
projects should be systematically considered.”

Importantly, FDI projects in the SDG-related sectors
should be evaluated and monitored based on
a balanced set of economic, social and
environmental criteria (table 4.4). For example,
selection and approval of FDI in the food and
agriculture sector – in relation to SDG 2 as well as 8
– may be based on whether investors have obtained
the relevant international quality certifications (e.g.
Hazard Analysis and Critical Control Points (HACCP)
certifications) or whether they will apply sustainable
farming practices. These criteria may vary depending
on each country’s unique situation.

Enhancing the sustainable development impact of
FDI is not easy, as the effect of FDI are complex, vary
greatly across sectors and depend on the quality of
the domestic business environment and its
absorptive capacity. While FDI may indeed increase
the stock of physical capital available in an economy
allowing it to grow further, important benefits such
as employment generation and technological
spillover may only be achieved in a conducive
domestic environment, e.g. where the local workforce
has adequate skills and education, or where
intellectual property rights are sufficiently protected.32

Overall, targeted trade and investment policies,
including providing particularly incentives to attract
FDI to prioritized SDG sectors, should be actively
considered. However, such sector-specific or product
specific policies and measures may create
unnecessary market distortions and unintended
impacts on different sectors and stakeholders. It is
therefore important that they are designed and
adopted based on careful impact analysis (see
annex).
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C. DOMESTIC POLICIES, GOOD
GOVERNANCE AND TRADE
FACILITATION AS ESSENTIAL
ENABLERS

1. Importance of complementary
domestic policies

As specified in the framework in figure 4.2, targeted
trade and investment policies are useful, but they are
unlikely to be sufficient for achieving sustainable
development. Such policies should be supported by
domestic policies. In fact, following the principle of
non-discrimination that is central to the multilateral
trading system and the WTO, TBT and SPS
Agreements, targeted non-tariff measures should be
fully grounded in domestic policies so that technical
and other requirements apply to both foreign and
domestic firms.

The effective channelling of trade and investment into
sustainable development crucially depends on how
well the domestic policy framework already reflects
the economic, social and environmental pillars and

goals of the 2030 Agenda for Sustainable
Development. For example, if a comprehensive
national environmental policy is already in place,
imports and foreign direct investment into the country
are much more likely to be respectful of the
environment and contribute to achievements of
SDGs 11 to 15, among others.

“Sound domestic environmental and labour
policies are essential to channel trade and FDI
into sustainable development.”

In terms of the social pillar of the 2030 Agenda for
Sustainable Development, a key issue is how to
ensure that trade is inclusive and that its benefits are
properly shared within and between countries of the
region.33 The benefits from trade come essentially
from enabling countries to produce goods and
services for which they have a comparative
advantage. However, this also leads in some cases
to the displacement of entire industries and the
creation of new ones for which those who lost their
jobs may not be prepared. Therefore, domestic
policies that will make it easier for those negatively

SDG Target sectors for FDI (possible evaluation criteria)

Goal 2. End hunger, achieve food Food and agriculture, including related machinery, technology and
security, improve nutrition and promote services  (Quality control certifications; focus on sustainable agricultural
sustainable agriculture practices/organic production)

Goal 3. Ensure healthy lives and promote Health sector, including hospital services and pharmaceutical
well-being for all at all ages production (Investment in rural areas; management quality certifications)

Goal 4. Ensure inclusive and equitable quality Education sector, including infrastructure and services (Focus on
education and promote lifelong learning empowering women and girls (Goal 5); investment in rural areas)
opportunities for all

Goal 6. Ensure availability and sustainable Water management, including sanitation and distribution (Compliance
management of water and sanitation for all with environmental standards; potential for technology transfer)

Goal 7. Ensure access to affordable, reliable, Energy sector, including related power generation and distribution
sustainable and modern energy for all (Contribution to development of renewable energy)

Goal 8. Promote inclusive and sustainable All labour intensive sectors, e.g. garment manufacturing or call-centre
economic growth, full and productive services (Sustainability standards certification covering labour
employment and decent work for all management and environmental standards)

Goal 9. Build resilient infrastructure, promote Transport sector (Environmental impact assessment);
inclusive and sustainable industrialization and Telecommunication sectors (Affordability; coverage of rural areas)
foster innovation

Source: ESCAP, expanded and modified from UNCTAD (2015).

Target sectors for foreign direct investment in support of the Sustainable
Development Goals

Table
4.4
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affected to adjust, such as stronger social safety
nets, should accompany trade liberalization. At the
same time, it may also include more active
adjustment policies, such as access to retraining
programmes to facilitate mobility of labour across
sectors and assistance for job search. Over the
longer term, labour market rigidities should be
removed given that they typically hamper resource
reallocation across sectors, slow trade and
investment growth and undermine employment
prospects in an open economy regime.34

“Strengthening social safety nets as well as trade
adjustment assistance programmes should be
considered to support those affected by trade
liberalization.”

In addition to other social welfare programmes,
certain countries, such as the United States or the
Republic of Korea, have maintained trade adjustment
assistance (TAA) programmes. The TAA in the United
States focuses directly on workers by extending
unemployment benefits and providing other
temporary assistance so that workers have sufficient
time to adjust and find new employment.35 In
contrast, the TAA in Republic of Korea has focused
on the domestic firms adversely affected by free
trade agreements. It provides eligible companies with
financial and other support to restructure (Cheong
and Cho, 2011). Both of these programmes are useful
initiatives for countering adverse effects of trade
liberalization.

Aside from labour policies, evidence from countries
of the Organisation for Economic Co-operation and
Development (OECD) suggests that other domestic
policies help the labour force adjust to trade-induced
reallocation of resources. These include: (a) housing
market policies that make it easier for workers to be
more geographically mobile; (b) credit policies
that finance education and entrepreneurship; and
(c) education policies that ensure that children and
students acquire the skills they need to participate
in the global economy and to promote lifelong
learning (IMF, World Bank and WTO, 2017).
Importantly, policies that can boost competitiveness
and growth should always be actively considered as
it is always much easier for displaced workers to
adjust in a fast growing economy.

“Besides labour and environmental policies,
a wide range of other policies can help maximize
the contribution of trade and FDI to sustainable
development.”

Competition policies are another essential
complement to foreign investment policies. These
ensure that domestic companies, and particularly
SMEs, who provide the great majority of jobs in both
developed and developing countries, can continue to
thrive in a competitive but well-governed market
environment.36 Such policies are important for
achieving SDGs in an open economy context.
Otherwise, some large agribusiness firms could take
control of the international value chains through
FDI. This would undermine competition and leave
other actors and small farmers little choice but to
take the low price offered by them for their products
(WTO, 2013).

Finally, tax policies are crucial for maximizing the
contribution of trade and FDI to sustainable
development.37 Underdeveloped tax systems lead
many developing countries to charge higher tariffs on
imports (as well as sometimes on exports) to
generate sufficient revenue. However, these tariffs are
often not optimal from a sustainable development
perspective. Not only do they hinder trade and the
participation of firms in global and regional
production networks, but they also limit access to
cleaner and more advanced technologies. Taxation
can provide an effective means of addressing
inequalities or encouraging more sustainable
consumption and production.

2. Improved domestic governance as
a pre-requisite for sustainable trade
and FDI

As noted, domestic policies are essential to provide
both a basis for and a complement to trade and FDI
policies. However, policy implementation depends on
the strength of the domestic institutions responsible
for enforcing all related laws and regulations in an
effective and coherent manner.

“Strong and reliable institutions are a pre-
requisite for channelling trade and investment
into sustainable development.”
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In this context, SDG 16 on ensuring peace, justice
and strong institutions may be considered
a prerequisite to the effective channelling of trade and
investment into sustainable development.
Unfortunately, the Asia and Pacific region is not doing
very well on this SDG according to the United

Nations Sustainable Development Goals Report
2017. The report reveals that East and South-East
Asia, followed by Central and South Asia, are the
two regions globally with the highest proportion of
bribery payment requests (see figure 4.3).

Source: United Nations (2017).

Proportion of firms that paid or were expected to pay a bribe, 2016
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3. Simpler and more efficient trade
procedures as essential enablers
of sustainable trade and FDI

One of the key components of a policy framework
for channelling trade and FDI into sustainable
development is trade facilitation, i.e. making trade
procedures as simple and efficient as possible. The
economic benefits from trade facilitation stem directly
from reducing trade transaction costs, which
increases trade competitiveness and trade.
Predictable import and export procedures enable
participation in global and regional production
networks, and they also help attract foreign direct
investment (Duval and Utoktham, 2014). While

estimates vary widely, the potential intraregional trade
gains from removing cumbersome procedures and
increasing their transparency have been estimated at
over $250 billion annually in Asia and the Pacific,
resulting in an increase in per capita GDP of about
2.5% (ADB and ESCAP, 2013).

“Making trade procedures simpler and easier for
all has economic, social and environmental
benefits.”

Simplifying, harmonizing and standardizing the trade
process also have important social and
environmental benefits. A recent firm-level study by
ESCAP found that reducing customs and trade
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clearance times increased SMEs likelihood of
participation in export and international production
networks relatively more than that of larger
enterprises; thereby, making trade more inclusive
(ESCAP, 2015). Digitalization of trade procedures and
more efficient transport and border crossing
procedures can also reduce the environmental
impact of trade by decreasing the use of paper for
preparation and exchange of documents as well as
the emissions of pollutants associated with the
movement of goods.

Based on data from the United Nations Global
Survey on Trade Facilitation and Paperless Trade
Implementation, the WTO Trade Facilitation
Agreement could reduce trade costs for Asian and
the Pacific economies by 6% to 9% (ADB and ESCAP,
2017). In turn, the digitalization of trade transactions
between countries of the region could cut trade costs
by an additional 7%. Enabling the seamless flow of
electronic trade data and documents within and
between countries of the region has the potential to
reduce export time by 24% on average, with total
direct cost savings in the Asia-Pacific region ranging
from approximately $1 billion to $7 billion annually
(Shepherd and Duval, 2014).

“Enabling cross-border paperless trade can
facilitate trade while also ensuring compliance
with sustainability standards.”

Enabling cross-border paperless trade is particularly
relevant for sustainable development. Indeed, by
facilitating government-to-government exchange of
information, it can help cut costs for both traders and
Governments, as well as significantly increase the
ability of control authorities to detect fraud and non-
compliance with trade regulations. These may
include, for example, new SPS or TBT measures
linked with the implementation of particular SDGs
and/or some of the voluntary sustainability standards
discussed earlier. Achieving cross-border paperless
trade is a difficult endeavour, however.38 The
Framework Agreement on Facilitation of Cross-
border paperless Trade in Asia and the Pacific, a new
United Nations treaty finalized at ESCAP in 2016 and
now open for accession to all ESCAP Members,
provides a unique and potentially very useful
collaboration platform to accelerate progress in that
respect.39

In addition to cross-border paperless trade, several
other ways to facilitate trade in the region have been
identified. For instance, a meta-analysis of over 50
business process analysis (BPA) studies of import
and export procedures in Asia and the Pacific, which
covers more than 15 least developed and developing
countries in the region, yielded several important
recommendations.40 These include: (1) Healthy
competition among transport, logistics and other
trade-related service providers should be
encouraged; (2) Hard infrastructure investments
need to accompany and support implementation
of more efficient trade procedures (and vice versa);
(3) Industry-specific trade facilitation programmes
should be considered, in particular for agricultural
products since different sectors face different
procedural bottlenecks; (4) Reviewing payment
systems and their efficiency may reveal new
opportunities for improving trade facilitation
performance; and (5) National trade facilitation
performance monitoring mechanisms, with full and
inclusive private sector participation, are needed to
identify the real and most important barriers to trade
efficiency.

Indeed, a key implication of this analysis is that trade
facilitation should not be limited to streamlining
regulatory procedures and implementing paperless
trade. Other procedures involved in international
trade also need to be improved. These include,
transport, payment and commercial procedures, as
shown in figure 4.4. Importantly, countries and
stakeholders may face different bottlenecks,
necessitating different approaches for different
contexts. For example, the transport process may be
the key issue for a landlocked country with poor road
or rail infrastructure, whereas the payment process,
including getting credit and the management of
financial risks associated with an international
transaction, is often a key bottleneck in countries with
underdeveloped financial sectors.

“A broad approach to trade facilitation is best,
as different countries and stakeholders may face
different bottlenecks.”

In turn, commercial procedures, starting with finding
a potential buyer, are often the first challenges faced
by micro and small enterprises in engaging in trade.
E-commerce holds much promise in this regard, as
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e-market places and increasingly sophisticated
e-trade platforms enable enterprising small farmers
in remote villages to sell goods around the world, as
shown by the experience of the Taobao villages in
China.41 Among the different means of facilitating
trade in the region, improving transport, payment,
and commercial procedures will play an equally
important role.

D. CONCLUSION

Trade and FDI are key means of implementation of
the 2030 Agenda for Sustainable Development. The
positive links between trade and economic growth,
and to a lesser extent between FDI and economic
growth, are well established. Although trade and
investment liberalization are necessary, the social and
environmental impacts of trade and investment
liberalization are less clear. In addition, there is
growing recognition that liberalization creates both
winners and losers even when economies grow in
aggregate.

In this context, this chapter introduced a framework
on channelling trade and FDI into sustainable
development the framework further stresses the need
for targeted trade and FDI policies to complement

traditional trade and investment policies, which
are typically focused on generating aggregate
economic gains. Such targeted policies may include
tariff cuts on environmental goods, adoption of
non-tariff measures based on relevant sustainability
standards, or the prioritization for FDI of SDG-related
sectors such as the renewable energy sector. Careful
assessments of the impacts of such targeted measures
should be carried out to avoid unnecessarily distorting
the market.

The framework also stresses, however, that targeted
trade and FDI policies alone are not sufficient to
channel trade and FDI into sustainable development.
Complementary domestic policies are also essential.
These include not only environmental policies to
encourage more sustainable consumption and
production activities, but also social and labour
policies to enable workers from uncompetitive
sectors to adjust and find work in other sectors.
Other domestic policies such as education policies,
tax policies and competition policies are also
essential to fully capture the sustainable development
benefits of trade and investment.

Finally, the framework highlights the importance of
two other key enablers in achieving more sustainable

UN/CEFACT international supply chain model and related proceduresFigure
4.4

Source: ADB and ESCAP (2013).
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trade and FDI: good governance and broad trade
facilitation. Without good governance, enabled by
effective public institutions as envisaged in SDG 16,
policies will not be enforced, no matter how
sustainable they may be. Similarly, without cutting red
tape and reducing trade transaction costs, attracting

FDI and enabling participation of more firms and
people in international trade will not be possible. It
is hoped that the framework presented in this chapter
can help policymakers envision how sustainable
development can be effectively pursued through
forward thinking on trade and FDI policies.

Trade facilitation and paperless trade implementation 2017: state of play
in Asia and the Pacific

Box
4.2

The United Nations Global Survey on Trade Facilitation and Paperless Trade Implementation, led by ESCAP,
covers 120 countries globally and 44 countries in Asia and the Pacific. It provides information on implementation
of 47 trade facilitation measures, including measures specified in the WTO Trade Facilitation Agreement as
well as paperless trade and cross-border paperless trade measures. The 2017 Survey also included a number
of “inclusive trade facilitation” measures, i.e. measures aimed at facilitating trade for agriculture, SMEs and
women.

The 2017 Survey shows that implementation of trade facilitation measures varies widely across the region.
Highest implementation rates are found in East and North-East Asia (73.7% of measures considered), followed
by South-East Asia (60.1%), North and Central Asia (51.8%), and South and South-West Asia (46.5%). The
Pacific, excluding Australia and New Zealand, lags behind at 28.2%. Many of the measures included in the
WTO Trade Facilitation Agreement are relatively well implemented across the region, in particular transparency
measures. However, measures related to the digitalization of trade procedures and electronic exchange of
data and documents across borders often remain at an early stage of implementation. Similarly, implementation
of specific trade facilitation measures for SMEs, or to support the participation of women in trade facilitation,
remain very limited, with regional implementation rates not exceeding 30%.

For more details, please visit the Survey website at: https://unnext.unescap.org/content/un-global-survey-trade-
facilitation-and-paperless-trade-implementation-2017.
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Endnotes

1 In this chapter, all references to investment refer to FDI, unless domestic investment is specified.
2 Developing countries have been generally more positive about globalization. See, for example, www.pewglobal.org/2014/

09/16/global-views-of-trade/.
3 See, for example, Muradian and Martinez-Alier (2001).
4 For example, see ADBI (2017).
5 WTO (2017) also provides a comprehensive review of the literature on welfare impacts from trade liberalization, including

labour outcomes. It consistently points to net overall gains from trade, although data availability remains an issue. See also,
ADBI (2017).

6 Developed economies are already expected to provide preferential treatment and tariff exemptions to least developed countries
(targets 10.a and 17.11) and to establish policies that promote FDI to these economies (target 17.5).

7 Customs and other import duties accounted for nearly 30% of tax revenue in Bangladesh, over 15% of tax revenue in Nepal,
but less than 2% of tax revenue in Malaysia, according to IMF Government Finance Statistics 2015 (available from https://
data.worlbank.org; accessed 22 September 2017).

8 See Amador and Bagwell (2012) for a more detailed discussion.
9 SDG indicators are an evolving and non-mandatory list. As of the last revision issued in March 2017, there were 232 indicators.

Updated information and data on these indicators is available in document E/CN.3/2017/2 from https://unstats.un.org/sdgs/
metadata/.

10 Given that developing countries often have a more limited set of policy instruments at their disposal, eliminating tariffs across
the board may not be a realistic course of action.

11 See also APEC (2015) for results of a study on the impact of tariff reduction in the proposed products on rural development.
12 The ESCAP secretariat encouraged member States to reduce tariffs on a list of climate-smart goods aimed at reducing

greenhouse gas emissions in 2011 (ESCAP, 2011). Most of these items were included in the subsequent APEC list for
environmental goods liberalization.

13 The list of products is available from https://www.apec.org/Meeting-Papers/Leaders-Declarations/2012/2012_aelm/
2012_aelm_annexC.aspx.

14 See Environmental Goods Agreement (EGA). Available from https://www.wto.org/english/tratop_e/envir_e/ega_e.htm.
15 These measures can be broadly classified as technical and non-technical measures. See UNCTAD (2013).
16 See ESCAP (2016) for a review of the situation on NTMs in Asia and the Pacific. See also chapter 1 in this publication.
17 See CODEX Alimentarius: www.fao.org/fao-who-codexalimentarius/en/.
18 See, e.g. a recent survey of businesses by ITC on NTMs in the Philippines, which shows that trade rules and procedures

pose challenges to nearly 75% of over 1,000 firms surveyed (ITC, 2017).
19 A list of procedural obstacles related to NTMs is available from ITC, www.intracen.org/itc/market-info-tools/non-tariff-measures/

procedural-obstacles/.
20 To support implementation of the Framework Agreement on Mutual Recognition Arrangements, ASEAN has issued guidelines

for the development of MRAs. See ASEAN Secretariat (2014).
21 ITC Standards Map, www.standardsmap.org/identify . Search conducted on 23 September 2017.
22 See, for example, Weissinger (2016).
23 For example, Fairtrade certification meets ISO 17065 standards. See also http://www.standardsimpacts.org.
24 A 4-year study of VSS in the global tea and cocoa supply chain between 2009 and 2014 confirmed that, although the impacts

of VSS are highly context specific, VSS generally bring positive benefits to individuals and producer organisations achieving
certification. However, there are currently limits to their effectiveness in tackling poverty and responding to environmental
challenges. Complementary investments in capacity building would be needed to scale up impact. For details, see Natural
Resources Institute (2014).

25 See box 6 on sustainable government procurement in Germany in Pande (2017).
26 Article 20.11 of the TPP, in the chapter dedicated to the Environment, allows for “private sector entities or non-governmental

organizations to develop mechanisms for the promotion of products based on environmental qualities” as long as the
mechanisms promote competition and are based on relevant international standards, guidelines, and practices.

27 See, for example, ITC business surveys on NTMs, where TBT, SPS and rules of origins are typically identified as the main
non-tariff barriers to trade.

28 WIPO provides an introduction and definition of these terms, see WIPO (2003). Similarly see Grosse Ruse-Khan and Puutio
(2017, forthcoming).
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29 An update on the development and benefits of GIs in South-East Asia is available from www.unescap.org/sites/default/files/
Session16_GI%26Development.pdf. See also new legal framework of the Lao People’s Democratic Republic on GIs
(Santaniello, 2017), and ARTNeT (2017).

30 The Monterey Consensus on Financing for Development (United Nations Department of Economic and Social Affairs, 2002)
already highlighted the importance of FDI.

31 For example, see FAO study by Liu (2014) on the effect of agricultural FDI on local communities.
32 For developing countries, negotiating bilateral investment treaties with the European Union, among others, may be particularly

useful in this regard, as the process often include detailed FDI sustainability impact assessment studies. See, for example,
European Commission (2016) on the Sustainability Impact Assessment (SIA) in support of an investment protection agreement
between the European Union and the Republic of the Union of Myanmar.

33 This is a long-standing issue and ESCAP already examined it at some length in the Asia-Pacific Trade and Investment Report
2013 (ESCAP, 2013).

34 One way to do this is to make it easier and cheaper for firms to hire and fire while ensuring laid-off workers have access to
unemployment benefits. See, among others, Helpman and Itskhoki (2007).

35 An introduction to the trade adjustment agreement in the United States is available from https://www.doleta.gov/TRADEACT/
factsheet.cfm. Also see ESCAP, 2013.

36 Stiglitz (2007), among others, has argued that promoting “market-oriented reforms” without such policies in place would be
a self-defeating strategy that risks undermining support for globalization and the market economy worldwide.

37 “Tax Policy for developing countries” from IMF (2001).
38 The implementation of the ASEAN Single Window Agreement confirms this. The regional single window was supposed to

be completed in 2012, but remains at the pilot stage as of January 2017.
39 Latest information about this United Nations treaty is available from www.unescap.org/resources/framework-agreement-

facilitation-cross-border-paperless-trade-asia-and-pacific.
40 Summary note for reducing trade costs from www.unescap.org/sites/default/files/Summary%20Note%20-%20Key%20

findings%20from%20ESCAP%E2%80%99s%20TPAD%2B.pdf.
41 See Hofman (2016), World Bank speech delivered at Taobao Summit, October 2016.
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Annex – Towards better assessments of trade and investment policies for sustainable
development: missing data and the need for new indicators

Based on the 2030 Agenda for Sustainable
Development, the Inter-Agency and Expert Group
on Sustainable Development Goal Indicators (IAEG-
SDG) proposed a global indicator framework which
associate 232 universal SDG indicators.a Some of
the IAEG-SDG indicators relate to trade and
investment.b Overall, trade- and investment-related

indicators cover about 10 different targets in five
SDGs. However, those IAEG-SDG indicators narrowly
focus on four areas (table A.1): (1) removing
market distortions, (2) reducing import tariff
barriers, (3) enhancing global export share of least
developed countries, and (4) increasing development
assistance.

Focus Related SDG goals and targets IAEG-SDG indicators

1. Remove market SDG 2 End hunger
distortions 2.b. Correct and prevent  trade restrictions 2.b.1 Agricultural export subsidy

and distortions in world agricultural markets

2. Reduce tariff barriers SDG 10 Reduce inequality
10.a Implement the principle of special and 10.a.1 Proportion of zero-tariff lines applied
differential treatment for developing countries to imports from least developed countries

and developing countries

SDG 17 Global partnership
17.10 Promote a universal, rules-based, open, 17.10.1 Worldwide weighted tariff-average
non-discriminatory and equitable multilateral
trading system

17.12 Duty-free-quota-free market access for 17.12.1 Average tariffs faced by developing

all least developed countries countries, least developed countries and
small island developing States

3. Increase export share SDG 17 Global partnership
17.11 increase the exports of developing 17.11.1 Developing countries’ and least
countries, in particular doubling the least developed countries’ share of global exports
developed countries’ share of global exports
by 2020.

4. Enhance cooperation SDG 7 Energy
through official 7.a International cooperation to facilitate 7.a.1 International financial flows in suppor
development assistance access to clean energy research and of clean energy

technology

 SDG 8 Employment
8.a Increase Aid for Trade 8.a.1 Aid for Trade commitments and

disbursements

SDG 10 Reduce inequality
10.b Official development assistance and 10.b.1 Total resource flows for development
financial flows, including FDI, to States where
the need is greatest

SDG 17 Global partnership
17.3 Mobilize additional financial resources 17.3.1 FDI, official development assistance
for developing countries and South-South Cooperation as a proportion

of total domestic budget

17.5 Adopt and implement investment 17.5.1 Number of countries that adopt and
promotion regimes for least developed implement investment promotion regimes for
countries least developed countries

Source: ESCAP’s compilation from the official list of IAEG-SDGs global indicator framework (https://unstats.un.org/sdgs/indicators/indicators-list/).

Focus of trade-related Sustainable Development Goals indicatorsTable
A.1
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Data availability for measuring several of these
indicators is an issue. Table A.2 shows data
availability of trade-related indicators in the Asia-
Pacific region, including in subregions and countries
with special needs (CSNs). Data availability is
a serious issue for the trade-related indicators
under SDG 2. In contrast, trade-related indicators
that use trade flows/shares and tariff data (SDGs 10
and 17) are available for prediction in most
economies in the Asia-Pacific region.c The data for
trade-related indicators under SDG 8 are also mostly
available.

South and South-West Asian (SSWA) economies
have better data availability than other subregions.
The data is available for all economies in that
subregion for trade-related indicators under SDG 8,

and most of indicators in SDG 17. In contrast, several
developing economies members of the Pacific Forum
do not have sufficient data for prediction in most of
trade-related indicators.d

Countries with special needs including least
developed countries, landlocked developing
countries and small island developing States need to
strengthen the availability of tariff and bilateral trade
data. These data are necessary for the trade-related
indicators under SDG 17. In addition, developed
economies and upper-middle income developing
economies in the region are not aid recipient
countries but donors, and may be well-placed to
provide data on commitments and disbursement of
official development assistance (ODA) and Aid for
Trade.e

Source: ESCAP’s compilation and calculation using raw data from various databases maintained by international organizations. More information on the
SDG global indicators is available from https://unstats.un.org/sdgs/metadata/.
Notes: ENEA – East and North-East Asia; SEA – South-East Asia; SSWA – South and South-West Asia; NCA – North and Central Asia; PF – Pacific
Forum; LDC – least developed countries; LLDC – landlocked developing countries; and SID – small island developing States.

Data availability of selected trade-related Sustainable Development Goals indicators
and their proxy

(Percentage of countries in the respective area)

Table
A.2

A A FSDG Indicators Asia-Pacific ENEA SEA SSW C P LDC LLDC SID Developing
Asia-Pacific

2.b.1 Agriculture export subsidy 5.2 14.3 0.0 20.0 0.0 0.0 0.0 0.0 0.0 5.5

2.b.1 Produce support estimate 17.2 42.9 18.2 10.0 22.2 9.5 0.0 9.1 0.0 12.7
(proxy)

8.a.1 Aid for Trade (committement 81.5 60.0 81.8 100 88.9 73.7 100 100 91.7 81.5
and disbursement)

10.a.1 Share of duty-free tariff 100 100 100 100 100 100 100 100 100 100
lines (proxy)

17.10.1 Average tariffs 65.5 85.7 72.7 90.0 66.7 42.9 50.0 63.6 58.3 63.6

17.11.1 Share in global exports 98.3 100 100 100 100 95.2 100 100 91.7 98.2
of goods

17.11.1 Share in global exports 82.8 85.7 100 100 88.9 61.9 100 90.9 83.3 81.8
of services

17.12.1 Average tariffs faced by 100 100 100 100 100 100 100 100 100 100
exports to developed countries

Although data availability for existing IAEG-SDG
indicators is already limited, more data will be needed
to calculate other indicators. Indeed, the current list
of IAEG-SDG indicators seems to neglect the
importance of domestic regulatory and policy
reforms, non-tariff barriers, the efficiency of services
sectors, export diversification and upgrading, the
ability to adopt new technology and absorptive

capacity, all of which are essential factors for
strengthening the competitiveness of least developed
countries, integrating them to the global value chains
(GVCs), and translating the global value chain
participation into sustainable economic and social
development. Table A.3 gives examples of indicators
that could fill the gap left by current official SDG
indicators in relation to trade and investment.
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Examples of additional indicators to track the progress of trade- and investment-related
Sustainable Development Goals

Table
A.3

Domestic
regulatory
reforms

Non-tariff
barriers to
trade

Technology and
absorptive
capacity

GVC
engagement
and upgrading

Focuses Examples of indicators
Sources of methodology

and data

Product market regulation index, OECD
FDI regulatory restrictiveness index

Doing business indicators World Bank

Global competitiveness index World Economic Forum

Bilateral comprehensive trade costs ESCAP-World Bank

Number of trade restrictive non-tariff measures targeted towards WTO
a country, aggregate and disaggregated level by type of NTMs

Services Services trade restrictiveness index OECD, World Bank

Logistics performance index World Bank

Financial market efficiency indicator World Economic Forum, World Bank

Human development index United Nations Development
Programme

ICT development index International Telecommunication
Union

Human capital index, World Economic Forum
Technology adoption indicators

Innovation-input index, Global Innovation Index
Innovation-output index

Infrastructure indicators World Bank

GVC participation index OECD

Export complexity indicators Observatory of Economic
Complexity

FDI flows and shares by sector and partner UNCTAD

Share of processed goods, WITS
Value reach of exports,
Product and market concentrations

Source: ESCAP’s compilation.

While determining the causal relationships between
a change in trade and investment policies and the
sustainable development outcome is difficult and
challenging, the following three dimensions should be
systematically considered:

• Economic outcome includes poverty
reduction and improvement of people’s well-
being. In this regard, indicators should measure
whether trade and investment policy change
contributes to the advances in health,
education, and labour force capabilities among
the groups most likely to be affected by the

policy change. For example, does the
establishment of export-oriented industries
create new jobs? Does it provide safe work
environment and opportunities for workers to
obtain better skills?

• Social outcome considers whether there has
been a reduction of inequalities as a result of
trade and investment. For example, does the
establishment of export-oriented oriented
industries create employment and opportunity
for skill development in rural area, or for
vulnerable groups such as women and minor
ethnic group?
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• Environmental outcome includes the ability
to maintain or preserve developmental
achievements for the future generation. For
example, is the rapid trade-led economic
growth depleting the natural resources? Do
the FDI projects irreversibly damage the
environment?

Figure A.1 provides a standard framework that may
be used to evaluate sustainable development
impacts of trade and investment policies. As shown
in figure A.1, assessing impacts requires a broad
range of data to answer four questions sequentially:
First, which policy measures are being assessed?
Second, which sectors are likely to be affected?
Third, what are the expected effects of policy
changes? Finally, which groups are affected?

In terms of what policies to assess, this would
encompass the range of policies related to the
obligations and commitments under WTO, those that
are implemented by the Government unilaterally, and
those undertaken in response to commitments under
bilateral and regional trade agreements. In addition
to the policy measures on goods, it is important to
identify policy measures on FDI, services, intellectual
property rights, etc.

For sectoral coverage of the impact assessment,
some policy measures may affect only a particular
sector while other policy changes may have impacts
across several industries. It might be too costly in
terms of financial and time resource to cover all
affected sectors in the impact assessment. In such
cases, only some sectors selected for detailed
analysis. The selection may be based on the
economic importance of a sector, or the likelihood
of it being affected by the policy measures being
assessed.

Regarding channels, trade and investment policy
changes can affect development through one or

more channels. For example, trade policy change can
affect the prices of imports, exports, and other goods
connected through the input-output relationship.
Changes in prices can, in turn, lead to a change of
production and consumption levels. Change in
production levels would have different impact on
employment across different skills, genders and other
groups.

As the policy changes likely affect different
stakeholders differently, sufficient level of data
disaggregation is necessary for identifying those who
will be most directly affected by the changes,
followed by an identification of those who will be
subject to important indirect effects. Example of
required data disaggregation include sectoral, sub-
sectoral, and industry levels. There may also need
data disaggregated by region, income or skill levels,
and gender.

Endnotes

a An Inter-agency and Expert Group on SDG Indicators (IAEG-
SDGs) was created on 6 March 2015, at its 46th session of
the United Nations Statistical Commission. The IAEG-SDGs
has a mandate to develop and implement the global indicator
framework for the Goals and targets of the 2030 Agenda for
Sustainable Development. For more information, please see
https://unstats.un.org/sdgs/iaeg-sdgs/.
b The global indicator list is contained in the Report of the Inter -
Agency and Expert Group on Sustainable Development Goal
Indicators (E/CN.3/2017/2), Annex III. The document is
available from https://unstats.un.org/sdgs/indicators/
indicators-list/
c The data is available for prediction if there are at least 2 data
points available from the first global development agenda
(MDGs) until 2017.
d Data is not available in most cases for American Samoa,
Guam, Marshall Islands, Nauru, Niue, Northern Mariana
Islands.
e Aggregated statistics of Aid for trade commitments and
disbursement by donors are also available from the OECD
database, https://data.oecd.org/oda/net-oda.htm.
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CHAPTER

5
FOREIGN DIRECT

INVESTMENT:
LINKAGES TO

TRADE, GROWTH
AND SUSTAINABLE

DEVELOPMENT
Over the past 25 years, the world has witnessed an unprecedented wave
of globalization, including a proliferation of deeper regional trade agreements
and bilateral investment treaties. The Asia-Pacific region has played
a leading role in promoting regional economic integration focused on trade
and foreign direct investment (FDI). While the impact of trade liberalization
on development has been studied extensively, the impact of FDI is less
understood.1 Indeed, despite the significant efforts to liberalize trade and
promote FDI in the Asia-Pacific region, and the visible positive economic
outcomes of these efforts, there is relatively little quantitative research on
the relationship between FDI, international trade and growth.

Accordingly, this chapter analyses the impact of FDI on trade and growth
in Asia and the Pacific empirically. Policy considerations for attracting and
enhancing the linkages between FDI and sustainable development are then
presented, building on the discussion in chapter 4.
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A. IMPACT OF FOREIGN DIRECT
INVESTMENT ON TRADE AND
GROWTH IN ASIA AND THE PACIFIC

In order to evaluate the relationship between FDI,
trade and growth, the structural computable general
equilibrium (CGE) model of Anderson, Larch and
Yotov (2017) was employed (see annex).2 This model
provides a comprehensive and unified framework to
quantify the relationship between trade, domestic
investment (through physical capital accumulation)
and FDI (in the form of non-rival technology capital).3

In the model, trade liberalization affects growth
through capital accumulation. Studies show that
accumulation of capital and other production factors
are responsible for large increases in trade, in
response to moderate trade cost reductions, such
as small tariff cuts. Furthermore, the link between
domestic investment and trade operates in both
directions: trade affects growth by changing
consumer and producer prices, which, in turn,
stimulates or impedes physical capital accumulation.
At the same time, domestic investment affects
trade directly, through changes in economy size,

and indirectly, by altering the incidence of trade
costs on the consumers and on the producers
through prices.

FDI is modelled as technological capital, where
a country can use its technology capital not only at
home but also abroad. Technology or knowledge
capital refers to patents, blueprints, and management
skills or practices among other things. Modelling FDI
as technology capital is consistent with the fact that
“[t]oday, FDI is […] about technology and know-how,
[...] International patterns of production are leading
to new forms of cross-border investment, in which
foreign investors share their intangible assets such
as know-how or brands in conjunction with local
capital or tangible assets of domestic investors.”
(Qiang, Eschandi and Krajcoviaova, 2015). Such
modelling approach is particularly appropriate for
the Asia-Pacific region. Indeed, although the
technological gap between many of the investing
developed countries and many of the recipient
Asia-Pacific economies remains wide (figure 5.1), the
level of skill, infrastructure and education in the region
is sufficiently high to complement the incoming
knowledge capital.

Source: ESCAP calculations based on World Economic Forum, Global Competitiveness Index 2007-2008 through 2017-2018 (accessed October 2017).
Note: Technological readiness is based on the Global Competitiveness Index score, specifically the 9th pillar “Technological readiness” which measures
the technological adoption and ICT usage.

Figure
5.1

Technological readiness in Asia-Pacific, Europe and North America, 2007-2018
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The results of the empirical analysis indicate that the
contributions of FDI to trade, investment and gross
domestic product (GDP) growth in the Asia-Pacific
region are large.4 Specifically, FDI has increased
exports of the region by 7% and physical capital
accumulation by 3.1%.5 Most importantly, FDI has
contributed to enhancing aggregate welfare of the
region, accounting for 7.1% of GDP per capita on
average.

“FDI has helped increase both regional exports
and GDP by 7%, while the physical capital
accumulation attributable to FDI stood at about
3%.”

The impact of FDI on the economies of the Asia-
Pacific region has been quite heterogeneous. The
countries that have benefited the most from FDI are
those that have the largest FDI shares in production
and are engaged in investment-related treaties.6

These include Hong Kong, China (with a 151%
increase in exports, 90% increase in physical capital,
and 132% increase in real GDP per capita) and
Singapore (with an 80% increase in exports, 64%
increase in physical capital, and 93% increase in real
GDP per capita).7 Those that have benefited the least
are countries that have largely been outsiders to the
intensive globalization of the last 25 years. These
include, for example, Uzbekistan (with a 0.5%

increase in exports, 0.1% increase in physical capital,
and 0.3% increase in real GDP per capita).

“While contributions of FDI to trade, investment
and growth in the Asia-Pacific region were
significant, the impact of FDI has varied among
economies.”

Whereas growth in real GDP per capita and inward
FDI are positively linked, changes in real GDP per
capita and outward FDI are negatively linked: in other
words, higher inward and lower outward FDI resulting
from liberalization drive larger positive changes in real
GDP per capita (figure 5.2). Overall, a country with
higher inward than outward FDI has the potential to
benefit more from FDI because the net capital and
foreign technology inflow can be used for production
at home.8

However, the effect of FDI on exports is more
ambiguous. Some countries, such as Singapore,
New Zealand and Kazakhstan, have seen substantial
increases in their total exports due to FDI. This
suggests FDI and trade may be complement,
i.e. increasing FDI inflows stimulates trade.
However, other countries, such as Pakistan, India
and China, have had total exports fall. In these
cases, FDI and trade may be substitutes rather
than complements.

Figure
5.2

Inward and outward foreign direct investment impact on GDP per capita, 2011

Source: Larch and Yotov (2017).
Notes: This figure does not include Hong Kong, China and Singapore.

ISO country codes in parentheses: Australia (AUS), China (CHN), India (IND), Indonesia (IDN), Iran (Islamic Republic of) (IRN), Japan (JPN), Kazakhstan
(KAZ), Republic of Korea (KOR), Malaysia (MYS), New Zealand (NZL), Pakistan (PAK), Philippines (PHL), Russian Federation (RUS), Thailand (THA), Turkey
(TUR) and Viet Nam (VNM).

ROW – rest of the world.
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“FDI and exports are complements rather than
substitutes in most of the observed economies,
in line with Asia-Pacific countries’ participation
in international production networks.”

Figure 5.3 shows the relationship between the real
GDP per capita change and the change in total
exports induced by FDI liberalization. The figure
suggests a positive relationship, i.e. FDI leads to
larger trade changes and larger real GDP per capita
gains. However, this applies mainly to countries with
large positive trade and real GDP per capita gains.
For countries with negative trade effects, the
relationship is less pronounced.

Overall, the results confirm that FDI and exports are
complementary rather than substitutes in most of the
observed economies. Such complementarity is
expected to increase as Asia-Pacific countries
continue to develop and participate in regional and
global production networks. FDI can provide the
capital and management know-how to develop such
networks, enabling trade to flourish. A more
coordinated and integrated approach to trade and
FDI policies will be important in that context, in
particular to support sustainable development.

B. ATTRACTING AND LINKING FOREIGN
DIRECT INVESTMENT TO SUSTAINABLE
DEVELOPMENT

FDI is recognized as a powerful tool for promoting
sustainable development. Both the 2002 Monterrey
Consensus on Financing for Development and its
successor, the 2015 Addis Ababa Action Agenda
on Financing for Development, identified FDI as
a mechanism that can facilitate sustainable
development and the implementation of the
Sustainable Development Goals (SDGs). However,
accurately measuring the impact of FDI on
sustainable development is not straightforward, as
the impact of each investment may be different
depending on circumstances and conditions.
Generally, however, greenfield investment may be
more likely to add to new production capacity and
employment than FDI through mergers and
acquisitions (M&A)9. Similarly, efficiency-seeking FDI
may have more positive impact on local small and
medium-sized enterprises (SMEs) than resource- or
market-seeking FDI.

FDI is essentially a financial flow and hence an
important source of financing for development, as
mentioned in chapter 4. FDI can also be thought of

Figure
5.3

Impact of foreign direct investment on real GDP per capita and the change
in total exports, 2011

Source: Larch and Yotov (2017).
Notes:This figure does not include Hong Kong, China and Singapore.

ISO country codes in parentheses: Australia (AUS), China (CHN), India (IND), Indonesia (IDN), Iran (Islamic Republic of) (IRN), Japan (JPN), Kazakhstan
(KAZ), Republic of Korea (KOR), Malaysia (MYS), New Zealand (NZL), Pakistan (PAK), Philippines (PHL), Russian Federation (RUS), Thailand (THA), Turkey
(TUR), Uzbekistan (UZB) and Viet Nam (VNM).
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as technological capital and is a potential channel
for transferring technology to developing countries
(box 5.1). However, the picture of FDI’s impact is
more complicated when the social and environmental
dimensions of sustainable development are included.
While FDI is known to contribute to the “growth
enhancing effect” (the economic dimension of

sustainable development), its contribution to the
“distribution effect” (social dimension) remains low
(Fortanier and Maher, 2001). The potential for
environmentally damaging effects of FDI in extractive
industries or the agricultural and construction sectors
in developing countries has also been noted (e.g.
GIZ, 2010).

The positive effects of FDI through technology transfer are very much linked to a host country’s local
technological capabilities and absorptive capacity. Establishing functioning backward and forward linkages
with domestic enterprises can encourage technology transfer from transnational corporations (TNCs) to the
host country. Malaysia and Thailand are good examples of successful transfer of technology through FDI.

Since the second half of the 20th century, the Government of Malaysia has encouraged foreign investment in
their industries and formulated specific industrial policies to attract TNCs in ever-higher technology-intensive
industries. Average annual FDI inflows has been over $10 billion since 2010, accounting for around 10% of
total FDI to ASEAN (UNCTAD, 2014). A significant portion of these inflows have gone to the manufacturing
sector, improving both the quantity and quality of the domestic stock of capital goods as well as the local
production facilities. The successful vertical transfer of technology in Malaysia’s manufacturing sector has also
led to the upgrade of machinery and product lines and increased production capabilities of local workers (Lee
and Tan, 2006).

FDI has also been a vehicle for strengthening research and development (R&D) and human resource
development in Thailand. Since 2000, the automobile industry in Thailand has shifted towards more technology-
intensive activities, including engineering (Poon and Sajarattanochote, 2010). One of the major causes of this
shift was the expansion of Japanese investment in and technology transfer to Thailand (Techakanont, 2008).
Between 2005 and 2012, Japan invested $3 billion, or 35% of the total FDI inflows, per year on average
(UNCTAD, 2014). In addition, Japanese automotive firms, such as Toyota and Honda, have established R&D
centres in Thailand and have trained engineers and technicians (Yamauchi, Paopongsakorn and Srianant, 2009).
The transferred technology from Japanese firms has allowed the Thai labour force to develop capacity in various
areas, ranging from assembly, operating and maintenance to quality control technology.

Despite these gains, technology transfer in Thailand has been modest compared to Malaysia and Singapore,
which have implemented policies in education, skill development and local technological capacity building. In
Thailand, on the contrary, science and technology policies remain rather fragmented (Poon and
Sajarattanochote, 2010). Additionally, Thai supplier firms’ lack of engineers and technological capabilities have
prevented Thailand from catching up with other more advanced ASEAN countries (Sadoi, 2010).

a Adapted from ESCAP (2017).

Technology transfer through foreign direct investment: the experiences
of Malaysia and Thailanda

Box
5.1

1. General policy considerations for
attracting foreign direct
investment

Given the potential impacts of FDI on development,
a comprehensive policy framework is required that
not only attracts quality FDI but also allows host
countries to benefit from FDI along all three

dimensions of sustainable development. Policies to
attract FDI should not be formulated in isolation.
Rather, they should be well integrated and
mainstreamed in national development plans and
strategies because FDI cuts across virtually all
aspects of development. This will require the active
cooperation and proper coordination of all concerned
government agencies and ministries.
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“Policies to attract FDI require the active
cooperation and proper coordination of all
concerned government agencies and ministries.”

FDI policies have generally focused on the economic
dimension of development. In the 1980s, such
policies often consisted of economic and investment
liberalization and deregulation measures. While such
liberalization often improves the efficiency of the
economy, various crises, including the 1997 Asian
financial crisis and the 2008-2009 global financial
crisis, have demonstrated the need for prudent
regulation and supervision in order to improve the
stability of the economy and investment environment.
Moreover, foreign investors value transparent, fair,
non-discriminatory and predictable rule of law that
ensures property rights, among others. While many
countries have adopted a national investment law,
such laws may need to be complemented by laws
in various other areas, resulting in a body of
economic and business law that may no longer
include or necessitate an investment law.

In the 1990s, the emphasis of FDI policies shifted to
strengthening the domestic business and investment
climate with the aim of reducing the costs of doing
business (for both domestic and foreign investors).
At present, this remains a serious challenge for many
countries in the region. The World Bank Ease of
Doing Business indicators provide insights on the
quality of individual countries’ investment climates
(figure 5.4). Based on these indicators, 20
developing-country ESCAP members ranked in the
top half, while 21 ranked in the bottom half. For
example, Singapore ranked number two in the 2017
global rankings (it was number one in 2016), but
Afghanistan was ranked 183 out of 190 countries.
Improving the investment climate is, therefore,
a priority in many countries. To a large extent, this
relates to reducing bureaucracy and red tape and
making it easier for businesses to start up and
conduct operations. Given that much FDI is related
to trade, reducing trade costs by streamlining and
harmonizing customs procedures, including the
adoption of single windows and paperless trade
practices, is also very important.

Source: ESCAP calculations based on World Bank (2016).
Note: The figure is based on “distance to frontier” scores for each subregion. The scores are reflected on a scale from 0 to 100, where 0 represents the
lowest performance and 100 represents the frontier.

Figure
5.4

Ease of doing business: Asia-Pacific performance, by subregion, 2017

Developing East and North-East Asia

South-East Asia

South and South-West Asia

North and Central Asia

Developing Pacific

Developed Asia-Pacific

Starting
a business

Dealing with 
construction 

permits

Getting 
electricity

Registering 
property

Getting 
credit

Protecting 
minority 
investors

Paying 
taxes

Trading 
across 

borders

Enforcing 
contracts

Resolving 
insolvency



FOREIGN DIRECT INVESTMENT:  LINKAGES TO TRADE, GROWTH AND SUSTAINABLE DEVELOPMENT CHAPTER 5

 Asia-Pacific Trade and Investment Report 2017  ◗  103

As competition for FDI has intensified among
individual countries with similar competitive
advantages, so has the use of ever more generous
incentives, especially tax incentives, to attract foreign
investors. However, the evidence is not strong that
such incentives play a crucial role in the investment
location decision. They certainly cannot turn a bad
investment climate into a good one and cannot
compensate for the lack of more essential
requirements for the success of a standard
investment project. Rather than tax incentives,
countries would be better served by financing more
important development projects, such as the
provision of infrastructure or special economic zones,
that would also benefit investors.

Nonetheless, tax incentives can sometimes influence
an investment decision in favour of one location that
is otherwise very similar to other potential investment
locations. They can also be linked to performance
requirements as a quid pro quo,10 and incentives may
play a bigger role in global value chain (GVC) (i.e.
export-related) FDI than in other forms of FDI (Mutti
and Grubert, 2004). Some countries are also now
moving to make their incentive regime more impact-
oriented (box 5.2). As a general rule, incentive
regimes should be transparent, time-bound, clearly
linked to a specific policy objective and subject to
thorough monitoring and evaluation. In the context
of the 2030 Agenda for Sustainable Development,
providing incentives aimed at attracting FDI in sectors

Under Thailand’s Board of Investment 7-Year Investment Promotion Policy (2015-2021), the country promotes:
(a) investment that helps enhance national competitiveness by encouraging R&D, innovation, SMEs, fair
competition, inclusive growth and value creation in the agricultural, industrial and services sectors; (b) activities
that are environment-friendly, save energy and use alternative energy to drive balanced and sustainable growth;
(c) clusters to create investment concentration in accordance with regional potential and to strengthen value
chains; and (d) special economic zones to create economic connectivity with neighbouring countries and to
prepare for entry into the ASEAN Economic Community (AEC).

For that purpose, the Board has shifted its incentive policy from location-based incentives (“zones”) to activity
and merit based incentives as illustrated in figure.

Figure: Shifting investment incentive policy in Thailand

Thailand’s new approach to granting foreign direct investment incentivesBox
5.2

Source: Board of Investment, Thailand.
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that would contribute to more inclusive development
and provide access to environmentally sound
technologies should be considered.

A popular policy tool to attract FDI in an overall
substandard investment climate is the establishment
of special economic zones. Special economic zones
can take many different forms, of which the export
processing zone is probably the most popular. While
they have played an important role in the expansion
of global value chains, special economic zones have
a varied success rate. They have been generally
successful in some countries, such as China and
Malaysia (box 5.3), but not in others. This is often
because they are poorly designed, located in areas
lacking competitive advantage and poorly managed
(Foreign Investment Advisory Service, 2008). They
also often have negative social and environmental
impacts (UNIDO, 2015). Successful special economic
zones are properly planned with due regard to social

and environmental considerations, and properly
designed and managed, preferably by a private
operator. They should also have linkages with the rest
of the economy, including domestic small and
medium-sized enterprises, be demand-driven and
provide top quality infrastructure. Lastly, they should
conform to international legal obligations of the World
Trade Organization (WTO) agreements and free trade
agreements.

Investment policy needs to be complemented by
proactive investment promotion, particularly to
address information asymmetries. Studies by the
World Bank have shown that a 10% increase in an
investment promotion budget leads to a 2.5%
increase in FDI, while the net present value of
proactive investment promotion is almost $4 for every
$1 expended.11 The focus of investment promotion
efforts depends on the level of development and
investors’ overall perception of a particular location.

In China, special economic zones (SEZ) programmes on average have increased the level of per capita FDI
by 21.7% and the growth rate of FDI inflows by 6.9%. (Wang, 2013). During the 1980s-1990s, over 70% of
FDI flowed to provinces with SEZs or SEZ-like zones. The zones have been extremely successful in attracting
FDI, and there is a clear positive relationship between FDI inflows and SEZ expansion (McCallum, 2011).

What makes the SEZ programme in China unique is its decentralized management structure. An administrative
committee, commonly selected by the local government, oversees the economic and social management of
the zone. This includes approving FDI projects up to a certain limit, building and improving infrastructure, and
regulating the land use on behalf of the local administration. The World Bank has described China’s SEZs as
a unique zone-within-zone case because large opened economic zones (the whole municipality) hosted smaller
zones (state-level and province-level economic zones) within their territory.

The early example set by the SEZ in Shenzhen is exemplary. Shenzhen’s objective was “learning by doing”
and creating forward and backward linkages with multiple local suppliers. As of 1998, high-tech industries
accounted for almost 40% of the industrial output within Shenzhen SEZ. In 2008, Shenzhen registered more
patents than any other city in China, with 2,480 new patents. Between 1978 and 2014, Shenzhen’s GDP per
capita grew by almost 25% from RMB 606 to RMB 149,500 (around $24,000). The population at the same
time grew from a mere 30,000 to a world city of more than 10 million inhabitants (UNIDO, 2015).

In spite of the success at Shenzhen, there is disagreement about the impacts of SEZs. On the positive side,
Wang (2013) found that the SEZs contributed to inflows of FDI increases in total factor productivity, technology
transfer and higher wages for workers in SEZs. He also found that SEZs neither crowd out nor crowd in
domestic investment. However, Gopalakrishnan (2007) argues that only the Shenzhen SEZ could be considered
a success. He criticizes SEZs for creating speculative markets in land use rights and real estate, labour abuse
and child labour, distress migration, and crime.

a Adapted from ESCAP (2017).

The experience of China with special economic zonesaBox
5.3
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Investment promotion, in the end, is about marketing
a specific location to foreign investors. In many
cases, such marketing begins with a campaign to
improve the image of the location or dispel negative
and often unrealistic perceptions. After investors are
aware of the potential associated with a location,
there is more active investment promotion. This
involves investor-targeting in specific sectors from
specific countries and individual companies.

Most countries have set up agencies that specifically
engage in investment promotion and facilitation
activities. Investment promotion is a distinct function
from investment policy and requires an agency that
works directly with investors. While investment
promotion is often undertaken by specific ministries
or departments within ministries, best practices have
demonstrated that the ideal set-up is an autonomous
agency with a board of directors from both the public
and the private sectors that reports directly to the
Head of Government or Head of State. This ensure
that it has the proper authority to perform one-stop
functions and undertake the necessary coordination
among the many government and private sector
institutions involved in effective investment
promotion. Such agencies may appear under different
names or under generic names such as a board
of investment of foreign investment agency. In
recent years, the focus of investment promotion has
shifted towards investment facilitation, which
includes addressing information gaps and
conducting site visits for investors in the pre-
establishment phase. It also provides one-stop
services in the establishment phase and aftercare
services in the post-establishment phase. Aftercare,
in particular, has emerged as an essential service
provided by investment promotion agencies for
locations that already have a critical mass of
investors. The rationale for aftercare is to close the
gap between investment announcements and
approvals on the one hand, and actual realized
investment on the other.

“Investment policy needs to be complemented by
proactive investment promotion and facilitation,
including aftercare that addresses information
asymmetries and helps retain existing
investment.”

Investment promotion and facilitation have assumed
greater importance with increasing intraregional FDI

flows. These currently account for over 50% of total
FDI inflows to the region and is mostly GVC-related
(Asian Development Bank, 2016). Increasingly,
intraregional investment takes the form of South-
South investment, such as from China and India, but
it also includes the higher-income ASEAN countries,
such as Malaysia, Singapore and Thailand, investing
in the lower-income ASEAN countries, such as
Cambodia, the Lao People’s Democratic Republic
and Myanmar. Another noticeable trend is that
increasingly, SMEs from the region are becoming
outward investors in other countries of the region.
They often follow larger manufacturing TNCs from
their home country as suppliers abroad, and then
enter into joint ventures with domestic SMEs in the
host country. These investors in particular require
assistance from host country investment promotion
agencies, both in terms of meeting their information
needs and aftercare.

2. Enhancing the sustainability of foreign
direct investment

Within the context of the 2030 Agenda for
Sustainable Development, the adoption of
sustainable FDI policies is increasingly important
(box 5.4). Sustainable FDI policies are aimed at:
(a) contributing to sustainable development by
reducing inequality and poverty, enhancing local
productive capacities, strengthening social resilience
and solidarity and improving the environment;
(b) creating synergies with wider economic
development goals or industrial policies and
achieving seamless integration into development
strategies; (c) fostering responsible investor
behaviour and responsible business conduct; and
(d) ensuring the effective design and implementation
of FDI within a particular institutional context.

It is important to make TNCs, FDI and business in
general, part of the solution to achieve sustainable
development rather than viewing them as the
problem. ESCAP (2011) showed that TNCs and
business in general are the producers of climate-
smart goods, services and technologies and hence
play an important role in climate change mitigation.
SDG 17 specifically addresses the need for a global
partnership which includes business. One
encouraging example is the partnering of the United
Nations Global Compact and KPMG on the SDG
Industry Matrix project. This project showcases
industry-specific examples and ideas for corporate
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action related to each SDG. However, governments
also have a responsibility to provide an enabling
environment for business to adopt, practise and
implement standards and principles of responsible
business conduct. In this regard, foreign investors
and their home countries are increasingly required to
adopt international standards of responsible business
conduct. These include the OECD Guidelines for
Multinational Enterprises, the applicable International
Labour Organization agreements, ISO 26000
standards and principles under the United Nations
Global Compact, the Global Reporting Initiative and
the Guiding Principles on Business and Human
Rights, to name a few.

In addition, mobilizing private investment is critical
for achieving the SDGs given the enormous
investment gaps. The UNCTAD World Investment
Report 2014 notes that in terms of foreign sources,
the cash holdings of TNCs were in the order of
$5 trillion; sovereign wealth fund (SWF) assets

exceeded $6 trillion; and the holdings of pension
funds domiciled in developed countries alone have
reached $20 trillion. Realizing the vast investment
opportunities of SDGs, private companies are
increasingly interested in investing in sustainable
development, including through innovative financing
mechanisms such as social and impact investment
and sustainable stock exchanges. However, much
more needs to be done to channel the available funds
into viable sustainable development projects.

“Business is part of the solution to achieveing
sustainable development, and governments have
to provide an enabling environment to promote
responsible business conduct.”

For this purpose, UNCTAD developed a strategic
framework for private sector investment in the SDGs.
It addresses three main challenges: (a) mobilizing
funds for sustainable development; (b) channeling

Lao People’s Democratic Republic, a landlocked least developed country and a member of the Association of
Southeast Asian Nations (ASEAN), illustrates the impact of FDI on sustainable development. The country has
experienced remarkable economic progress in the past 15 years – GDP per capita (in constant 2010 United
States dollars) increased from $704 in 2001 to $1,538 in 2015, and FDI inflows increased from $24 million to
$890 million in the same period.

Despite this progress, there are certain aspects that are less desirable. FDI flows to the Lao People’s Democratic
Republic have been heavily concentrated in the natural resources sector, which generates few jobs due to its
capital-intensive nature. Furthermore, dependency on the natural resources sector increases the country’s
risk of Dutch disease and exposure to volatile international commodity prices and sector-specific shocks.
Also, the boom in natural resources has resulted in increased environmental degradation and pollution (OECD,
2017).

In order to overcome these problems, the Lao People’s Democratic Republic should seek to attract more
sustainable investment. First, FDI in non-natural resource-based industries could provide positive technological
spillovers through learning-by-doing effects and increasing returns to scale in production (World Bank, 2014).
Second, expanding the private sector-led natural resource related services and construction sectors could
generate technological spillovers and allow the country to benefit more fully from the natural resources sector.
Government regulations and assistance will be needed to facilitate this shift to more sustainable FDI.

In this regard, the Government’s eighth National Socio-Economic Development Plan for 2016-20 aims to fully
incorporate the Sustainable Development Goals, diversify economically and build the country’s absorptive
capacity (OECD, 2017).

Source: Kim (2017).

Attracting sustainable investment: the case of the Lao People’s Democratic RepublicBox
5.4
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funds to sustainable development projects; and
(c) maximizing impact and mitigating drawbacks.
The framework contains a detailed action plan for
private sector investment in the SDGs (UNCTAD,
2014). It also includes action packages focusing on
(a) a new generation of investment policies and
promotion strategies; (b) innovative financing and
reorientation of financial markets; (c) regional
cooperation mechanisms; (d) changing the global
business mindset; (e) new forms of partnerships; and
(f) the reorientation of investment incentives.

To boost FDI in sustainable development, a new
generation of sustainable investment policies is
necessary. These policies should provide a
comprehensive framework for evaluating and guiding
FDI projects and government policies on both inward
and outward FDI. UNCTAD followed its 2014 action
plan for private sector investment in the SDGs with
a more comprehensive Investment Policy Framework
for Sustainable Development in 2015 (UNCTAD,
2015a). The 2015 framework contains national
investment policy guidelines, international investment
policy guidelines, including policy options for
negotiating international investment agreements, and
an action menu for promoting FDI for sustainable
development. The framework features strategic
initiatives to mobilize funds and channel investment
towards sectors that are key for sustainable
development. Essential to the framework are
strengthening domestic, social and environmental
laws and regulations, developing more vocal
consumer groups and stronger civil society, and
promoting inclusive and sustainable international
investment agreements.

With regard to international investment agreements,
there have been calls for international investment
agreements to better balance the rights and
obligations of the investor on the one hand and the
host country on the other. Traditionally, these have
favoured investors. Of course, the objective of
investment laws and bilateral investment treaties is
to protect investors and give them incentive to invest
in a host country. However, in the absence of a
multilateral legal framework on investment, investors
have often abused treaty provisions or invoked the
provisions of the most generous applicable treaty to
their favour. As a result, host countries have
increasingly terminated such agreements or called for
their renegotiation. More recent international
investment agreements are more equitable. They

contain labour and environmental clauses that better
balance the rights of the investor with those of the
host country, while provisions on fair and equitable
treatment, most-favoured nation and national
treatment, and investor-State dispute settlement have
also been made more precise to limit potential abuse.

“Future international investment agreements will
need to better balance the rights and obligations
of both the investor and the host country.”

As part of its investment policy framework, UNCTAD
has issued a comprehensive road map for
international investment agreement reform in support
of sustainable development (UNCTAD, 2015b). The
road map is based on the principle that international
investment agreement (IIA) regime reform should be
guided by sustainable development objectives, focus
on critical areas, include actions at all levels, take
a systematic and sequential approach, and ensure
inclusiveness and transparency. UNCTAD is currently
reviewing the road map under the next phase, which
aims to modernize the existing stock of “old-
generation” IIAs (phase 2 of IIA reform). UNCTAD’s
World Investment Report 2017 also discusses 10
options to reform old-generation treaties that
countries can adapt and adopt in line with their
specific reform objectives. Despite these efforts,
making an IIA regime consisting of thousands of
agreements more coherent is a global challenge that
calls for coordinated action from all stakeholders.

C. CONCLUSION

An empirical CGE analysis of the contributions of FDI
to trade, investment and growth in the Asia-Pacific
region suggested that they were both positive and
large. Unlike FDI outflows, FDI inflows were found to
be strongly and positively linked with growth. FDI
inflows increased total exports, leading to larger GDP
per capita gains. However, it was also found that the
impact of FDI on development of Asian-Pacific
economies varies greatly among individual countries
and depends on each country’s absorptive capacity
and policy environment.

With the adoption of the SDGs, FDI impacts on and
contributions to sustainable development are
becoming more important. While the traditional
motivation for attracting FDI has been economic, the
focus is increasingly shifting to the impact of FDI on
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social and environmental aspects of sustainable
development. FDI can, and must, contribute to all
three dimensions of sustainable development. This
is not automatic, however, and a targeted approach
is needed to attract FDI in priority SDG sectors and
to address potential adverse social and
environmental impacts from FDI. Policies, laws,
regulations and institutions need to be established
or reformed to guide FDI towards sustainable
development and motivate TNCs to invest in the
SDGs. This will require strong government and good
governance.

Raising businesses’ awareness of the investment
opportunities in sustainable development will also be
important. Increasingly, investors and businesses
recognize that future profit maximization requires
social and environmental sustainability. In particular,
managing human and natural resources responsibly
and sustainably is the key to not only future profits
but also corporate sustainability. Businesses need to
embed sustainability in their daily operations and
management, and governments need to provide the
necessary enabling environment. In the end,
sustainability is about survival for all.
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Endnotes

1 This is partly due to lack of data as well as the need for theoretical foundations that reflect the changing nature of FDI over
time.

2 This section is based on Larch and Yotov (2017).
3 This is done in this case by running a counterfactual simulation looking at the changes in trade, physical capital, and growth

when the countries do not receive any FDI.
4 Based on a data set covering 20 key ESCAP Asia-Pacific economies.
5 In other words, the presence of FDI in Asia-Pacific countries has increased exports of the region by 7% compared to

a situation where there would have been no FDI. Similarly, the presence of FDI has resulted in regional physical capital to be
3.2% higher than it would have been without it.

6 A mapping of international investment agreements is available from http://investmentpolicyhub.unctad.org/IIA
7 As an example, the finding of an 151% increase in exports in Hong Kong, China means that annual exports of Hong Kong,

China are 151% higher than they would have been without FDI.
8 Because the model focuses on GDP growth, it does not take into consideration the impact of FDI on gross national product

(GNP). As outward FDI improves a country’s national competitiveness, it could be expected to contribute to higher economic
growth as measured by GNP, as GNP includes the income generated by a country’s citizens abroad.

9 This is supported by a recent study by Jude (2015), among others.
10 Performance requirements in the form of export quotas, domestic content, skills development, employment, technology

transfer, etc. are seen by some as a useful tool to make FDI work for development. However, in practice, they are often
counterproductive as TNCs are not prone to invest in economies where they would be at a competitive disadvantage globally
as a result of such requirements. In any case, most trade-related performance requirements are prohibited under relevant
WTO agreements such as the Agreement on Trade-Related Investment Measures (TRIMS).

11 Studies quoted in Vale Columbia Center for Sustainable International Investment (VCC) (2009): Louis T. Wells and Alvin G.
Wint, “Marketing a country: promotion as a tool for attracting foreign investment,” FIAS Occasional Paper No. 1 (Washington,
D.C.: Foreign Investment Advisory Service, 1990) and their 2000 update “Marketing a country: promotion as a tool for attracting
foreign investment,” FIAS Occasional Paper No. 13 (Washington, D.C.: Foreign Investment Advisory Service, 2000).
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The model of Anderson, Larch and Yotov (ALY, 2017)
provides theoretical micro-foundations for the
relationships between trade, domestic investment in
physical capital and FDI within a tractable structural
framework. In order to achieve these goals, ALY nest
a standard N-country Armington (1969) model of
trade within a dynamic model of investment, where
representative households maximize the present
discounted value of their lifetime utility and choose
how much to invest in domestic physical capital as

well as in non-rival technology capital, which can be
used at home, but also in any other country in the
world, thus constituting FDI. By solving the
consumer’s optimization problem, ALY derive the
following system. It captures the interactions
between trade, domestic investment and foreign
direct investment in the steady state of their model:

The structural relationships among the variables in
system (1) - (8) are intuitive.

Annex. Structural model of trade and investment: theoretical foundations

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

• Equation (1) is the familiar structural gravity
equation from the trade literature. Equation (1)
implies that the value of exports (Xij) from
exporter i to importer j should be proportional
to the sizes of the two countries, as measured
by the value of the exporter’s output (Yj) and
the value of the importer’s expenditure (Ej),
respectively. It should be inversely proportional
to the trade frictions between the two trading
partners, which are captured by a composite
trade cost term. In addition to bilateral trade

costs (tij), trade between two nations is also
influenced by general equilibrium trade costs.
These are captured by the multilateral
resistance indexes of Anderson and van
Wincoop (2003).

• Equations (2) and (3) define the inward
multilateral resistances (Pj) and the outward
multilateral resistance (Π i) as general
equilibrium trade cost indexes that consistently
aggregate all bilateral trade costs for each
importer and for each exporter to the country
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level, and simultaneously decompose their
incidence on the consumers and the producers
in each country. The multilateral resistances
transmit the impact of bilateral policies and
shocks to trade costs throughout the trade-
and-investment system (1) - (8). See Yotov and
others (2016) for a detailed discussion of the
multilateral resistance terms and their
properties and importance in relation to GE
modeling.

• Equation (4) is a restatement of the market-
clearing condition. It states that at delivered
prices, the total value of production in each
country j should be equal to the total
shipments of this country to each other country
in the world, including j itself. As currently
written, Equation (4) clearly captures the fact
that when the producers in country j face lower
outward resistance (Πj) to shipping their goods,
they internalize part of this and enjoy higher
factory-gate prices (pj).

• Equation (5) defines the value of production in
a Cobb-Douglas functional form, where pj is
the factory-gate price, and production
combines technology (Aj), labour (Lj), physical
capital (Kj), and, importantly, foreign direct
investment (FDIij). Here, α is the Cobb-Douglas
capital share, (ηj) is the share of bilateral FDI
from country i to country j, and (φ) is the
production share of FDI. In order to be able to
capture the empirically relevant case of zero
bilateral FDI, ALY employ a max-functional form
to model FDI.

• Equation (6) defines expenditure (Ej) as a
function of nominal national income (Yj) and the
revenues from outward FDI and the payments
to inward FDI, respectively. This equation
captures the fact that the FDI payments drive
a wedge between the value of domestic
production and value of domestic expenditure.
This also implies that the impact of FDI on
national expenditure will depend on the net FDI
position of the country.

• Equation (7) defines physical capital (Kj) as a
function of model parameters, the value of
national income (Yj) and the inward multilateral
resistance (Pj). The intuition for the inverse
relationship between capital accumulation and
Pj is that, from a theoretical perspective, the
latter is also the price of investment and
consumer goods, and therefore, it reflects both
the direct and the opportunity costs of
investment.

• Finally, Equation (8) describes bilateral FDI
(FDIij). Several features of (8) resemble the
structural gravity equation of trade. Specifically,
(8) implies that bilateral FDI should be
proportional to the sizes of the two countries,
as measured by the values of output (Yi) in the
destination country and the values of
expenditures in the source country (Ej). In
addition, bilateral FDI should be inversely
proportional to the bilateral FDI barriers (ωij)
between them, where, in ALY’s model, larger
ωij is associated with smaller FDI barriers.
Finally, (8) implies that FDI is inversely related
to the amount of technology capital (Mj). The
intuition for this result is that FDI in ALY’s
framework takes the form of international
movements of non-rival technology capital.
Therefore, the inverse relationship between FDI
and Mj is a simple reflection of the law of
diminishing returns to investments into
technology capital.

This eight-equation system can be used to perform
counterfactual experiments. For example, the impact
of trade liberalization or a trade cost shock can be
investigated by changing tij. Alternatively, the impact
of FDI liberalization can be investigated by changing
ωij. The results presented in this chapter are based
on counterfactually shutting all inward and outward
FDI to and from the Asian-Pacific ESCAP member
States in our data set and evaluating the overall effect
of FDI on trade and growth. Please refer to Larch and
Yotov (2017) for more details.



THE IMPACTS OF TRADE AND COMPLEMENTARY POLICY CHANGES ON SUSTAINABLE DEVELOPMENT CHAPTER 6

114  ◗  Asia-Pacific Trade and Investment Report 2017



THE IMPACTS OF TRADE AND COMPLEMENTARY POLICY CHANGES ON SUSTAINABLE DEVELOPMENT CHAPTER 6

 Asia-Pacific Trade and Investment Report 2017  ◗  115

CHAPTER

6
THE IMPACTS OF

TRADE AND
COMPLEMENTARY
POLICY CHANGES
ON SUSTAINABLE

DEVELOPMENT
Channelling trade and investment into sustainable development is
a difficult endeavour. As noted in chapter 4, it typically requires that trade
and investment liberalization policies be accompanied by trade facilitation
measures, as well as complementary environmental, social and other
policies. In this chapter, a computable general equilibrium (CGE) model
is used to empirically evaluate the economic, social and environmental
impacts of alternative policy changes in Asia and the Pacific.1

The CGE analysis confirms that trade and investment liberalization are
essential drivers of economic development. The economic growth and
trade benefits from trade facilitation generally dwarf those from tariff
liberalization and, to a lesser extent, those achieved through investment
liberalization. While results vary across subregions, both trade facilitation
and investment liberalization also contribute positively to reducing
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inequality and undernourishment. However, the CGE
analysis shows that liberalization policies increase
CO2 emissions at the regional level. Importantly,
economic growth in Asia and the Pacific is enhanced
when regional liberalization policies are complemented
by domestic income redistribution and global
implementation of the environmental commitments
under the Paris Accord.

The impacts of alternative intraregional trade and
investment liberalization strategies across the
Asia-Pacific region are presented in the next section.
This is followed by a review of the impacts of
complementary domestic policies, namely CO2

emissions reduction commitments and an income
transfer from high-skill workers to low-skill workers,
in section B. An overview of the CGE methodology
used in this chapter is provided in annex 1.

A. IMPACT OF REGIONAL TRADE AND
INVESTMENT LIBERALIZATION

In order to determine the economic, social, and
environmental impact of regional trade and
investment liberalization, four different strategies were
considered. These are (1) simple tariff liberalization,
(2) investment liberalization, (3) trade facilitation and
(4) integrated liberalization.2 The baseline year is
2015, and all policy changes are implemented
incrementally throughout the period considered,
2015-2030. The economic impacts of the policy
changes are captured through changes in gross
domestic product (GDP) and trade levels; the social
impact through changes in levels of inequality and
undernourishment; and the environmental impact
through changes in CO2 emissions.

The policy changes are modeled as follows:

Scenario 1 – Enhanced tariff liberalization in the
Asia-Pacific region (“Tariff liberalization”).

In this scenario, tariffs are gradually eliminated
between members of the Regional Comprehensive
Economic Partnership (RCEP) and Trans-
Pacific Partnership (TPP) (minus the United
States). In addition, other economies within the
region introduce a 50% tariff reduction. This is
in line with the current proliferation of bilateral,
plurilateral and regional trade agreements, as
well as the Regional Economic Cooperation
and Integration (RECI) initiative at ESCAP.3

Scenario 2 – Investment liberalization in the
Asia-Pacific region (“Investment liberalization”).

This scenario closely follows the approach
outlined in scenario 1. Intraregional investment
liberalization is simulated by gradually
eliminating investment barriers between
members of RCEP and TPP (minus the United
States). In addition, other Asia-Pacific
economies introduce a 50% investment barrier
reduction.

Scenario 3 – Trade facilitation implementation in the
Asia-Pacific region (“Trade facilitation”).

In this scenario, trade costs are reduced as
a result of implementation of trade facilitation
and paperless trade measures across Asia and
the Pacific. Gradually, all the economies in the
region reach the trade facilitation level of
China.4 Quantifying the impact of trade
facilitation using an index is a complex
undertaking, requiring in this case, a
concordance between trade data and the
trade facilitation implementation rates
available from the ESCAP-led Global Survey
on Trade Facilitation and Paperless Trade
Implementation.5

Scenario 4 – Simultaneous implementation of tariff
liberalization, investment liberalization and trade
facilitation (“Integrated liberalization”).

This scenario combines all above mentioned
policy changes to demonstrate the aggregate
effect of tariff liberalization, investment
liberalization and trade facilitation
implementation. As will be discussed,
combining liberalization policies amplifies the
economic benefits offered by the individual
scenarios. Moreover, some adverse effects
created by one policy are negated by one of
the others.

Figure 6.1 presents the effects of the policy changes
for different subregions in Asia and the Pacific.6

Effects are depicted in average annual changes
relative to the baseline “status quo” extended to
2030. Overall, trade facilitation – which may be best
understood in the context of this analysis in its
broadest sense, i.e. as a reduction in non-tariff
trade costs – promises the most economic gains
compared to either tariff liberalization or investment
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liberalization. However, in the trade facilitation
scenario, there are also substantial variations among
countries and between subregions in terms of the
environmental and social impacts. The greatest
economic, social and environmental benefits are in
the combined “integrated liberalization” scenario.

In the case of tariff liberalization (scenario 1), the
results are comparably modest, as many of the
countries in the region already have low tariff rates,

as explained in chapter 1. Consequently, the impact
of tariff liberalization on GDP is relatively small,
ranging from 0.01% and 0.03% across subregions.
In absolute terms, however, the effect on regional
GDP is an annual increase of $6.5 billion.

“Tariff liberalization in the Asia-Pacific region can
increase net exports of the region by $7 billion
per year, highlighting the importance of global
value chains.”

Results of tariff liberalization, investment liberalization and trade facilitation
scenarios, 2015-2030

(annual percentage change)

Figure
6.1
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The impacts of tariff reduction are more pronounced
in trade. Exports increase on average 0.22% annually
every year until 2030, while imports increase by
0.15%. In absolute terms, this is an annual increase
of $17.8 billion and $10.7 billion for exports and
imports, respectively. The almost 70% larger increase
in exports compared to imports demonstrates the
significance of the interlinkages between the
economies through regional and global value chains.
Decreasing import tariffs, while increasing imports,
also enables countries to reduce input costs, improve
variety and quality of intermediate goods, become
more competitive and increase exports even more.

Tariff liberalization’s effect on the environment
regionally is almost negligible. CO2 emissions remain
relatively neutral, increasing overall by less than 0.1%
annually. However, driven by the redistribution of
production, subregions exhibit some variations. In
particular, emissions in East Asia7 increase 0.14% on
average annually, or 12.9 million tonnes of oil
equivalent (MTOE) per year.

Turning to the social impact, the effects of intra-
regional tariff cuts on inequality within the region and
subregions are not significant. This can be largely
attributed to the tariff cuts taking place across-the-
board (i.e. in all sectors and countries). Such cuts are
likely to offset increased inequality in sectors
displaced by trade with gains from export-oriented
sectors of the economies. The impact on
undernourishment is also insignificant in the region
and subregions. While increased interregional trade
may negatively affect some producers, the negative
effects are offset by decreased prices, resulting in a
net neutral effect in the region and the subregions.

The cumulative result of tariff liberalization is an
increase in regional GDP of 0.3% and trade of 2.9%
by 2030. This is consistent with the findings from
Gilbert (2013), who found that a free trade agreement
encompassing all members of ESCAP, which
involved cutting all intraregional tariffs to zero,
resulted in GDP increases ranging from 0.3% to
0.78%. This is smaller than, for example, estimates
of the impact of TPP, forecasted by some to raise
member countries’ GDP by 1.1 % and trade by 11%
(World Bank, 2016). However, tariff liberalization is
only a small part of TPP, which also includes
significant trade facilitation, investment liberalization
as well as services liberalization commitments.

Turning to scenario 2, the economic impact of
regional investment liberalization are significantly
higher than that of tariff liberalization. This is
consistent with the fact that, unlike for tariffs, foreign
direct investment (FDI) restrictiveness remains high
in many countries of the region.8 Economic gains
from investment liberalization largely follow the
pattern of tariff liberalization outcomes at the
regional and subregional level. GDP increases by
0.1%, or $19.5 billion annually, with North and
Central Asia attracting much needed investment and
experiencing the highest relative growth at 0.29%.
Similarly, South Asia and South-East Asia experience
significant annual GDP boosts of 0.14% and 0.11%,
respectively.

“Economic gains from investment liberalization
are significant, in particular in North and Central
Asia where it could boost GDP by nearly 0.3%
annually.”

However, the growth mechanism of investment
liberalization differs from the one for tariff
liberalization. In the case of tariff liberalization, all
changes in economic performance are trade driven.
In contrast, improved economic performance from
investment liberalization is driven by increase in
capital stock, which may or may not increase trade.
As a result, the impact of investment liberalization on
trade varies across subregions. For example, exports
in South Asia and South-East Asia are below those
gained through tariff liberalization. North and Central
Asia imports, on the other hand, significantly
increase, growing at 0.38% per year. On average,
however, regional exports and imports grow at 0.26%
and 0.21% annually – only slightly higher than was
achieved through tariff liberalization.

“Investment liberalization is more effective than
tariff liberalization in reducing inequality and
enhancing food security regionally”

Unlike tariff liberalization, investment liberalization
decreases inequality in the region by 0.02% per year.
Among all the subregions, inequality in South-East
Asia and West Asia declines most significantly.
Similarly, undernourishment, declines significantly
across the region (falling 0.14% annually), and
particularly in North and Central Asia and South Asia.
In these subregions, undernourishment declines
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by 0.39% and 0.29%, respectively. Therefore,
investment liberalization reduces inequality and
undernourishment more than tariff liberalization. The
increases in capital stock allow more utilization of
unskilled labour, and the combination of lower
production costs and increased incomes makes food
more affordable.

In terms of environmental impact, investment
liberalization increases CO2 emissions in the region
by 0.1% or 13 MTOE annually, similar to the results
for tariff liberalization. At the subregional level, North
and Central Asia gains the most economically, but
also has the highest CO2 emission, an increase of
0.29% annually. The subregions’ CO2 emission
increase stems from increased infrastructure
investment. In South Asia and South-East Asia,
emissions also increase significantly (0.14% and
0.11%, respectively).

Turning to scenario 3, trade facilitation has large and
generally positive impacts across the region. Asia and
the Pacific experiences an annual increase in GDP
of 0.32%, which is equivalent to nearly $87 billion per
year – 14 times more than under enhanced tariff
liberalization, and four times more than under
investment liberalization. The GDP growth is driven
by trade, with Asia-Pacific exports and imports
annually increasing by 0.93% and 0.81%,
respectively. These results are consistent with the
empirical literature, which generally finds the impact
of trade facilitation to be much larger than trade
liberalization (ADB and ESCAP, 2013; Gilbert, 2013).

“The impact of trade facilitation on GDP in Asia
and the Pacific is 14 times larger than the impact
from tariff liberalization.”

While trade increases are much larger than under the
tariff liberalization scenario, both policy changes
show regional exports expanding more than imports,
resulting in an increase in net exports of $16 billion
per year (exports increase by $75 billion and imports
by $59 billion). These results suggest that trade
facilitation and paperless trade implementation and,
more generally, enhancing regional connectivity to
reduce trade costs, should be a top priority among
policymakers.

Although trade facilitation results in large regional
trade gains, CO2 emissions increase only marginally

– and in any case less than with investment
liberalization. The modest increase compared to tariff
liberalization is the result of increased economic
activity in North and Central Asia, South Asia and
South-East Asia. On the other hand, in this scenario,
emissions in the Pacific decline by 1% annually,
helping to offset increases in other subregions.

Trade facilitation decreases inequality within the
region overall. While the decrease is generally small,
it is larger than those gained through tariff or
investment liberalization. This result is mainly due to
changes in South Asia, and, to a lesser extent, the
Pacific. South Asia has some of the most inefficient
trade procedures in the region. Only those of the
small island developing States in the Pacific are
worse. The results for the Pacific region as a whole
are heavily moderated by Australia and New Zealand,
who in contrast to other countries in the region have
some of the highest trade facilitation implementation
rates in Asia and the Pacific.9 Significant
improvements in trade facilitation in low-income
economies of South Asia and the Pacific could
reduce inequality by increasing their export of
traditionally labour-intensive goods (e.g. textiles) and
boosting both the employment and wages of
unskilled labour. However, the rise in inequality in
other subregions highlights the necessity of
complementary policies (as discussed in chapter 4).

“By 2030, trade facilitation could reduce
undernourishment in Asia and the Pacific region
by over 20% from 2015 levels.”

Trade facilitation also leads to significant reduction
in undernourishment in Asia and the Pacific. In this
scenario, undernourishment decreases by an average
of 1.4% annually. By 2030, this is a reduction of over
20% overall in the region. The results, however, are
not uniform. Malnourishment increases slightly in
South-East Asia (0.52% annually) due to the
displacement of the agricultural sector by other
higher value-added sectors. Nevertheless, trade
facilitation appears to be a promising strategy for
reducing undernourishment in the region and
contributing to Sustainable Development Goal 2 to
achieve zero hunger. Overall, trade facilitation leads
to more balanced sustainable development outcomes
than either tariff or investment liberalization,
highlighting the importance of reducing trade costs
(see box 6.1).
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Reducing trade costs in Asia and the Pacific: key findings from an analysis of trade
procedures in developing countries

Box
6.1

Since 2009, ESCAP, Asian Development Bank and other development partners have analysed over 50 import
and export processes in Asia and the Pacific.a A meta-analysis of these Business Process Analysis (BPA) studies
reveals the following about reducing trade costs:

• Implementation of basic trade facilitation measures should be consistently enforced.

Simple trade facilitation measures, such as the provision of customs clearance services during holidays and
weekends or the harmonization of work hours at border checkpoints on both sides of a land border, are
sometimes not implemented. The trade facilitation situation varies significantly depending on the border
crossings used within each country. Central authorities, therefore, need to promote a change of mindset among
the staff of trade control agencies in terms of the importance of trade facilitation and their role in it. Also worth
considering is the development of change management programmes that encourage officials to develop and
test simple and pragmatic trade facilitation solutions in consultation with the private sector – and/or officials
on the other side of the border if possible.

• Paperless trade, including development of national and regional single windows, needs to be prioritized.

Preparation of documents and the exchange of information among various parties involved account for the
largest share of the time required to complete an import or export process. As such, the development of single
window facilities for submission and processing of information and documents is important. Paperless trade
systems should enable submission of information to not only regulatory and control agencies but also to public
and private actors along the transaction chain. Participation in the United Nations treaty on paperless trade
facilitation may be helpful in this regard.b At the same time, increased use of information and communications
technology (ICT) and the development of related infrastructure should be pursued more vigorously.

• Hard infrastructure investment is needed to support implementation of more efficient trade procedures.

Almost all BPA studies point to a serious lack of physical trade-related and border infrastructure in many
developing countries, in particular least developed countries. Upgrading physical infrastructure is the second
most frequent recommendation made in BPA studies. (The first is implementing electronic trade data and
documentation systems).

• Physical inspections should be minimized whenever possible and all organizations involved in the trade
process should adopt risk management techniques.

Inspection and testing procedures increase the average transaction time required to complete export and import
processes, and they reduce predictability and timeliness. Inspections are often required at various stages of
the import and export processes: for imports, typically at the border, and for exports, often as part of document
preparation. The frequency of inspections should be minimized through risk management. While customs often
have some form of risk management system in place, other regulatory agencies do not. Recommendations
worth considering and promoting include: building the capacity of these non-customs agencies, developing
inter-agency risk management systems, encouraging joint (multi-agency) inspections, and establishing
certification programmes where the quality and other characteristics of goods can be ensured through control
of the production process at the factory.

• Encourage a healthy competition among transport, logistics and other trade-related service providers.

The BPA studies showed the key role that is played by service providers in the trade process. Aside from
preparation of documents, which is often outsourced in part to service providers, inland carriage and handling
and terminal handling are the most time-consuming procedures in the import and export processes. Providing
traders with access to a variety of high quality and affordable services is therefore essential in reducing the
cost and time of import and export processes. Consequently, countries trying to improve trade performance
should carefully review policies related to transport and other trade-related service sectors, to ensure that
existing service providers are not unduly protected and have clear incentive to provide the efficient services.
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• Reviewing payment systems and their efficiency may reveal new opportunities for improving trade
facilitation performance.

In the overall trade process, the payment process is often time consuming. While in some cases this is due to
the payment method (e.g. open account method) or negotiated payment terms, some of the process analyses
revealed delays in receiving payment of up to two weeks after all necessary documents specified in the letter
of credit had been submitted to the bank. In order to facilitate trade, payment systems need to be reviewed
and the efficiency and practices of financial intermediaries should be evaluated. The latter is particularly critical
since the analysis also revealed that the cost of letters of credit represented, in some cases, nearly half of the
direct cost of exporting a 20-foot container.

• Consider industry-specific trade facilitation programmes in particular for agriculture.

The product-specific BPA studies clearly highlighted that the differences in the complexity and length of the
trade process depend on the type of goods traded. Industry or sector-specific bottlenecks may best be
addressed through the implementation of industry- or sector-specific trade facilitation programmes. This finding
is consistent with macro-level results from analysis of ESCAP-World Bank international trade cost data. These
show that countries with low manufacturing trade costs do not necessarily have low agricultural trade costs
(and viceversa).

• Full and inclusive representation of the private sector is essential.

Reducing the time and cost of trade transactions cannot be done without the support of the private sector.
All procedures and steps in the import and export processes involve the private sector, while only some of
them involve national regulatory authorities directly. While governments could, and should, streamline the
procedures that they control (e.g. customs and other regulatory procedures), they also need to encourage
private sector collaboration to achieve significant results. Private sector stakeholders (e.g. transport, logistics
service providers and customs brokers, manufacturers, small and medium-sized enterprises, ICT service
providers) have different levels of incentive to support trade facilitation. Governments should, therefore, ensure
more inclusive representation of the private sector in national trade facilitation bodies (or similar institutions in
charge of enabling trade).

• National trade facilitation performance monitoring mechanisms are needed to identify the real and most
important barriers to trade efficiency.

Regulatory authorities have a limited view of the entire trade process. They are often only aware of their own
internal efficiency, or inefficiency. Traders also have limited awareness and information about procedural
bottlenecks. Instead, intermediaries often hold a lot of the information on the time and cost of specific
procedures. Governments should, therefore, consider establishing national Trade and Transport Facilitation
Monitoring Mechanisms (TTFMM)c as envisaged in UN/CEFACT Recommendation No. 42. Similarly, embedding
performance measurement and monitoring into the ICT systems being developed as part of paperless trade
initiatives, such as customs automation systems and Radio-Frequency Identification (RFID) tracking of container
systems, should also be considered, as such systems could provide real-time information and performance
data.

More notes on reducing trade costs in Asia and the Pacific are available from www.unescap.org/resources/
notes-reducing-trade-costs-asia-and-pacific.

Notes:
a ESCAP Trade Process Analysis Database (TPAD) and links to individual BPA studies, are available from http://unnext.unescap.org/tools/
business_process.asp.
b Information about the Framework Agreement on Facilitation of Cross-border Paperless Trade in Asia and the Pacific is available from
www.unescap.org/resources/framework-agreement-facilitation-cross-border-paperless-trade-asia-and-pacific
c Guidance on implementation of TTFMM is available from www.unescap.org/resources/towards-national-integrated-and-sustainable-trade-
and-transport-facilitation-monitoring. The global recommendation on TTFMM adopted in April 2017 is available from https://www.unece.org/
fileadmin/DAM/cefact/recommendations/rec42/ECE_TRADE_C_CEFACT_2017_8E_R1_Rec42.pdf.

(continued)Box
6.1
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The final policy change investigated combines tariff
liberalization, investment liberalization and trade
facilitation (scenario 4). This “integrated liberalization”
approach provides the highest overall economic
benefit and increases GDP for the region by 0.34%
annually, or $94 billion. The increase is largely driven
by gains from trade facilitation, which by itself
accounts for 0.32% increase in annual GDP.

“An integrated approach to trade and investment
liberalization can increase the region’s exports by
$101 billion and imports by $75 billion per year.”

In addition, integrated liberalization increases trade
significantly more than any of the other stand-alone
policy changes. Exports and imports are projected
to increase by 1.25 % and 1.03%, respectively ($101
billion and $75 billion in absolute terms, per year),
and the region’s increased annual net exports could
reach more than $25 billion. This is about $10 billion
more than with trade facilitation alone. This integrated
approach facilitates the participation of countries in
global value chains and significantly increases the
competitiveness of regional exports. This integrated
liberalization scenario provides strong evidence of the
important synergies that can be achieved by
liberalizing and facilitating trade and investment.

In terms of CO2 emissions, the negative effects of the
investment liberalization and tariff liberalization
scenarios accumulate, resulting in an increase of
0.16% in emissions for the region, or approximately
24 MTOE per year. The North and Central Asia, East
Asia, and South-East Asia regions are largely
responsible for the regional increase. In the Pacific,
on the other hand, there is a large relative decrease,
but this does not affect the regional results
significantly, given the relatively low contribution of
that subregion to total regional emissions.

The integrated liberalization approach magnifies the
small reductions in inequality observed under the
trade facilitation and investment liberalization
scenarios. Despite inequality increasing modestly in
East Asia, and to a lesser extent North and Central
Asia, inequality falls by an average of 0.05% per year
at the regional level. However, the extent and the
drivers of these reductions vary across subregions.
For instance, South Asia and West Asia both
experience particularly significant inequality
reductions. In South Asia, investment liberalization

reduces inequality whereas trade facilitation leads to
the reductions in West Asia.

Interestingly, the integrated liberalization approach
does not show synergies between the liberalization
and facilitation scenarios in terms of food security.
Rather, undernourishment worsens marginally
compared to the stand-alone trade facilitation
scenario (see figure 6.1). Similar to the trade
facilitation scenario, undernourishment still decreases
significantly in most subregions, but it increases
slightly in South-East Asia. This is the result of
complex interactions between trade and investment
liberalization in the agriculture and food sector.

The four regional trade and investment liberalization
strategies examined result in economic benefits in all
subregions at both the subregional and regional
levels. However, due to increased economic activity,
CO2 emissions rise in all subregions except the
Pacific. In addition, inequality and undernourishment
outcomes vary widely at the subregional level. These
results confirm the need for complementary domestic
policies to mitigate adverse outcomes from
liberalization, as well as the importance of careful
evidence-based policymaking based on each
country’s and subregion’s characteristics.

B. THE IMPACT OF COMPLEMENTARY
POLICIES: THE PARIS ACCORD ON
CLIMATE CHANGE AND INCOME
TRANSFERS

The analysis presented in the previous section
suggests that complementary policies are needed to
address the mixed social and environmental
outcomes associated with trade and investment
liberalization in the Asia-Pacific region. Accordingly,
this section explores how specific domestic policies
can help channel trade and investment liberalization
towards sustainable development globally. To do so,
three additional policy scenarios and their economic,
social, and environmental impact are analysed, as
follows:

Scenario 5 – Implementation of Paris Accord (“Paris
Accord”)

The previous policy simulations (scenarios
1-4) do not include constraints on emissions,
and as such, emissions rise in each. In this
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scenario, all signatories of the Paris Accord
globally reduce CO2 emissions in accordance
with agreed levels in the Agreement.10

Scenario 6 – Domestic Welfare transfer in Asia-Pacific
(“Income transfer”)

This scenario addresses inequality through
a 3% redistribution of income from skilled to
unskilled labour, taking place in all Asia-Pacific
economies. Specific policies to achieve this
objective could include welfare payments to
low-income households, government subsidies
and progressive taxation.

Scenario 7 – Combined trade, environmental and
social policies (“Combined scenario”)

This final scenario combines integrated
liberalization (scenario 4) with the Paris Accord
and welfare transfers. It shows the interlinkages
between what are sometimes thought of
as diametrically opposed policies and
demonstrates that environmental and social
goals can be achieved in parallel with trade-
driven economic development.

The results of the simulations are presented in
figure 6.2 below. As a reference, the “integrated
liberalization” strategy (scenario 4) is presented in all
graphs. As in the previous section, the percentage
changes shown are average annual changes druing
the period 2015-2030. Although they may look
relatively small, they accumulate to significant
changes over the time period examined.

In the Paris Accord scenario, the effect on GDP
across the Asia-Pacific region is, contrary to
expectations, mildly positive, a modest 0.1% per
annum.11 The economies of South Asia and South-
East Asia grow by 0.38% and 0.34% respectively,
driven largely by the growth in the renewable energy
sector of these economies. However, due to the oil-
centred economy of the Islamic Republic of Iran,
West Asia GDP declines by 0.5% per annum.

“Implementation of the Paris Accord is not
expected to negatively impact growth of the Asia-
Pacific region as a whole, and it may, in fact,
boost growth in South Asia and South-East Asia
through the development of the renewable
energy sector.”

The Paris Accord implementation includes cutting
emission commitments by countries outside the
region, which also affect economic growth outcomes
in Asia and the Pacific. For example, relative to the
status-quo without emission constraints, GDP in the
United States and the European Union annually
contracts 0.18% and 0.62%, respectively. The
biggest reductions in output growth globally are in
the petrochemical industries, with an annual
reduction of 2.2% of output, while the renewables
sector sees a 2.4% annual output growth.

Exports in Asia and the Pacific remain unchanged
under the Paris Accord scenario. The subregional
breakdown shows that exports in South Asia rise
significantly by 0.5% per year and 0.1% in West Asia,
whereas they decrease by 0.1% in the Pacific and
South-East Asia. At the same time, imports decline
by 0.14% in the region, falling by 0.6% in South Asia
and 0.4% in South-East Asia. The declines in these
two subregions are partially the result of their reliance
on fossil fuel imports by both subregions, which have
been reduced to meet the Paris Accord obligations.

Following implementation of the Paris Accord, CO2

emissions, as expected, fall across the region by
0.6% annually.12 Subregionally, North and Central
Asia is projected to have the largest decline (1.8%
per year). In contrast, the largest overall emitter, East
Asia, which contributes nearly two thirds of the
region’s emissions, has the lowest relative decline of
0.13%.13

The Paris Accord does not have any significant effect
on inequality in the region. Undernourishment also
does not change significantly for the region as whole,
but effects differ across subregions. While falling
somewhat in North and Central Asia and South Asia,
it rises slightly in West Asia due to the dependence
on oil and the subsequent loss of economic activity.
Added to the decrease in GDP in the subregion, this
highlights that CO2 emissions reduction commitments
and the move to renewable energies are likely to
negatively impact oil producing countries.

After the Paris Accord scenario, the impacts of the
income transfers scenario are examined. Since
income is redistributed from high-skilled workers to
low-skilled workers within each economy, no impact
on GDP at the regional and subregional levels are
registered. This result is in line with economic findings
that show the economic effects of tax increases
on high income earners are net neutral.14 Similarly,
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Results for Paris Accord, income transfer, integrated liberalization and combined
scenarios, 2015-2030

(annual percentage change)

Figure
6.2
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income transfers do not affect exports and imports
at the aggregate level. However, small movements
are apparent at the subregional level, with West Asia
exports contracting by 0.2%, and North and Central
Asia imports shrinking by 0.3%. As low-skilled
workers have more disposable income, they require
a different product mix and rely on fewer imports.

Overall, in the income transfer scenario, emissions
do not increase in the region, but there is noticeable

variation among subregions. While CO2 emissions
decrease in North and Central Asia by 0.2%, the
emissions in South Asia, South-East Asia and West
Asia increase by 0.2%, 0.2% and 0.4%, respectively.
While not evident in the GDP effect, these increases
are most likely due to the rising income of lower-
skilled workers and their subsequent consumption of
for more energy intensive products. North and
Central Asia’s emissions decrease indicates the
product mix demand by low-skilled workers is less
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energy intensive in that subregion. The results
illustrate that even income redistribution policies have
the potential to impact emissions, with the direction
of the impact depending on the product mix facing
unskilled/low-income consumers.

“Income redistribution policies have the potential
to impact imports, exports and CO2 emissions in
opposite directions in different subregions.”

As expected, the income transfer policy reduces
within-country inequality in all subregions as well
as in the region as a whole. Inequality decreases
by 0.03% per annum in Asia and the Pacific, with
the largest decreases in South Asia, which has
one of the highest rates of inequality in the region
(ESCAP, 2015). Similarly, undernourishment falls
across the region by 0.15%, with the strongest
effects in North and Central Asia, East Asia and
South Asia, the three subregions with the highest
levels of undernourishment in the region.

The final scenario (scenario 7) estimates the impact
of integrated liberalization in Asia and the Pacific
(scenario 4) when countries implement the Paris
Accord commitments and income transfer policies.
The combined effect is a net positive result regionally
on the economic, social and environmental variables
under consideration. Moreover, this combined
scenario offsets most of the negative impacts seen
in stand-alone policies. However, the results also
show that some subregions still experience adverse
effects. This underscores the need for the policy mix
to take into account subregional and country level
differences, particularly in light of different policy
priorities.

The overall impact on GDP is an increase in annual
growth of 0.4%, or $116 billion. This is larger than
the effect from integrated liberalization alone,
meaning that there is a high level of complementarity
among the policies. Over the 15-year period
considered, the policy mix results is an increase in
regional GDP of $1.7 trillion, or over 6% of the
regional GDP.

“Economic growth from regional trade and
investment liberalization in Asia and the Pacific
are further enhanced by global implementation
of environmental commitments and domestic
welfare transfer policies.”

Under the combination scenario, the subregions
benefitting the most economically are North and
Central Asia (annual growth of 1.4%), South Asia
(1.0%) and South-East Asia (0.8%). However, GDP
in oil-dependent West Asia shrinks as a result of the
implementation of the Paris Accord. Moreover, none
of the modelled trade policy changes (scenarios
1-4) lead to significant GDP gains for this subregion
either. As such, this highlights the difficulty
oil-exporting countries may face operating in a more
sustainable global economy.

The effect on exports and imports in the final
scenario is largely additive. Exports increase
regionally by 1.3%, and imports increase by 0.8%,
resulting in net annual export increases of over
$60 billion. Total trade, however, is slightly lower
when liberalization and complementary policies are
combined, than when integrated liberalization alone
is implemented (scenario 4).

Carbon emissions are driven down by the Paris
Accord implementation. They fall across the region
and also negate some of the negative increases due
to trade integration polices. Overall, there is a 0.4%
reduction in the region, with only East Asia not
showing significant reduction in CO2 emissions –
explained by the region’s highest growth in exports
in absolute terms. Campagnolo and Davide (2017)
also find that emissions under the Paris Agreement
simulations may increase in some countries because
of weak mitigation targets in the national determined
contributions.

Both inequality and undernourishment fall under the
combined economic, social and environmental policy
scenario. Inequality falls in all subregions as a result
primarily of trade facilitation and income transfer
effects. In West Asia, trade facilitation decreases
inequality, whereas in the Pacific and East Asia,
income transfers offset the increased inequality due
to trade facilitation. Undernourishment also falls
in most subregions, decreasing by 1.4% annually,
or by 20% between 2015 and 2030. The fall in
undernourishment is essentially driven by trade
facilitation, which facilitate the movement of
agricultural and food products at lower costs.

This last scenario’s superior economic, social and
environmental outcomes highlight the fact that social,
environmental and trade and investment policies can
be synergetic. They can promote better development
outcomes than can be achieved with stand-alone
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policies. However, this requires multilateral
cooperation (as in the case of the Paris Accord) and
deeper regional integration. Indeed, the results
strongly support cooperative and coordinated
implementation of environmental and social policies
in regional trade and investment integration efforts,
including to ensure that these policies do not create
unnecessary or unintended barriers to trade.
Encouragingly, new generation regional trade
agreements already do this to a large extent (e.g.
RCEP and TPP in this region), encompassing an
ever-wider range of economic, social and
environmental issues during negotiations.

C. CONCLUSION

The CGE analysis presented in this chapter aimed at
deepening our understanding of the impact of
different trade and selected complementary policies
on economic and social development as well as the
environment in Asia and the Pacific. The effects of
regional tariff liberalization, investment liberalization,
and trade facilitation on economic growth, trade, CO2

emissions, inequality and undernourishment were
analysed, individually and when implemented in an
integrated policy package. The effects of emission
reduction commitments under the Paris Agreement,
as well as of domestic income transfers in Asia-
Pacific countries were also analysed, as example of
complementary policies needed to channel trade and
investment into sustainable development.

The analysis highlighted the importance of tariff and
investment liberalization and facilitation as a key
driver of economic growth. An integrated approach
to tariff and investment liberalization and facilitation
is preferred, boosting trade by over $175 billion

annually and partly reducing negative social and
environmental impacts associated with individual
liberalization policies.15 The results suggest that
lowering trade and investment barriers regionally in
an integrated manner increases the competitiveness
of regional firms in the global market by enabling
them to effectively participate in global value chains.

Gains from liberalization are mainly driven by trade
facilitation, whose economic impact significantly
outweighs that of tariff and investment liberalization.
In the context of the model, trade facilitation may be
interpreted broadly as reduction in trade costs,
including but not limited to the implementation of
trade facilitation and paperless trade measures
included in the World Trade Organization Trade
Facilitation Agreement and the Framework Agreement
on Facilitation of Cross-border Paperless Trade in
Asia and the Pacific.

Finally, the CGE analysis confirms the need for
complementary social and environmental policies
to better channel trade and investment into
sustainable development. Indeed, while the social
and environmental impacts from liberalization are
typically not large at the regional level, they vary
substantially across subregions in both significance
and direction.16 Importantly, the combined effect of
integrated liberalization, domestic welfare transfers
and global Paris Accord implementation is a higher
level of economic growth in Asia and the Pacific than
what is achieved through integrated liberalization
alone, while inequality and CO2 emissions are also
mitigated. Increasing multilateral and regional
cooperation on trade and investment as well as social
and environmental issues is key to achieving positive
outcomes across all three pillars of sustainable
development.
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Endnotes

1 The Global Trade Analysis Project (GTAP) model and its extension are used for the analysis. See annex 1 for details.
2 Considering the possibility that the current protectionist rhetoric in some country could materialize, we also evaluate the

outcome of a global tariff war in annex 2. Such a scenario leads to a sharp fall in trade in most subregions, reducing regional
GDP by $110 billion a year and significantly worsening undernourishment.

3 The simulation covers only tariff reductions in merchandise trade, hence the results should be interpreted with caution as
they underestimate the benefits arising from high-quality trade agreements that incorporate service liberalization and promote
competition through other provisions, which can magnify gains.

4 The trade facilitation implementation levels are from the United Nations Global Survey on Trade Facilitation and Paperless
Trade Implementation 2015, available from https://unnext.unescap.org/content/global-survey-trade-facilitation-and-paperless-
trade-implementation-2015

5 This is the first attempt known to examine the impact of trade facilitation implementation in the region using general equilibrium
modeling.

6 Definitions of subregions are in table A.1.3 in annex 1. More disaggregated and country level findings are available in Narayan
and others (2017).

7 Subregions in this analysis differ slightly from the country coverage of ESCAP subregions. In particular, West Asia (Islamic
Republic of Iran and Turkey) is considered separately from South Asia. See table A.1.3 in annex 1.

8 See for example, FDI Regulatory Restrictiveness Index in Figure 4 in OECD (2017).
9 For the 2017 results see https://unnext.unescap.org/content/global-survey-trade-facilitation-and-paperless-trade-

implementation-2017
10 More information on the Paris Accord and nationally determined contributions (NDCs) is available from http://unfccc.int/

paris_agreement/items/9485.php. In the simulation, the United States is assumed to be implementing its commitments.
According to Article 28 of the Paris Accord, the earliest date for the United States to completely withdraw from the agreement
is November 4, 2020.

11 This approximately equals the effects of the investment liberalization scenario in section B.
12 This is equivalent to 88 MTOE per year.
13 At the global level, CO2 emissions annually decline by 1.3% in emissions, or 19.5% between 2015 and 2030. These results

are in line with Campagnolo and Davide (2017), who similarly model a 19% decline in emissions from the status quo.
14 In practice, however, this result may not always hold, as excessive high-income taxes may inadvertently drive some investment

out of countries to seek tax shelters and lead to more tax-evasions practices affecting revenue collected.
15 An integrated approach to liberalization, combining trade and investment liberalization and trade facilitation, enables South-

East Asia to offset small increases in inequality evident in the stand-alone trade facilitation scenario. Similarly, an integrated
liberalization approach enables South Asia, which has the highest rates of undernourishment in the region, to reduce it by
2% annually.

16 For example, while South and West Asia experience reductions in inequality through integrated liberalization, East Asia sees
modest increases.
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This chapter uses a global computable general
equilibrium (CGE) model based on the Global Trade
Analysis Project-Power (GTAP-POWER) model and
database (Peters, 2016), which features reach sectoral
and country level details for Asia and the Pacific. This
extension of the standard GTAP model (Hertel, 1997)
is used because it captures rich details of different
types of energy, including various forms of renewable
energy and fossil fuels, as well as the CO2 emissions
associated with them.

The model also integrates models from other studies.
The first, developed by Narayanan and Balie (2017),
is an econometric framework that assess the impact
of food production and supply on undernourishment.
The second, developed by Ciuriak and Xiao (2014), is
a recursive dynamic model based on the Monash
framework on investment dynamics and investment
identified by sector and countries of origin and
destination. Results from this model are used to
introduce dynamic effects in the comparative static
framework used. Furthermore, inequality is examined
as an outcome of model simulations by looking at the
divergence between the real wages of skilled and
unskilled labor. The modeling of inequality follows
European Commission (2017), while trade facilitation
is modeled following Mirza and Hertel (2007) and
Narayan and others (2016).

The reference year for the GTAP data base is 2011;
however, recent macro-level data is used to adjust this
dataset to 2015 using the GTAPAdjust tool (Horridge,
2011) – refer to table A.1.1 below. Unemployment is
assumed in labour markets using a unit-elastic labour
supply, which is a middle path between horizontal and
vertical labour supply curves, and is also supported
by econometric literature on labour supply elasticities.

Importantly, all results are changes from a baseline
scenario, where standard GDP, labour force and
population growth follow the IIASA’s Sustainable
Socio-Economic Pathways (Keywan and others
2017) – see table A.1.2 below. This provides a
“business as usual” view of the world that is based
on econometric analysis. When these variables
grow at rates consistent with their past growth rates,
trade is expected to broadly grow and emissions
to increase, both owing to the real growth in the
global economy as projected based on the past
performance. As for inequality and food security, much
would depend on the extent of income growth for
different types of laborers and countries as well as the
agricultural and food sectors.

While more disaggregated groups are used to run the
model, results are presented using subregional and
regional groupings shown in table A.1.3.

GDP Exports Imports CO2 Inequality
Under-

Emissions nourishment

Asia-Pacific 27 520 8 070 7 347 15 006 0.23 10.28

   East Asia 17 248 4 561 3 953 9 190 0.26 12.40

   South-East Asia 2 524 1 383 1 346 1 149 0.40 10.75

   South Asia 2 584 536 697 1 990 0.43 20.70

   West Asia 1 223 605 588 502 0.34 2.12

   North and Central Asia 2 287 661 458 1 764 0.32 3.70

   Pacific 1 655 323 305 412 0.62 –

Latin America 5 099 910 871 1 148 0.02 –

Sub Saharan Africa 4 144 978 844 571 0.27 32.40

Other Africa 3 473 925 772 523 0.42 1.50

Europe 17 502 7 130 7 379 2 145 0.46 –

North America 18 905 2 330 3 178 5 611 0.31 –

Global 76 641 20 342 20 391 25 004 – –

Absolute initial (2015) valuesTable
A.1.1

(2015  Billions of United States dollars)

ANNEX 1 – Methodology overview
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Baseline scenario – annualized percentage changes by 2030Table
A.1.2

Subregional and regional country groupsTable
A.1.3

Region/Subregion Country groups

Asia-Pacific

   East Asia China; Hong Kong, China; Japan; Republic of Korea; Mongolia; Taiwan Province of China;
Rest of East Asia

   South-East Asia Cambodia; Indonesia; Lao People’s Democratic Republic; Malaysia; Philippines; Singapore;
Thailand; Viet Nam; Rest of South-East Asia

   South Asia Bangladesh; India; Nepal; Pakistan; Sri Lanka; Rest of South Asia

   West Asia Islamic Republic of Iran; Turkey

   North and Central Asia Armenia; Azerbaijan; Georgia; Kazakhstan; Kyrgyzstan; the Russian Federation

   Pacific Australia; New Zealand; Rest of Oceania

Latin America Argentina; Bolivia; Brazil; Chile; Colombia; Ecuador; Paraguay; Peru; Uruguay; Venezuela;
Rest of South America; Costa Rica; Guatemala; Honduras; Nicaragua; Panama; El Salvador;
Rest of Central America; Dominican Republic; Jamaica; Puerto Rico; Trinidad and Tobago;
Caribbean

Sub Saharan Africa Benin; Burkina Faso; Cameroon; Cote d’Ivoire; Ghana; Guinea; Nigeria; Senegal; Togo; Rest
of Western Africa; Central Africa; South Central Africa; Ethiopia; Kenya; Madagascar; Malawi;
Mauritius; Mozambique; Rwanda; Tanzania; Uganda; Zambia; Zimbabwe; Rest of Eastern
Africa; Botswana; Namibia; South Africa; Rest of South African Customs Union

Other Africa Egypt; Morocco; Tunisia; Rest of North Africa

Europe Austria; Belgium; Cyprus; Czech Republic; Denmark; Estonia; Finland; France; Germany;
Greece; Hungary; Ireland; Italy; Latvia; Lithuania; Luxembourg; Malta; Netherlands; Poland;
Portugal; Slovakia; Slovenia; Spain; Sweden; United Kingdom; Switzerland; Norway; Rest
of EFTA; Albania; Bulgaria; Belarus; Croatia; Romania; Ukraine; Rest of Eastern Europe; Rest
of Europe

North America Canada; United States; Mexico; Rest of North America

GDP Exports Imports CO2 Inequality Under-
Emissions nourishment

Asia-Pacific 3.67 1.98 2.33 0.76 -0.04 -0.19

   East Asia 4.26 6.63 6.46 4.26 -0.03 4.26

   South-East Asia 7.38 0.58 1.84 0.04 -0.02 7.38

   South Asia 2.32 0.18 2.12 0.07 – -0.43

   West Asia 1.70 1.41 0.29 0.15 – -0.26

   North and Central Asia 3.30 2.05 1.77 0.13 -0.03 -0.48

   Pacific 3.70 1.87 2.04 0.64 0.00 –

Latin America 2.25 1.15 1.26 0.11 -0.03 –

Sub Saharan Africa 4.44 3.58 1.42 0.07 – -0.70

Other Africa 1.62 1.00 0.95 0.09 -0.20 -0.27

Europe 2.91 1.23 1.74 0.07 – –

North America 2.49 1.40 1.34 0.11 -0.04 –
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ANNEX 2 – Impact of a global trade war

As discussed in chapter 1, while regional and global
trade prospects have been improving, the risk of
a renewed wave of trade protectionism remains.
Therefore, a global trade war, where the trade
protectionist measures initiated by one or a few
countries ultimately leads to other countries retaliating,
is modeled. Specifically, the simulation shows the
effects of all countries raising import tariffs to their
bound levels globally between 2015 and 2030.a

Table A.2 shows the overall impact of the WTO-
consistent tariff hikes. GDP falls in all, varying
annually between 0.2% in Latin America to 0.9% in
Europe. This leads to an overall global reduction in

GDP of $380 billion a year, or a nearly $5 trillion loss
by 2030. The significant reduction is driven by trade,
as expected, with exports and imports both
plummeting globally. CO2 emissions, on the other
hand, are reduced due to overall lower economic
activity. Tariff hikes do not affect inequality because
wages for skilled and unskilled labour are affected
equally. However, undernourishment increases
significantly across all regions.

Overall, Asia-Pacific’s GDP decreases more than
$110 billion per year – amounting to a cumulated loss
of $1.4 trillion loss between 2017 and 2030. The
North and Central Asia subregion sees the most

Results of a hike in tariffs globally (percentage deviations from the baseline)Table
A.2

GDP Exports Imports
CO2 Under-

Emissions nourishment

Asia-Pacific -0.4 -19 -17 -0.4 1.5

   East Asia -0.3 -13 -7 -1.3 1.5

   South-East Asia -0.3 -25 -14 0.1 0.9

   South Asia -0.3 -38 -8 -0.1 0

   West Asia -0.3 -5 -38 0 3.4

   North and Central Asia -0.7 -15 -31 -0.1 1.8

   Pacific -0.4 -5 -5 -0.4 N/A

Latin America -0.2 -13 -22 -1.8 N/A

Sub Saharan Africa -0.7 -3 -27 -1.1 2.4

Other Africa -0.5 -6 -10 -2.6 1.6

Europe -0.9 -37 -16 -0.2 N/A

North America -0.3 -15 -26 -1.9 N/A

significant reduction in GDP of 0.7%, or $16 billion
annually. In absolute terms, East Asia’s GDP
decreases the most by over $51 billion. The declines
in GDP are directly caused by reduced trade, but
there is significant variation across subregions. South
Asia exports decline a dramatic 38% annually, while
West Asia and the Pacific exports decline by only 5%
a year on average. The difference in the effect is
largely due to the export product mix, i.e. subregions
that are most affected have exports that are more
susceptible to being blocked by increases in applied
rates. In terms of imports, the countries in West Asia

and North and Central Asia have the most policy
space (i.e. their applied tariff levels are much lower
than their bound tariff rates), so imports in these
subregion shrink the most, falling by more than 30%.
CO2 emissions decline in most countries as
economies across the region slip into depressions,
but emissions actually increase in South-East Asia
due to an increase in local production of previously
imported products. In terms of undernourishment,
the most serious impact is in West Asia, which sees
an increase of 3.4% a year, underscoring the danger
the tariff war poses for the poor.
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Endnotes

a The size of the tariff increase by each country will depend on their “policy space” – commonly also referred to as
“water” in tariff rates. The bound rates in certain countries remain considerably higher than their applied rates (table A.2).
This allows policymakers to react in case of import surges by increasing applied rates without violating WTO commitments.
The magnitude of policy space varies substantially between Asia-Pacific economies, with, for example, Hong Kong, China
not having any at all and Bangladesh having more than 100%.
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A WAY
FORWARD

Trade and investment have been major drivers of growth and prosperity in
the Asia-Pacific region. The region’s dependence on trade increased
consistently from the 1970s until the global financial crisis in 2008-2009.
Developing countries within the Asia-Pacific region – Asian tigers, dragons
and lions – have been most successful in leveraging trade and investment
and creating economic growth. This is in large part due to their more liberal
trade and foreign direct investment (FDI) policies enabling their early
integration into global value chains.

The analyses presented here confirms that openness to trade and
investment remains a necessary condition for sustainable development in
Asia and the Pacific. Trade and FDI are typically complementary. They
provide much needed sources of growth and financing for development,
enable the productive allocation of resources and enhance access to new
technologies and markets. Consequently, it is important to avoid resorting
to protectionism. The review of policy trends in Part 1 of this report confirms
that most countries, especially in this region, have continued to follow this
recommendation so far.

That said, the report also acknowledges that trade and investment may have
undesirable impacts such as increased inequality, short-term unemployment
or drop in wages, and environmental degradation. These issues need to
be fully considered and addressed in future policymaking.
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National-level policy recommendations for channelling trade and investment into sustainable development
include crafting targeted trade and FDI policies that help generate economic and social benefits for everyone
while also protecting the environment. Such policies may include:

• Tariff cuts on environmental goods and other goods and services expected to have a strong positive
impact on sustainable growth.

• Non-tariff measures based on accepted sustainability standards and international labour or
environmental conventions.

• Prioritization of Sustainable Development Goal (SDG)-related sectors in attracting FDI, and careful
assessment of the environmental and social impact of foreign investment projects.

The report also pointed out that the efficacy of these targeted trade and FDI policies for sustainable
development would crucially depend on complementary domestic policies, good governance and
reduction of trade costs. Key national-level policy recommendations in that context include:

• Developing or strengthening environmental policies, including regulations to encourage more
sustainable consumption and production (e.g. taxes or caps on CO2 emissions).

• Providing social safety nets for those adversely affected by the cross-sectoral reallocation of
resources associated with trade and investment expansion, while also removing unnecessary
rigidities in the labour market. Additional trade adjustment assistance programmes may also be
considered to help displaced workers find new employment.

• Ensuring competition and anti-trust policies are in place as essential elements of a well-functioning
market mechanism.

• Enhancing education, in particular continuous learning opportunities, to make the work force more
mobile and able to meet the demands associated with higher value-added and sustainable FDI
(e.g. health services).

• Diversifying the sources of tax revenue away from import tariffs, so that tariff rates can be used as
a tool for channelling trade into sustainable development.

• Improving governance to ensure that the more complex set of policies associated with balancing
the three pillars of sustainable development are implemented in an effective and coherent manner.

• Reducing trade costs, including by implementing trade facilitation and paperless trade measures,
developing trade-related infrastructure and services (i.e. transport, logistic and financial) and
promoting e-commerce.

The relevance of each recommendation and the design of the policies at the national level is likely to vary
significantly from country to country. There cannot be a one-size-fits-all policy when balancing economic,
social and environmental needs. For example, compared to an upper middle-income economy, a least
developed country with high rates of poverty may need to prioritize economic growth relatively more than
environmental protection.

Strengthening regional cooperation and integration should continue as this promotes peace and stability in
Asia and the Pacific (SDG 16), Moreover, it helps spread the benefits of trade and investment and reduces
the development gap between countries in the region (SDG 10). Enhancing regional integration also furthers
SDG 17, which calls for international partnerships for development. Lastly, it is particularly important for
enabling small and medium-sized enterprises in more countries to participate and grow through regional
production networks (SDG 8).
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Regional trade agreements are important tools in enabling further and more inclusive regional trade, in
particular if they enable as many countries as possible to interact based on harmonized rules building upon
those already agreed at WTO. Although progress has been slow, the ongoing Regional Comprehensive
Economic Partnership negotiations between 16 countries in Asia and the Pacific, including all ASEAN
countries as well as Australia, China, India, Japan, New Zealand the Republic of Korea, are promising in
this regard. It is hoped that the provisions of these new mega and wide-scope trade agreements will address
labour and environmental issues.

Voluntary arrangements and initiatives can also support regional integration and enhance the ability of more
countries to participate. The Belt and Road Initiative (BRI) of China is noteworthy, aiming at facilitating regional
(and global) connectivity by leveraging the country’s experience in large scale infrastructure development.
Importantly, projects supported under BRI and similar regional initiatives need to be assessed and effectively
monitored based on sustainability criteria reflecting economic, social and environmental considerations.

In this context, the following actions should be considered at the regional level going forward:

• Facilitating the adoption of investment promotion regimes for least developed countries in the Asia-
Pacific region, identifying specific actions and criteria that may be used by more developed regional
economies to encourage FDI investment into least developed countries. This may be supported
through the existing Asia-Pacific Foreign Direct Investment Network.

• Identifying environmentally friendly products for tariff reductions by Asia-Pacific countries. Creating
lists of products and services whose liberalization would greatly contribute to the achievement of
sustainable development may be extended to the various sectoral Sustainable Development Goals,
such as health (Goal 3) or education (Goal 4).

• Promoting harmonization and the use of international standards in setting sanitary and phytosanitary
measures and product standards. Such non-tariff measures play important functions in efforts to
protect human and animal health, safety and the environment. Harmonizing them among the Asia-
Pacific countries will reduce compliance costs and their effects as barriers to trade, while preserving
their social and environmental benefits.

• Building capacity for negotiation of preferential trade agreements with sustainable development
provisions. Preferential trade agreements – including economic partnership agreements –
increasingly include environmental and social (labour) provisions. While this is important for
channelling trade and investment into sustainable development, capacity of developing economies
in negotiating these complementary provisions is often lacking.

• Developing guidelines and model preferential trade agreement provisions on how to mitigate and
share trade adjustment costs between the beneficiaries and those adversely affected, both within
and between trading economies. Evaluating the socioeconomic costs involved in new trade and
investment agreements from the beginning and incorporating compensatory measures in agreements
would lower overall costs and boost public trust in the benefits of trade and investment.

• Sharing good practices and lessons learned in streamlining and automating regulatory procedures
related to import, export and transit. These should include those envisaged in the WTO Trade
Facilitation Agreement and the implementation roadmap of the ESCAP Framework Agreement on
Facilitation of Cross-border Paperless Trade in Asia and the Pacific. This could be done as part of
the existing Asia-Pacific Trade Facilitation Forum and with the support of the United Nations Network
of Experts for Paperless Trade and Transport in Asia and the Pacific.
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In addition to these recommendations, there is a need for regional collaboration on the collection of more
and better trade- and investment-related data as well as the corresponding socioeconomic and environmental
data, including data on technology utilization – this may be facilitated through the Asia-Pacific Research
and Training Network on Trade. Such data will be essential to deepening the understanding of the complex
trade-offs and complementarities between trade, FDI and the three dimensions of sustainable development.
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