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Two Towards a broader 
i nte g rate d  m a r ke t

The most signi�cant forms of economic 
integration in Asia and the Paci�c have been 
through trade, investment and migration. 
Many of these activities have bene�ted from 
various preferential arrangements, each of 
which covers a limited number of countries. To 
take fuller advantage of the region’s enormous 
opportunities, regional integration could be 
better pursued by broader arrangements that 
cover the whole region.

Asia and the Paci�c is the world’s most dynamic 
trading region. Between 2000 and 2010, global 
trade increased by an annual average of 9 per 
cent, but trade within the region expanded by 12 
per cent.1 This pattern continued after the global 
�nancial crisis when businesses in Asia and the 
Paci�c became more eager to trade with each 
other. Faced with stagnant demand in traditional 
export markets, exporters looked increasingly at 
the growing purchasing power in China, India, 
Indonesia, the Russian Federation and other Asia-
Paci�c economies.

Trading opportunities

The extent of the trading opportunities is highlighted 
in �gure II.1. This shows that intraregional exports 
have far outpaced those to Europe, North America 
and the rest of the world, and that they will 
continue to do so between 2010 and 2016, when 
they are expected to rise from $3.1 trillion to 
between $5.6 trillion and $6.8 trillion. Already more 
than half of Asia-Paci�c trade is intraregional, with 
the proportion increasing between 2000 and 2010 
from 48 to 54 per cent (table II.1). If current trends 
continue, Asia and the Paci�c would become the 
world’s largest regional market by 2012. 
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Within Asia and the Paci�c, trade is 
concentrated in two subregions: East and 
North-East Asia and South-East Asia, though 
their share has been slipping. Between 2000 

and 2010, the share of the region’s exports 
going to these two subregions fell from 89.3 to 
81.8 per cent. Over the same period, the share 
of South and South-West Asia rose from 4.6 to 

FIGURE TITLE

II.1. Destination of Asia-Paci�c exports, 2002-2016

TABLE TITLE

II.1. Distribution of merchandise exports, by region, 2000 and 2010

Source: ESCAP based on data from International Monetary Fund, Direction of Trade Statistics.

Note: Forecasts for the period 2011-2016 based on gravity equation estimates of regional trade �ows. See annex for details.

Source: ESCAP based on data from International Monetary Fund, Direction of Trade Statistics.

Note: The Asia-Paci�c region is de�ned as comprising the �ve ESCAP subregions: East and North-East Asia, South-East Asia, the Paci�c, South and 
South-West Asia (which includes Turkey and the Islamic Republic of Iran) and North and Central Asia (which includes the Russian Federation, 
Armenia, Azerbaijan and Georgia).

To
Percentage
of exports from Asia-Pacific Europe

North 
America

Latin 
America and 
Caribbean

Middle East 
and North 

Africa
Sub-Saharan 

Africa
2000

Asia-Pacific 48.1 21.1 25.0 2.5 2.4 1.0
Europe 11.5 70.2 11.2 2.4 3.5 1.3
North America 23.5 20.0 35.3 18.3 2.3 0.6
Latin America and Caribbean 8.1 13.9 59.1 17.5 1.1 0.4
Middle East and North Africa 44.1 29.7 16.4 1.9 5.7 2.2
Sub-Saharan Africa 23.0 37.9 24.8 2.8 2.0 9.5

2010
Asia-Pacific 53.7 19.7 15.4 4.5 4.7 2.0
Europe 15.2 69.0 7.6 2.5 4.1 1.6
North America 29.4 15.3 31.3 18.8 4.0 1.3
Latin America & Caribbean 20.5 13.7 43.0 19.8 2.1 0.9
Middle East and North Africa 55.9 18.8 11.8 1.4 9.7 2.4
Sub-Saharan Africa 35.8 24.3 22.0 3.8 1.9 12.2
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TABLE TITLE

II.2. Distribution of Asia-Paci�c merchandise exports, by subregion, 2000 and 2010

Source: ESCAP based on data from International Monetary Fund, Direction of Trade Statistics.

To
Percentage
of exports from

East and 
North-East Asia South-East Asia

South and 
South-West Asia

North and 
Central Asia Pacific

2000
Asia and the Pacific 65.8 23.4 4.6 1.5 4.7
East and North-East Asia 70.9 21.5 3.2 0.5 4.0
South-East Asia 57.5 33.4 4.0 0.2 4.9
South and South-West Asia 56.3 18.2 17.2 5.8 2.6
North and Central Asia 46.3 3.9 21.7 28.0 0.1
Pacific 63.1 16.0 4.7 0.4 15.8

2010
Asia and the Pacific 60.8 21.1 9.2 4.0 5.0
East and North-East Asia 64.4 19.6 7.2 4.3 4.4
South-East Asia 53.7 31.7 7.1 0.9 6.7
South and South-West Asia 49.0 14.3 27.4 7.4 1.9
North and Central Asia 50.4 8.2 24.9 16.0 0.6
Pacific 70.9 11.1 7.4 0.5 10.0

9.2 per cent and that of North and Central Asia 
from 1.5 to 4.0 per cent (table II.2).

Table II.2 also shows that East and North-
East Asia is the main export market for all 
the Asia-Paci�c subregions (including East 
and North-East Asia itself ). In addition, South 
and South-West Asia is now the second 
largest subregional export market for North 
and Central Asia. It is also noticeable that 
intra-subregional trade decreased for all the 
subregions between 2000 and 2010, with the 
exception of South and South-West Asia, as 
export opportunities across the subregions 
became more important. In other words, 
export opportunities between the subregions 
are becoming more important over time.

The merchandise trade data from the region 
also show signi�cant changes at the level 
of   individual countries, with China notably 
surpassing Japan as the region’s largest 
exporter and importer. Between 2000 and 
2010, exports from China grew at an annual 
average rate of 17 per cent to reach $1.83 
trillion, or 32 per cent of the region’s exports. 
Over the same period, the country’s imports 
grew even more spectacularly, by 19 per cent 
annually, to reach $1.27 trillion, or 24 per cent 
of the region’s imports. India was another 

economy in the region that experienced rapid 
trade growth; its exports grew on average by 
18 per cent annually during that time period 
to reach $242 billion, or 4 per cent of the 
region’s exports, while its imports expanded 
by 25 per cent to $349 billion, accounting for 
7 per cent of the region’s total in 2010. This 
made India the region’s �fth-largest importer 
after China; Japan; Hong Kong, China; and the 
Republic of Korea.

An export opportunities indicator

Growing markets provide opportunities for 
both current and new exporters across the 
world. In order to assess the prospects and 
desirability of further trade liberalization 
within the Asia-Paci�c region, a new “export 
opportunities indicator” developed by ESCAP  
identi�es which markets are the most promis-
ing for each country in the world. This is based 
on the assumption that it is easier for exporters 
to enter and expand sales in a market that is 
growing than in one which is stagnant or 
declining. The value of the indicator for each 
destination country represents the potential 
annual increase, measured in billions of dollars, 
in imports from industries in which the source 
country is internationally competitive. This 
does not mean, of course, that the exporting 
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FIGURE TITLE

II.2. The ten most promising export markets for Asia-Paci� c countries

Source: ESCAP based on data from United Nations Statistics Division, Commodity Trade Statistics database (COMTRADE).

Note: The export oppotunities indicator represents the potential annual increase, in billions of US dollars, in the size of the export markets of each 
country visa-a-vis each of its trading partners. See Annex for details.

‘
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country will necessarily be in a position to 
take advantage of all this market growth 
because other countries that export similar 
products will also try to take advantage of 
these emerging opportunities. Details on 
the methodology for the computation of the 
indicator are included in the annex.

The results of this analysis are summarized in 
�gure II.2, which shows the ten most promising 
export markets in the world for each country 
in Asia and the Paci�c. The results show that 
China is among the top 10 export markets 
in the world for all the countries in Asia and 
the Paci�c. Other top 10 export markets 
for countries in the region are India (for 44 
countries), Republic of Korea (for 39 countries), 
Russian Federation (for 32 countries) and 
Turkey (for 28 countries).  Exports to China 
also provide the indicators with the largest 
values: export opportunities in China for 
Japan, for example, are growing by $35 billion 
a year, followed by those for the Republic of 
Korea at $29 billion. Nevertheless, China also 
o�ers important export opportunities to 
lower-income or less developed countries, 
including the Democratic People’s Republic 
of Korea, $16 billion, Papua New Guinea, $11 
billion, Mongolia, $8 billion, Myanmar, $3.7 
billion, Lao People’s Democratic Republic, 
$3.4 billion, and Nepal, $2.4 billion. The 

second most promising market for the Asia-
Paci�c exporters is India, which o�ers large 
opportunities for products from Georgia 
and the Russian Federation, both $8 billion, 
and Kazakhstan and Papua New Guinea, 
both $7 billion. For most countries the 
greatest opportunities lie outside their own 
subregions.

This is con�rmed by table II.3, which shows 
the export opportunities indicator for the 
average country in each of the �ve Asia-Paci�c 
subregions. The conclusion from this table is 
that, with the exception of East and North-
East Asia, the average country stands to gain 
substantially more by exporting to other 
subregions than to other countries in its own 
subregion. This observation contrasts with the 
approach to regional economic integration 
adopted so far in Asia and the Paci�c, which 
remains essentially subregional and fails to 
recognize the often greater potential of trade 
expansion across the subregions.

It should also be noted that, on average, 
the opportunities within Asia and the 
Paci�c are greater than those in Europe and 
North America combined. This is illustrated, 
by country, in �gure II.3. For the average 
country in Asia and the Paci�c, the region 
itself provides 45 per cent of the total export 

TABLE TITLE

II.3. Export opportunities indicator, for the average country in Asia-Paci�c subregions and selected regions of the 
world

To
Indicator
of opportunities 
to export from

East 
and 

North-
East 
Asia

South-
East 
Asia

South 
and 

South-
West 
Asia

North 
and 

Central 
Asia Pacific

Asia 
and the 
Pacific Europe

North 
America

Rest 
of the 
World

East and North-East Asia 23.3 3.7 5.3 3.6 0.8 36.8 20.8 3.9 11.8
South-East Asia 19.4 2.3 4.1 1.7 0.6 28.1 16.2 5.4 6.9
South and South-West Asia 9.1 2.1 2.8 1.9 0.5 16.5 12.9 3.6 7.0
North and Central Asia 13.5 3.1 6.1 1.0 0.7 24.4 18.1 7.9 6.8
Pacific 5.2 1.4 2.5 0.7 0.3 10.1 7.3 1.8 3.5
Asia and the Pacific 13.0 2.4 3.9 1.6 0.6 21.4 14.1 4.3 6.7
Europe 13.8 3.8 5.6 4.5 1.0 28.6 29.7 6.1 13.7
North America 32.1 6.6 11.1 4.3 1.5 55.6 40.3 10.9 16.5
Rest of the World 9.5 2.2 3.9 1.3 0.6 17.5 12.1 4.9 5.6

Source: ESCAP based on data from United Nations Statistics Division, Commodity Trade Statistics database (COMTRADE).

Note: Each row represents the export opportunities indicator of the average country in each region or subregion vis-à-vis the aggregate of 
countries in the importing region or subregion.

(Billions of US dollars)
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opportunities, compared to 39 per cent for 
the United States of America and Europe 
combined. In addition, 32 of the 51 economies 
shown in the �gure have larger opportunities 
within the region than in the United States 
and Europe combined. While this does not 
imply that countries should ignore traditional 
export markets outside the region, it suggests 
that there is much that could be gained by 
reducing obstacles to intraregional trade. 

As might be expected, the best prospects 
are available to the largest exporting 
countries, as they tend to have a revealed 
comparative advantage in a larger range of 
products. However, the countries with the 
largest export opportunities in relation to 
their current levels of exports are all smaller 
exporters. For example, while the ratio of 
export opportunities in Asia and the Paci�c 
to total exports is 0.028 for China and 0.081 
for Japan, it exceeds 10 for many economies 
including Armenia, Bhutan, Fiji, Samoa and 
Timor-Leste, among others. Examples of 
export opportunities within Asia and the 
Paci�c for speci�c economies in the region 
include the following:

 • Paci�c island developing economies, 
such as Kiribati, Solomon Islands, Tuvalu 
and Vanuatu can bene�t from the $257 
million annual growth of the regional 
market for “frozen �sh, excluding �llets”, 
$159 million of which are additional 
annual imports by China, $50 by the 
Russian Federation and $27 by Thailand.2

 • Bangladesh and Cambodia are traditional 
exporters of garments, as are emerging 
exporters, such as Myanmar and Nepal. 
The indicators show that the market for 
”other outer garments of textile fabrics, 
not knitted, or crocheted” has been 
growing in the region at an average 
value of $167 million per year – by $58 
million per year in the Russian Federation 
and by $51 million in the Republic of 
Korea. Also of interest to Cambodia is 
the data on footwear market, which has 
been expanding across the region,  by 
$392 million per year, most rapidly in the 
Russian Federation, $200 million, China, 
$58 million, the Republic of Korea, $51 
million and Turkey, $38 million.

FIGURE TITLE

II.3. Export opportunities, by country 

Source: ESCAP based on data from United Nations Statistics Division, 
Commodity Trade Statistics database (COMTRADE).

(Billions of US dollars)
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 • The Lao People’s Democratic Republic 
should be able to bene�t from the 
expansion in the demand for copper 
for which the market is growing by 
$1.8 billion per year, mostly in China. 
Similarly, the market for “copper and 
copper alloys, worked” is growing across 
the region, by about $534 million per 
year. The main expanding markets are: 
China at $273 million, Thailand at $57 
million and Turkey at $45 million.

Barriers to trade

Even though intraregional trade has been 
increasing, it continues to face a number of 
barriers. Traditionally, countries relied on 
tari�s to protect domestic producers against 
foreign competition, but increasingly the 
instruments of choice are various non-tari� 
and behind-the-border barriers. 

Tari�s

There is no doubt that six decades of 
multilateral trade negotiations have led to 
a signi�cant reduction of so-called most 
favoured nation (MFN) tari�s, to more 
clarity about types of tari�s, for example 
ad valorem versus speci�c tari�s, and to a 
higher predictability on levels of duties to be 
charged. Historically, applied import tari�s in 
most of the Asia-Paci�c economies have never 
been very high, on average, as many of these 
economies needed to import raw materials 
and intermediate products to sustain their 
export dynamism. In 2009, the average 
applied MFN rate in the region was 8 per cent, 
with only Maldives having an average MFN 
applied rate of about 20 per cent and most 
other economies having average rates of less 
than 10 per cent.

While the average level of applied MFN tari� 
rates have been reduced signi�cantly, many 
countries in the region still have higher 
average bound rates. The unweighted average 
of bound tari�s for the selected Asia-Paci�c 
economies is 28 per cent, but the variation 
of average bound tari�s around this mean is 
very large, ranging from less than 5 per cent 
to more than 100 per cent. Furthermore, many 
countries still do not bind 100 per cent of 
their tari�s. On average, the extent of imports 

covered by bound tari�s or binding coverage 
in Asia and the Paci�c is 88 per cent, but the 
coverage could be as low as 15 per cent. 
The lower the binding coverage, the more 
�exibility a country has in introducing higher 
levels of applied import tari�s on products 
that do not have tari� bindings. While this 
increases “policy space” of individual countries, 
it also makes the trading environment less 
stable and more unpredictable.

Notably, average tari�s are based on so-called 
dutiable imports excluding all zero-rate MFN 
tari�s. However, the share of zero-rate MFN 
bound or applied tari�s is signi�cant, more so 
in high-income than in low-income countries 
in a region. For most countries, non-agriculture 
tari�s lines have a larger proportion of bound 
zero duty than agriculture lines. As many as 
thirteen economies in the region apply zero 
duty to more than 50 per cent of their non-
agriculture tari� lines, including Singapore, 
Hong Kong, China and Macao, China where the 
duty-free share is 100 per cent. For agriculture 
products, 10 countries apply zero duty to more 
than 50 per cent of their agriculture tari� lines. 
As in the case of positive tari� rates, countries 
tend to apply more zero tari�s than what they 
are willing to bind at zero-rates, meaning that 
they wish to preserve the �exibility to invoke 
duty on most of the tari� lines for which they 
currently impose no duties.

Non-tari� measures

There is much less data on non-tari� measures 
(NTMs), which prevents comparisons across 
countries or over time. The WTO provides 
regularly updated information on technical 
barriers to trade (TBT) through a publicly 
accessible database (TBT_IMS). In addition 
to TBT there are many other NTMs, which 
should be properly monitored. However, 
while there have been many attempts to 
organize comprehensive inventories of NTMs, 
none of these initiatives have yet to produce 
databases equivalent to tari� schedules.
Technical barriers to trade are, in principle, 
non-discriminatory and apply to all trading 
partners. The other barriers to trade arise 
from time-consuming customs procedures, 
conformity assessments, non-transparency, 
arbitrariness, poor facilitation of trade at 
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the borders, poor physical connectivity and 
freight and associated costs, among others.3

Accounting for the costs of merchandise 
trade

According to the ESCAP Trade Cost Database, 
nowadays tari�s typically account for no 
more than 10 per cent of overall trade costs.4  

But while tari�s have been falling, both as 
nominal and e�ective rates, the costs of 
non-tari� and behind-the-border measures 
remain very high. For example, intraregional 
trade is inhibited by documentary and other 
import and export procedures which account 
for up to 15 per cent of the value of traded 
goods.5 These form part of what are measured 
as comprehensive trade costs.6 

Between 2005 and 2011, the time taken to 
complete all trade procedures involved in 
moving goods from factory to ship at the 
nearest seaport – or vice versa – in the Asia-

Paci�c developing economies decreased 
on average by more than 18 per cent. The 
greatest progress has been in South-East 
Asia. On the other hand, procedures in South 
and South-West Asia still take 50 per cent 
more time to complete than in South-East 
Asia. No signi�cant progress was made in 
the Paci�c. Overall, it still takes three times 
longer to complete trade procedures in the 
Asia-Paci�c developing economies than in 
Australia, Japan and New Zealand, indicating 
considerable room for improvement.

Some of the costs are inherent to the location, 
culture or history of the trading partners and 
may be di�cult to address through policy, at 
least within a reasonable time frame. These 
costs are sometimes called ”natural” trade 
costs. However, other costs – such as tari� rates, 
the availability of logistics infrastructure and 
services, a favourable exchange rate, a con-
ducive business environment and transparent 
and streamlined border procedures – are open 
to policy change.

FIGURE TITLE

II.4. Policy-related factors in trade costs

Source: Duval and Uthoktham (2011).

a   Illustrative based on casual observation of the data only. Natural trade costs for landlocked countries may be outside the range shown for 
natural trade costs.
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Research undertaken by ESCAP suggests 
that tari� trade costs in Asia and the Paci�c 
generally account for up to 10 per cent of 
bilateral comprehensive trade costs, while 
other policy-related trade costs, such those of a  
non-tari� nature, account for 60 to 90 per cent. 
Natural trade costs vary widely depending on 
the partner countries, but account on average 
for more than 20 per cent of trade costs. As 
indicated in �gure II.4, progress to bring down 
trade costs will be particularly important in 
maritime services and in information and 
communications technology (ICT).

It should be noted, too, that the full costs lay 
not so much in the direct costs of completing 
the procedures, but in a potential reluctance 
to engage in trade if the likely overall costs are 
uncertain.

All subregions in Asia and the Paci�c have 
made progress in reducing non-tari� trade 
costs between 2001-2003 and 2007-2009, 
with trade costs between East Asia and 
North and Central Asia experiencing the 
largest reduction (table II.4). Because its 
geographic proximity and similarities in 
languages and culture, the costs of trade are 
expected to be lower between countries in 
the same subregion. However, the costs of 
trade between subregions are quite high, 

even when they are also relatively close 
geographically. Moreover, the costs of trade 
between the Asia-Paci�c subregions tend to 
be substantially higher than those between 
them and the traditional markets of the West. 
Those between the ASEAN and SAARC, for 
example, are on average nearly double the 
costs of trade between ASEAN and the United 
States of America. Similarly, the costs of trade 
between North and Central Asia and South 
Asia are about twice those between North 
and Central Asia and the European Union.7 

Factors that explain these signi�cantly higher 
costs are explored below and in chapter three 
of this study. 

Apart from Singapore and Hong Kong, China, 
the top-ranked economies in the ESCAP Trade 
Cost Database – the ones with the lowest costs 
– are Malaysia, the United States, China, the 
Republic of Korea and Thailand, with Japan 
and Germany following closely.8 However, the 
trade cost performance of a given country 
varies signi�cantly depending on trading 
partners, as well as on the type of goods. 
Compared with manufactured goods, the 
barriers are greater for agricultural products 
which are typically governed by extensive 
regulations for food safety or food security.9  

Nevertheless, the costs vary considerably from 
country to country suggesting signi�cant 
scope for reduction (�gure II.5).

Source: ESCAP Trade Cost database (version 2).

Notes: Trade costs may be interpreted as tari� equivalents. Percentage changes in trade costs between 2001/2003 and 2007/2009 are in parentheses. 
ASEAN-4: Indonesia, Malaysia, the Philippines and Thailand; East-Asia-3: China, Japan and Republic of Korea; North and Central Asia-6: Armenia, 
Azerbaijan, Georgia, Kazakhstan, Kyrgyzstan and Russian Federation; SAARC-4: Bangladesh, India, Pakistan and Sri Lanka; EU-3: France, Germany 
and the United Kingdom.

Region ASEAN-4 East Asia-3
North and 

Central Asia-6 SAARC-4
Australia-New 

Zealand EU-3

ASEAN-4 79
(-10)

East Asia-3 73
(-6)

47
(-21)

North and 
Central Asia-6

291
(-14)

187
(-33)

149
(-21)

SAARC-4 134
(-0)

119
(-3)

270
(-22)

113
(-1)

Australia-New 
Zealand

90
(-12)

78
(-16)

270
(-22)

130
(-3)

45
(-24)

EU-3 97
(-5)

70
(-19)

149
(-26)

101
(-3)

89
(-17)

32
(-33)

United States 77
(-0)

53
(-14)

165
(-17)

99
(-1)

82
(-11)

51
(-18)

TABLE TITLE

II.4. Non-tari� intraregional and extraregional trade costs in Asia and the Paci�c, 2007-2009
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FIGURE TITLE

II.5. Agricultural and manufacturing non-tari� comprehensive trade costs between selected economies and Japan

Source:  ESCAP Trade Cost database (version 2).

Expanding trade in  commercial 
ser vices

Exports of commercial services are becoming 
increasingly important for Asia and the 
Paci�c. Between 2000 and 2010, the region 
increased its contribution to world services 
exports from 22 to 29 per cent. Although 
the latter �gure is smaller than the region’s 
contribution to world merchandise exports, 
38 per cent in 2010, the value of services 
exports has been growing faster than that of 
merchandise exports, especially in the last few 
years (�gure II.6). In 2011, the top exporters 
of services from the region were China ($182 
billion), India ($148 billion), Japan ($142 
billion), Singapore ($125 billion), Hong Kong, 
China ($120 billion) and the Republic of Korea 
($83 billion).10 The combined service exports 
of these six economies represented 63 per 
cent of the region’s total during that year. The 
region’s imports of commercial services have 
been growing somewhat slower than exports 
since 2000. Consequently, the region’s trade 
de�cit in commercial services, measured as a 
percentage of its exports, has dropped from 
15.4 per cent in 2000 to 2.8 per cent in 2011. 

This decline suggests that the Asia-Paci�c 
region is enhancing its capabilities to produce 
and export commercial services.

In the period 2000-2010, the share of travel 
services exports in global services exports 
dropped from one third to one quarter of 
global exports, the share of transportation 
services fell by 1.9 percentage points, and the 
share of “other commercial services” increased 
eight percentage points, from about 45 per 
cent in 2000 to just over 53 per cent in 2010. 
During the same period, Asia and the Paci�c 
increased its share of in global exports in 
these three categories of services (table 
II.7). The region’s largest percentage point 
increase was recorded in exports of travel 
services, which reached $260 billion in 2010. 
The region’s share of transportation services 
exports increased by 4.2 percentage points to 
$245 billion in 2010, while the largest increase 
in terms of value of exports was recorded in 
“other commercial services”, which reached 
$520 billion in 2010.

Data on bilateral trade in services among Asia-
Paci�c economies are very limited. Only six 
economies, namely Australia, Japan, Republic 
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FIGURE TITLE

II.6. Exports of commercial services and merchandise, Asia-Paci�c, 2000-2010

Source:  ESCAP based on WTO and UNCTAD WTO International Trade Statistics database (accessed 12 April 2012).

of Korea, the Russian Federation, Singapore 
and Hong Kong, China, report exports and 
imports of commercial services with a selected 
number of trading partners. Table II.5 shows 
that in 2008, these six economies export, on 
average, 34.8 per cent of their commercial 
services to trading partners within the region. 
That year, Australia; Hong Kong, China; and 
the Republic of Korea sent more than 40 per 
cent of their commercial services exports to 
other countries in the region. On the other 
end, the Russian Federation sent only 5 per 
cent of its commercial services exports to the 
region.11 Data on imports are qualitatively 
similar to those on exports, although the 
average value of imports of the six reporting 
economies originated in the region is lower, at 
28.7 per cent.

Tourism services

As mentioned above, travel is the type of 
commercial service that expanded the fastest 
in Asia and the Paci�c over the last decade. It is 
a major industry with the potential to generate 
millions of jobs and support economic growth. 

According to the United Nations World 
Tourism Organization (UNWTO), Asia and 
the Paci�c, currently ranked second among 
the world’s regions in terms of international 
tourist receipts, recorded a record number 
of tourist arrivals in 2011 of 216 million or a 6 
per cent increase from the year before.12 The 
dynamism of the travel industry in the region 
is partly the result of the increasing purchasing 
power of its emerging middle class, which can 
increasingly a�ord the expense of travelling 
to other countries for tourism. 

Table II.6 shows selected subregions and 
countries of origin for the 10 largest tourism 
markets in Asia and the Paci�c.13 Overall, 
almost two thirds of the tourism arrivals to 
these countries originate from within the 
region, and more than 50 per cent originate 
from South-East Asia and East and North-East 
Asia. Moreover, in seven of the ten countries, 
arrivals originating in the region represent 
70 per cent or more of the total arrivals. It 
is expected that as the region continues to 
prosper, intraregional tourism will increase at 
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FIGURE TITLE

II.7. Changes in the share of commercial services exports, Asia and the Paci�c and the world, 2000-2010

Source:  ESCAP based on ESCAP and WTO, WTO International Trade Statistics database (accessed 23 March 2012).

Source: ESCAP based on United Nations Services Trade Statistics (accessed November 2011).

TABLE TITLE

II.5. Intraregional trade in commercial services, selected exporters and importers, 2008

Reporter

Partner Australia
Hong Kong, 

China Japan
Republic of 

Korea
Russian 

Federation Singapore Average
Australia 2.7 1.5 0.8 0.1 4.2 1.9
Hong Kong, China 3.0 -0.7 4.7 0.3 4.1 1.7
Japan 4.5 6.4 10.5 1.0 6.8 4.7
Republic of Korea 3.4 2.7 3.3 1.2 3.2 2.4
Russian Federation 0.2 0.6 0.4 1.6 .. 0.5
Singapore 7.3 2.8 9.4 4.2 0.2 4.5
China 8.8 24.4 6.1 14.6 1.7 5.2 10.4
India 5.5 1.0 1.1 1.3 0.3 2.9 1.8
Indonesia 1.9 0.6 1.4 1.1 0.0 3.1 1.4
Malaysia 2.8 1.3 0.0 1.0 0.0 3.2 1.2
New Zealand 6.4 0.3 0.3 0.1 0.0 0.7 0.8
Philippines 0.6 0.8 0.9 1.3 0.0 0.9 0.8
Thailand 1.8 0.9 3.4 1.5 0.1 2.1 1.9
Viet Nam 1.1 0.2 .. 1.9 0.4 0.9 0.7
Total 47.4 44.7 27.1 44.7 5.5 37.3 34.8

(Percentage of total exports)
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a greater pace, and thus could make a large 
contribution to supporting growth across the 
region.

Education services

Exports of education services, especially at 
the tertiary level, have increasingly become 
an important source of foreign exchange 
earnings for many Asia-Paci�c economies. 
According to data from the United Nations 
Educational, Scienti�c and Cultural Orga-
nization (UNESCO) Institute for Statistics, the 
three largest education services exporters of 
the region are Australia, Japan, and the Russian 
Federation. As it is clear from �gure II.8, the 
large majority of international students in the 
Asia-Paci�c economies come from other Asia-
Paci�c economies.

However, statistics on the number of 
international students only partially capture 
trade in education services. Education 
services provided to international students 
are classi�ed, according to the General 

Source: ESCAP based on UNWTO (accessed November 2011).

Notes: Shares of total arrivals in parentheses. China’s arrival exclude those from Hong Kong, China and Macao, China. Data for Australia is for 2009. 
Methods of data collection are not standardized across countries.  

TABLE TITLE

II.6. Tourism arrivals, selected Asia-Paci�c countries, 2010

Agreement on Trade in Services (GATS), 
as Mode 2 of supply or consumption of a 
service abroad. Although this mode currently 
represents the largest share of the global 
market of education services, there are other 
forms of supply that are gaining relevance 
especially in the developing countries of Asia 
and the Paci�c. For example, improvements 
in access to modern ICT have opened large 
potential for cross-border supply (Mode 
1) through distance education, e-learning 
and the operation of virtual universities. In 
addition, foreign investment, franchising, 
and partnerships between foreign and local 
institutions have been bringing a rapid 
expansion in Mode 3, a commercial presence 
of institutional education providers in a 
foreign country. An increase in the presence 
of foreign providers of education services 
through Mode 3 is often perceived as an 
e�ective way to attract foreign students, 
as well as to reduce the out�ow of foreign 
exchange by keeping domestic students in 
the country.

Country of 
destination

Subregion or country of origin 
East and 

North-East 
Asia

South-East 
Asia

Australia and 
New Zealand

Russian 
Federation

South and 
South-West 

Asia Subtotal Total
China 13 859

(44.3)
5 746
(18.4)

777
(2.5)

2 370
(7.6)

871
(2.8)

23 624
(75.6)

31 267
(100)

Turkey 427
(1.5)

120
(0.4)

156
(0.5)

3 107
(10.9)

1 987
(6.9)

5 797
(20.2)

28 632
(100)

Malaysia 2 021
(8.2)

18 937
(77.1)

647
(2.6)

32
(0.1)

997
(4.1)

22 635
(92.1)

24 577
(100)

Thailand 3 290
(24.6)

3 741
(27.9)

642
(4.8)

600
(4.5)

894
(6.7)

9 167
(68.4)

13 395
(100)

Singapore 2 664
(22.9)

4 822
(41.4)

 976
(8.4)

..

..
1 084
(9.3)

9 546
(82.0)

11 642
(100)

Japan 5 661
(65.7)

722
(8.4)

258
(3.0)

51
(0.6)

105
(1.2)

6 797
(78.9)

8 611
(100)

Republic of 
Korea

5 038
(64.4)

861
(11.0)

123
(1.6)

137
(1.8)

114
(1.5)

6 272
(80.2)

7 818
(100)

Indonesia 1 455
(20.8)

3 052
(43.6)

804
(11.5)

..

..
158

(2.3)
5 469
(78.1)

7 003
(100)

India 412
(7.1)

439
(7.6)

207
(3.6)

122
(2.1)

1 047
(18.1)

2 227
(38.6)

5 776
(100)

Australia 1 163
(20.8)

790
(14.1)

1 110
(19.9)

12
(0.2)

162
(2.9)

3 238
(58.0)

5 584
(100)

Total 35 990
(24.9)

39 231
(27.2)

5 701
(4.0)

6 432
(4.5)

7 419
(5.1)

94 772
(65.7)

144 305
(100)

(In thousands)
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Movement of people

Movement of people across borders is an 
important mode of trade in services. Migration 
�ows between countries in the region could be 
very e�ective in tackling structural demand-
supply imbalances between countries of the 
region, contributing economic growth and 
a reduction in region-wide disparities in the 
distribution of labour income. For instance, 
changes in technology and the mix of goods 
and products produced in a particular eco-
nomy could lead to shortages in speci�c seg-
ments of the labour market and to excess 
supply in others. While such complex changes 
could, in principle, be tackled through 
national educational and training policies, 
both the implementation of such policies and 
the time it takes to train skilled workers make 
migration a more e�ective channel to tackle 
imbalances in speci�c segments of the labour 
market in the short to medium run. 

In sum, labour migration can be mutually 
bene�cial for employers and migrants, as 

well as for residents of countries of origin and 
countries of destination, but the migration 
process must be well-managed. In the light 
of the signi�cant amount of migration 
occurring within Asia and the Paci�c, regional 
coordination of international migration 
policies could facilitate better skills matching 
to address labour market needs in countries of 
origin and destination.  This includes creating 
legal channels for migration and the sending 
of remittances by both skilled and low-skilled 
labour migrants, resulting in more balanced 
opportunities and bene�ts for the region.

Migrants in Asia and the Paci�c

Several countries of the region have attracted 
signi�cant numbers of migrants. In 2010, the 
region’s largest foreign-born population – 
more than 12 million – lived in the Russian 
Federation, followed by India, Australia, 
Pakistan and Kazakhstan. In most cases, 
the foreign-born population comes from 
neighbouring countries or other countries 
within the subregion. For example, Australia 

FIGURE TITLE

II.8. Number of international students in selected Asia-Paci�c economies, 2009

Source:  ESCAP calculations based on UNESCO, Institute for Statistics database. Available from  http://stats.uis.unesco.org.
Note: Figures for India are for 2006 and those for the Philippines are for 2008.
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and New Zealand are well connected to 
each other, facilitated by the reciprocal 
rights agreement under the Trans-Tasman 
Travel Arrangement, which came into e�ect 
in 1973. This informal agreement allows for 
free movement of labour migrants between 
the two countries. Additionally, several 
Paci�c island countries have large diasporas 
in Australia and New Zealand. For example, 
in 2005, the population of Samoa stood at 
180,000, with 15,240 Samoans residing in 
Australia and 50,649 Samoans living in New 
Zealand.

An increasing number of migrants travel for 
study, particularly at the tertiary level. The 
majority of Asian students studying abroad 
still favour Europe and North America,14 but 
East Asian destinations, such as Japan and 
Republic of Korea, and Australia are becoming 
popular (�gure II.8); and about 90 per cent of 
these countries’ foreign students are from 
Asia, especially China. In 2008, about 18 per 
cent of Chinese studying abroad studied in 
Japan and about 8 per cent in the Republic 
of Korea. Another popular destination for 
students is the Russian Federation, largely 
from Kazakhstan and other Central Asian 
countries.

A unique feature in the Asia-Paci�c region 
is that it hosts both locations of origin and 
of destination of labour migrants. Some 
economies, such as Japan, Malaysia, the 
Republic of Korea, Thailand, Hong Kong, China 
and Taiwan Province of China have recently 
become destinations for labour migrants. 
Those  from South-East Asia migrate mainly 
to the more a�uent economies, notably 
Brunei Darussalam, Malaysia, Thailand, and 
Singapore as well as to East Asia, particularly 
the Republic of Korea; Hong Kong, China; 
Macao, China; and Taiwan Province of China. 
Meanwhile, labour migrants from Central 
Asia tend to migrate to Kazakhstan and the 
Russian Federation.15

Labour migration and remittances

Labour migration also provides a source of 
income to households of the migrants left 
behind in the countries of origin. Moreover, for 
a number of countries of origin of migration in 

the region, remittances are the largest sources 
of foreign exchange. In 2011 of the top ten 
recipients of remittances worldwide, six were 
in  the Asia-Paci�c region, led by India ($58 
billion), China ($57 billion), the Philippines 
($23 billion), Bangladesh and Pakistan ($12 
billion each) and Viet Nam ($8 billion).16 

For some countries, such as Tonga, Samoa 
and Nepal, remittances represent a high 
proportion – of 20 per cent or more – of the 
GDP.17 Given these bene�ts, it is not surprising 
that the governments of many countries, 
such as Bangladesh, India, Indonesia, Nepal, 
Pakistan, the Philippines, Sri Lanka, Thailand 
and Viet Nam, are actively involved in the 
deployment of migrant workers.

In addition, the share of remittances origi-
nating in the region itself is very signi�cant. 
According to estimates produced by the 
World Bank, it ranges between 26 and 43 
per cent, depending on the methodology. 
According to estimates based on migrant 
stocks and incomes in both the sending and 
the destination economies, shown in table II.7, 
some 34 per cent of the remittances received 
by the region in 2010 originated in the region. 
The Asia-Paci�c subregions with the highest 
shares of remittances coming from the region 
are North and Central Asia (57 per cent), East 
and North-East Asia (54 per cent) and the 
Paci�c (39 per cent). 

Traditional sources of remittances income 
outside the region include Canada and the 
United States, which provide 42 per cent of 
the remittances received by South-East Asia 
and 31 per cent of those received by East 
and North-East Asia; Europe, which provides 
36 per cent of the remittances received by 
the Paci�c; and the Gulf Cooperation Council 
countries,18 which provide 42 per cent of the 
remittances received by South and South- 
West Asia. However, as growth in Asia and 
the Paci�c continues to outpace that of these 
traditional sources, it is expected that the 
region will be able to o�er more and more 
opportunities for migrants. Thus, the share 
of remittances originating from the region is 
likely to increase in the future.
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Irregular migration

Although it is di�cult to estimate the mag-
nitude of irregular migration �ows, some data 
emerge when countries encourage migrants 
to register. The main destinations for irregular 
migrants are believed to be Thailand, Malaysia 
and India. The Ministry of Interior of Thailand 
estimated that in 2010, there were around 1.4 
million unregistered migrants in the country, 
with perhaps 80 per cent of them from 
Myanmar and the remainder from Cambodia 
and the Lao People’s Democratic Republic.19 
In the Russian Federation, about half of its 
migrants are estimated to be irregular, the 
majority from Central Asia and other countries 
of the Commonwealth of Independent States 
(CIS). Kazakhstan is believed to have between 
500,000 and 1 million irregular migrants, 
mostly from Kyrgyzstan, Tajikistan and Uzbe-
kistan.20

Irregular migration, which is often encou-
raged by restrictions on labour movements, 
incurs high economic and social costs for 
both countries of origin and destination. For 
instance, high recruitment costs for labour 
migrants reduces the positive impacts of 
remittances because a signi�cant proportion 
of the migrants’ income should be used 
to repay loans taken to cover the cost of 
recruitment, such as transport and securing 
a work visa. As such, the minimization of 
recruitment costs, processes and delays 
in regular migration are key to improving 
international migration management at the 
regional level.

Cooperation in labour migration

Large irregular labour migration �ows  between 
countries re�ect the absence of an adequate 
legal framework to enable migration through 
regular channels. 

Source: ESCAP based on data from World Bank, “Bilateral Migration and Remittances 2010. Available from http://econ.worldbank.org/WBSITE/
EXTERNAL/EXTDEC/EXTDECPROSPECTS/0,,contentMDK:22803131~pagePK:64165401~piPK:64165026~theSitePK:476883,00.html (accessed 20 
April 2012).

Notes:  Numbers in parentheses are percentages of total remitances received by each subregion and by the Asia-Paci�c region (last column). World 
Bank bilateral remittance estimates based on migrant stocks, destination country incomes, and source country incomes. For more information, see 
Ratha and Shaw, 2007, “South-South Migration and Remittances”,  Development Prospects Group, World Bank. Available from www.worldbank.org/
prospects/migrationandremittances. 

TABLE TITLE

II.7. Bilateral remittances received by the Asia-Paci�c subregions, 2010

Receiving

Sending

East and 
North-East 

Asia
North and 

Central Asia Pacific
South-East 

Asia

South and 
South-West 

Asia Asia-Pacific
East and North-East 
Asia

20 935
(38)

9
(0)

139
(3)

1 577
(5)

426
(1)

23 086
(12)

North and Central Asia 10
(0)

6 224
(57)

0
(0)

0
(0)

25
(0)

6 259
(3)

Pacific 3 008
(5)

20
(0)

1 669
(32)

1 734
(5)

2 332
(3)

8 763
(5)

South East-Asia 6 099
(11)

0
(0)

159
(3)

6 471
(20)

2 190
(3)

14 919
(8)

South and South-West 
Asia

162
(0)

45
(0)

63
(1)

21
(0)

10 148
(12)

10 439
(6)

Asia-Pacific 30 214
(54)

6 298
(57)

2 030
(39)

9 803
(31)

15 121
(18)

63 466
(34)

Canada and United 
States

18 551
(33)

538
(5)

1 114
(21)

13 410
(42)

19 350
(23)

52 963
(28)

EU 15 5 735
(10)

639
(6)

1 869
(36)

3 624
(11)

12 338
(15)

24 205
(13)

Gulf Cooperation 
Council

0
(0)

0
(0)

0
(0)

4 424
(14)

35 029
(42)

39 453
(21)

Rest of the World 1 167
(2)

3 515
(32)

250
(5)

565
(2)

1 249
(2)

6 746
(4)

World 55 667
(100)

10 990
(100)

5 263
(100)

31 826
(100)

83 087
(100)

186 833
(100)

(Millions of US dollars)
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In order to regularize migration �ows, and 
maximize the bene�ts of labour migration 
for source and destination countries, a 
number of countries have concluded bi-
lateral agreements, usually in the form of 
memoranda of understanding, which are 
more e�ective for the management of labour 
migration �ows than national actions taken 
unilaterally by sending or receiving countries. 
They vary signi�cantly in content, and can 
cover recruitment, conditions of employment 
and measures to protect migrants. Key 
destination locations in Asia, such as Malaysia, 
the Republic of Korea, Thailand, Hong Kong, 
China, Macao, China and Taiwan Province 
of China, have concluded memoranda of 
understanding with selected countries of 
origin in South-East and South Asia.

The most extensive arrangements are be-
tween the Republic of Korea and 15 Asian 
countries of origin, namely Bangladesh, 
Cambodia, China, Indonesia, Kyrgyzstan, 
Mongolia, Myanmar, Nepal, Pakistan, the 
Philippines, Sri Lanka, Thailand, Timor-Leste, 
Uzbekistan and Viet Nam, based on the 
Employment Permit System (EPS). Initiated 
in 2004, the programme establishes quotas 
of foreign workers per industry and also 
oversees pre-departure training of the foreign 
workers, including language training. Under 
the scheme, the maximum stay is three years, 
after which migrants have to return and 
remain in their country of origin for one year 
before being eligible to re-apply. Moreover, 
the programme encourages voluntary return 
and encourages a network of returnees, 
which again would strengthen the links with 
the Republic of Korea.

Thailand has signed memoranda of under-
standing with Cambodia, Lao People’s Democratic 
Republic and Myanmar on guidelines and 
procedures for employment protection and 
return of workers, but the majority of migrants 
still continue to migrate through irregular 
channels which are easier and cheaper. Thailand 
also has a memorandum of understanding with 
Taiwan Province of China, but in this case for its 
own migrant workers.

Some subregions already have visa-free 
regimes, though these do not always include 

the right to work. In this respect, several 
subregions such as Central Asia or ASEAN 
are relatively well integrated. South Asian 
countries, on the other hand, are relatively 
poorly integrated among themselves and 
with the rest of Asia.

North and Central Asia – A mutual interest 
among the CIS countries has led to an 
agreement on cooperation in labour migration 
and on social guarantees for migrant workers 
(1994), the agreement between the CIS 
countries on cooperation in preventing 
irregular migration (1998) and the EurAsEc 
Agreement in visa-free trips (2005). There 
are also a number of bilateral agreements on 
labour migration, such as between the Russian 
Federation and Kyrgyzstan and Tajikistan.21 
The Russian Federation allows visa-free entry 
to migrant workers, while Kazakhstan allows 
migrants from CIS countries 90 days to search 
for work.22

ASEAN – ASEAN foresees a free �ow of skilled 
labour by 2020 and is working to facilitate 
the issue of visas and employment passes for 
ASEAN professionals and skilled labour. As a 
�rst step, the Association has signed mutual 
recognition agreements for nurses, dental 
and medical practitioners, engineering and 
architectural services, surveying professionals 
and accountancy services. However, these 
agreements do not extend to low-skilled 
workers. In addition, there is the ASEAN 
Declaration on the Protection and Promotion 
of the Rights of Migrant Workers. Signed in 
January 2007, the Declaration acknowledges 
the “need to adopt appropriate and compre-
hensive migration policies on migrant wor-
kers” and “to address cases of abuse and 
violence”.

Paci�c – As a result of their historic ties to 
Australia, New Zealand or the United States 
of America, traditionally it has been easier 
for migrants from several Polynesian and 
Micronesian economies to access those 
countries than for migrants from Melanesia.23 
Australia and New Zealand have recently 
started opening up to seasonal agricultural 
labour from several Paci�c countries through 
the Paci�c Seasonal Worker Pilot Scheme 
(Australia) and the Recognized Seasonal 
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Employer Scheme (New Zealand). Although 
the number of participants has not being 
large, these schemes have had an impact at 
the local level when workers return to their 
countries. Both seasonal workers schemes 
are a step towards connecting all the Paci�c 
island economies.

Migration is inherently a multilateral concern, 
and desired outcomes are most likely to be 
achieved if countries of origin and destination 
discuss labour migration issues and the best 
way to resolve them.24 Regional cooperation, 
guided by international principles and norms, 
o�er the best conduit for improving migration 
governance in Asia and the Paci�c.

Foreign direct investment

The rapid economic growth in the Asia-Paci�c 
region has been accompanied by increasing 
�ows of FDI. Between 1996 and 2000 and 2006 
and 2010, FDI in�ows to Asia and the Paci�c 
almost tripled and the region now accounts 
for about one-quarter of global in�ows, but 
FDI out�ows from the region have expanded 
even more impressively with the emergence 
of China, India, Malaysia, Singapore and Hong 
Kong, China, joining conventional sources of 
FDI, such as Australia, Japan and the Republic 
of Korea. Over the same period, FDI out�ows 
more than quadrupled and accounted for   21 
per cent of global  out�ows (table II.8).

The emergence of new sources in the Asia-
Paci�c region is actually a re�ection of the 
development  of large dynamic enterprises 

based in the Asia-Paci�c economies that tend 
to operate globally similar to transnational 
corporations (TNCs) originating in advanced 
economies. A survey of the top 100 compa-
nies from fast growing emerging economies 
included 33 companies from China, 20 from 
India, 6 from the Russian Federation, 4 from 
Thailand, 2 each from Indonesia and Turkey 
and 1 from Malaysia.25 However, it has been 
argued that compared with those from 
developed countries, TNCs from developing 
countries move abroad on the strength of 
their frugal engineering or their ability to 
deliver value for money. As these companies 
operate in an environment with similar input 
and output prices, they tend to be more 
adept than their counterparts from advanced 
countries in introducing more appropriate 
products and processes to other developing 
countries.26 These TNCs are gaining  a stronger 
foothold in climate-smart technologies. For 
example, Chinese companies, such as Suntech 
and Sunergy, are looking to either become or 
reinforce their leading position in solar energy, 
while the Indian company, Suzlon, is one of 
the world’s top-�ve wind energy companies.27 
Many of these companies have developed 
globally recognizable brands, including Acer, 
Lenovo, Haier, and Tata.

As a result of the rise of new sources of FDI with-
in the Asia-Paci�c region, an increasing share 
of FDI �ows now takes place intraregionally, 
re�ecting the increasing participation by the 
region’s developing economies in regional and 
global supply chains. Developing countries 
seeking opportunities often �nd it better to 
invest in other developing countries. This is 

Source: ESCAP calculations based on UNCTAD (2011a).

Note: Developed Asia-Paci�c countries include Australia, Japan and New Zealand.

TABLE TITLE

II.8. Average FDI �ows to and from Asia-Paci�c countries and their global shares, 1996-2000 and 2006-2010

Average 1996-2000 Average 2006-2010
In billions of US 

dollars
Percentage of 

world flows
In billions of US 

dollars
Percentage  of 

world flows
FDI inflows

Developing Asia-Pacific countries 115 14 340 22
Developed Asia-Pacific countries 15 2 49 3

FDI outflows
Developing Asia-Pacific countries 53 7 233 15
Developed Asia-Pacific countries 30 4 101 6
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not only because they o�er comparable or 
lower wages or prices but as other developing 
countries are at corresponding stages of 
development, they can absorb similar types 
and levels of technology and knowledge.28 

However, the situation varies from one 
subregion to another.

South-East Asia – Between the periods 1998-
2000 and 2008-2010, the average proportion 
of FDI in�ows to South-East Asia coming from 
the European Union and the United States fell 
from 55 to 31 per cent of total in�ows to the 
region while those from ASEAN+6 countries 
(+Australia, China, India, Japan, New Zealand 
and the Republic of Korea) increased from 15 
to 41 per cent. Among the ASEAN+6 sources, 
Japan was the largest contributor at 10 per 
cent, followed by China at 5.3 per cent, and 
the Republic of Korea at 4.3 per cent.29 It is 
also noticeable that an increasing proportion 
of intra-subregional �ows are going to the 
”CLMV” countries – Cambodia, Lao People’s 
Democratic Republic,  Myanmar and Viet 
Nam. In Cambodia, for example, 45 per cent of 

FDI in�ows are from ASEAN countries though 
China is the largest single contributing 
economy.  Much of the investment has gone 
into the garment sector. In the Lao People’s 
Democratic Republic, China and Viet Nam are 
the largest contributors of FDI,  which is mainly 
directed to hydroelectricity and mining. For 
Viet Nam during the period 1990-2010, the 
largest investors were from Japan, Malaysia, 
the Republic of Korea, Singapore and Taiwan 
Province of China.30 In Myanmar, Chinese 
investors contributed the largest amount of 
FDI, pledging to invest $20 billion during the 
2010-2011 �scal year, with the main recipients 
being the electricity, oil and gas and mining 
sectors.31

South Asia – For India, about 57 per cent of the 
Asia-Paci�c FDI comes from South-East Asia32  

and 37 per cent from East and North-East Asia, 
with far less from its South Asian neighbours.33 
As observed earlier, Indian companies are also 
becoming active players in a number of Asia-
Paci�c economies including ASEAN countries, 
such as Indonesia, Malaysia, Singapore and 

FIGURE TITLE

II.9. Top recipients of FDI in�ows in Asia and the Paci�c in 2010 and FDI out�ows from these countries 

Source: ESCAP based on UNCTAD (2011a) .

(Billions of US dollars)



Towards a broader integrated marketCHAPTER  TWO

39

Thailand and select South Asian economies, 
such as Nepal and Sri Lanka.  For Pakistan, the 
most signi�cant suppliers of green�eld FDI 
are from Malaysia, Singapore and Thailand.34 

In Bangladesh, during 2009-2010, the largest 
contributors of FDI, in terms of proposed 
investments, were Saudi Arabia, Republic of 
Korea and China.35 In that period Bangladesh 
also originated small FDI out�ows, 39 per 
cent of which went to India.36 Sri Lanka has 
bene�ted from increased investment from 
India and as it recovers from its prolonged 
con�ict it is also expecting increasing in�ows 
of FDI from other Asia-Paci�c countries.

North-East Asia – The largest FDI destination 
in Asia and the Paci�c is by far China, with 
around two thirds of the in�ows coming 
from East and North-East Asia, the principal 
sources being Hong Kong, China, Japan 
and the Republic of Korea. Overall, in 2010, 
some 72 per cent of the FDI �ows to China 
were sourced in the Asia-Paci�c region, up 
from 62.3 per cent in 2000. In addition, FDI 
out�ows from China have continued to grow, 
increasing by 20 per cent in 2010. This growth 
is likely to continue due to the country’s high 
level of domestic savings and its increasing 
need to secure the supply of resources and 
access to new markets and technology.37 

China is already a large investor in South-Asian 
countries and is also increasing its presence in 
Central Asia and the Paci�c subregions. 

Central Asia – Most FDI in�ows target the 
natural resources sector, oil and gas as well as 
minerals and other precious and base metals. 
Between 1993 and 2008, this sector witnessed 
a ninefold increase in in�ows, two-thirds of 
which went to the energy sector.38 In 2010, 
however, the subregion’s overall FDI in�ows 
fell by 28 per cent to about $14.8 billion.39 The 
dominant investor is the Russian Federation, 
which, in 2009, accounted for 68 per cent of 
the subregional FDI in�ows. Nevertheless, in 
addition to traditional sources, such as Japan 
and the Republic of Korea, a gradually larger 
portion of FDI in�ows has recently come from 
developing countries, such as China and the 
Islamic Republic of Iran, and notably, both 
China and India have been pursuing joint 
ventures.40 However, South-South investment 
links in this subregion have been concentrated 

in a handful of countries, such as Kazakhstan 
and Turkmenistan, which have vast energy 
and natural resources.

Paci�c – In 2010 French Polynesia, Samoa 
and Solomon Islands experienced the largest 
growth in FDI in�ows in the subregion. In�ows 
to French Polynesia more than doubled to $26 
million while in�ows to Samoa and Solomon 
Islands almost doubled to $238 and $2 million, 
respectively.41 The leading sectors for FDI 
in�ows in the subregion are tourism, �sheries 
and mining.42 In addition, liberalization of the 
market in Samoa has spurred investment in 
telecommunications.43 Most FDI to the Paci�c 
island economies comes from Australia, New 
Zealand, Japan and, increasingly, China. In 
Papua New Guinea, Australian companies are 
the most active in the mining and petroleum 
sectors but China is also increasing its 
investment there, including the $1-billion 
Ramu nickel mine.44 In Fiji, where Australia is 
also the largest investor in the tourism industry 
as well as in textiles, garments and footwear, 
FDI declined from a peak of $410 million to 
$56 million in 2009, although it recovered to 
$200 million in 2010 and in 2011, a Chinese 
investor group acquired 6,000 acres of land 
to establish tourist and other facilities.45 The 
Australian S-TCF scheme helped spur FDI to 
Paci�c island economies by facilitating duty-
free access for textiles, clothing and footwear 
products manufactured in the Paci�c Island 
Forum countries, but it expired in December 
2011. 

Least developed countries – Flows to the 
region’s 14 least developed countries dipped 
in 2009 but grew by more than one-third 
in 2010 to $3.6 billion. Nevertheless, they 
account for only 1 per cent of the region’s 
FDI in�ows.46 In 2010, more than two-thirds 
of the FDI in least developed countries in the 
region was placed in Bangladesh, Cambodia 
and Myanmar, which have all experienced 
signi�cant growth. Out�ows of FDI from least 
developed countries remain low, at 0.01 per 
cent of total FDI out�ows from the Asia-Paci�c 
region. In 2010, FDI out�ows from the least 
developed countries as a whole fell by 20 per 
cent to $42 million, of which two-thirds of 
the amount originated from Bangladesh and 
Cambodia. Most FDI from Bangladesh goes 
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to India, with some heading to Sri Lanka and 
Pakistan. FDI from Cambodia mostly goes to 
China, Singapore and Thailand.47

A fragmented region

The extent of tari� and behind-the-border 
barriers to trade suggests that there is 
still considerable scope for further trade 
liberalization in the region. However, 
currently, there is not much appetite for 
liberalizing unilaterally. Many countries are 
willing to continue reforms but only if other 
countries reciprocally o�er market access. This 
is best achieved through multilateral trade 
negotiations. However, since the conclusion 
of the seventh multilateral round of the 
WTO in 1995, there has been little progress 
on this front. Countries impatient with the 
slow pace have turned, instead, to bilateral 
or at best small plurilateral preferential trade 
agreements.48

This region has been responsible for around 
half of all RTAs. Asia-Paci�c economies are 
parties to more than 140 agreements and are 
contemplating or negotiating many more. 
This activism signals a preference for deeper 
integration among countries in the region than 
currently envisaged in the Doha development 
round of the WTO, as well as an attempt to 
break multilateral deadlocks, mostly through 
bilateral negotiations.49 However, expanding 
bilateral deals has the great disadvantage of 
increasing regional fragmentation.50

More than three-quarters of all RTAs signed 

by countries in the region are bilateral. 
There are also 15 plurilateral RTAs, and 15 
RTAs between a country and a bloc. Box II-1 
provides an overview of the key RTAs in each 
of the �ve subregions of Asia and the Paci�c. 
The RTAs average eight members, a relatively 
small size for a regional bloc.51 Subregional 
trade agreements include the ASEAN Free 
Trade Area (AFTA) now being transformed 
into an ASEAN Trade in Goods Agreement 
(ATIGA), the Bay of Bengal Initiative for Multi-
Sectoral Technical and Economic Cooperation 
(BIMSTEC) FTA, the Economic Cooperation 
Organization Trade Agreement (ECOTA) and 
the South Asian Free Trade Area (SAFTA).

Most RTAs whose members are only from 
the Asia-Paci�c region aim to eliminate tari�s 
and other trade barriers. Trade agreements 
include rules of origin to avoid trade 
de�ection to unintended partners. Some 
of them, especially the recent ones, extend 
their scope beyond trade in goods to cover 
trade in services, investments and economic 
cooperation to exploit the full potential of 
regionalism. Liberalization of trade in goods is 
generally on a negative list basis, meaning all 
products are covered in an trade agreement 
except those on an exclusion or negative list 
(except in the case of APTA, which was set on   
a positive list basis). On the other hand, trade 
in services and investments are liberalized 
generally on a progressive or positive list basis, 
although some agreements have investment 
liberalization on a negative list basis as well, 
for instance, the Japan-Singapore FTA.52 
Some agreements, however, have provisions 

BOX II.1. Key RTAs in each of the five subregions of Asia and the Pacific

As discussed in other ESCAP studies,a the Asia-Paci�c region appears to be 
fragmented into several geographical subregions characterized by distinct 
political, cultural and historical features. In addition, the degree of intra-
subregional trade and economic integration vary substantially across subregions, 
though such variation is often unrelated to the number of RTAs signed among 
the economies of each subregion. For instance, East and North-East Asia has the 
largest intensity of intra-subregional trade in Asia and the Paci�c (64 per cent in 
2010, see table II.2), which is close to that of Europe (69 per cent in 2010, see table 
II.1).  Yet, East and North-East Asia is the only subregion in Asia and the Paci�c 
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BOX II.1. Continued

East and North-East Asia

As already mentioned, this subregion not only has the most intensive intra-subregional 
trade in the region but is also the largest regional market for exports from other Asia-
Paci�c subregions (table II.2). However, the only agreements in force involving East and 
North-East are three bilateral trade agreements (BTAs): the Closer Economic Partnership 
Agreements (CEPA) signed in 2003 between China and Hong Kong, China and between 
China and Macao, China, and the Economic Cooperation Framework Agreement (ECFA) 
signed in 2010 between China and Taiwan Province of China. Although the three major 
economies of the subregon, China, Japan and Republic of Korea, are intensively involved 
in negotiating trade agreements with common partners such as ASEAN, the European 
Union, Australia, India, New Zealand and the United States, as of the time of writing, they 
have not been aggressively pursuing trade arrangements with each other. 

However, this could change quickly as an announcement of soon-to-start negotiation of 
a tripartite FTA is expected at a May 2012 trilateral summit. This news would follow an 
expected announcement that the parties have concluded the negotiation of a three-way 
investment treaty, which can be seen as  an important stepping stone towards the far 
more ambitious goal of establishing a free-trade area among these Asian trade giants.b 

In the past few years, these countries have been studying the possibility of creating a 
trilateral FTA in which the �nal joint study meeting on the feasibility of such an agreement 
was held in December 2011. A free-trade agreement between the three countries would 
be a major achievement, not only in bringing their economies closer together but also 
in providing additional drivers for a broader regional integration across the whole Asia-
Paci�c region.

North and Central Asia

The primary trade agreement among countries in this subregion (plus three other 
former Soviet Union States) was signed at the end of 1994 as CIS. It took almost �ve years 
to notify it to WTO, and much longer to complete negotiations to create a free-trade 
zone among its members. The CIS Free Trade Agreement (CISFTA) was �nally signed in 
2011. It should be pointed out that a number of members in CISFTA have strong trade 
and investment linkages with Western Europe and that they look more favourably upon 
expanding their trading and �nancial relations with the European Union. However, the 
role of the Russian Federation as the largest market of CISFTA economies is undeniable 
not only for trade in goods, but also, as mentioned above, as a major destination for 
temporary labour migration. 

CISFTA is not the only agreement among economies in the region. In the late 1990s, 
these economies established a customs union under the name of Eurasian Economic 
Community (EurAsEC) and in 2003, a subgroup of North and Central Asian economies 
signed ECOTA with several South-West Asian countries 

South and South-West Asia 

SAFTA was �rst signed among the seven South Asian countries which were members 
of SAARC. Afghanistan joined in 2010. SAFTA came into e�ect on 1 January 2006, with 
the aim to reduce tari�s for intraregional trade. Pakistan and India are to complete 

without any bilateral or plurilateral agreement linking its major economies. In 
contrast, the other Asia-Paci�c subregions have at least one RTA in force signed 
by most or all of its economies.
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Sources:  APTIAD at www.unescap.org/tid/aptiad and Bilaterals.org at www.bilaterals.org.

a ESCAP, Asia-Paci�c Trade and Investment Report 2011: Post-crisis Trade and Investment Opportunities  (Bangkok, 2011). 
b Based on text posted at www.bilaterals.org on 30 March 2012 and attributed to Yuka Hayashi in Tokyo, Min-Jeong Lee 
in Seoul and Aaron Back in Beijing.
 

implementation by 2012, Sri Lanka by 2013 and Bangladesh, Bhutan, Maldives and 
Nepal by 2015. SAARC members have established cooperation in standards, customs 
procedures and more recently are developing modalities for liberalization in services 
trade. Regarding goods, signi�cant progress has been made in reducing sensitive 
lists, which has enabled more meaningful merchandise liberalization. Expansion of 
SAFTA to cover new areas may eventually lead to a full-�edged South Asia Economic 
Union. This is complemented by bilateral agreements between India and Sri Lanka, 
Bhutan and Nepal. Another initiative is ECO, initially formed in 1985 by Turkey, Iran 
and Pakistan but later expanded to cover Afghanistan and six Central Asian countries 
– Azerbaijan, Kazakhstan, Kyrgyzstan, Turkmenistan, Uzbekistan and Tajikistan. In 2003, 
members established the ECO Trade Agreement. Some South Asian countries have 
trade and economic partnership agreements with East and South-East Asian countries. 
India is a summit-level dialogue partner and has signed an FTA with ASEAN, which is 
complemented by bilateral FTAs/CEPAs with Singapore, Malaysia and Thailand. India 
has CEPAs with Japan and Republic of Korea and is a member of the East Asia Summit. 
Pakistan has FTAs with China and Malaysia and Sri Lanka.

South-East Asia 

This subregion has been at the forefront of regional integration e�orts in Asia since 
the signing of AFTA in 1992 and complementary negotiations in other areas, such as 
services, investment, recognition of quali�cations and standards, all of which have 
deepened this agreement. In 2010, all the commitments regarding goods trade 
were consolidated in ATIGA, which not only focuses on tari� liberalization and non-
tari� measures but includes matters related to simpli�cation of rules of origin and its 
implementation. Under this agreement, various agencies and regulatory bodies dealing 
with merchandise imports, including customs, health and agricultural authorities, will 
cooperate in ensuring smoother customs operations. ASEAN member countries have 
also made signi�cant progress in lowering intraregional tari�s through the Common 
E�ective Preferential Tari� (CEPT) scheme for AFTA and have agreed to establish 
the ASEAN Economic Community by 2015. An impressive achievement of ASEAN’s 
contribution to the regional economic integration process is the creation of dialogue 
partnerships, which have helped to bring together the major economies of the region, 
namely  Australia, China,  Japan,  India, New Zealand and the Republic of Korea that 
have ASEAN+1 FTAs. 

Paci�c 

PICTA, signed in 2008, covers trade in goods among 14 members of the Paci�c Islands 
Forum and does not include Australia and New Zealand. As of 2008, it is being expanded 
to trade in services. Based on PACER, as the framework agreement to deepen trade 
and investment liberalisation in the broader Paci�c on a step-by-step basis, Australia 
has started to promote the PACER-plus agreement which includes Australia and New 
Zealand.  Negotiations are still undergoing.
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for movement of natural persons, such in 
the Japan-Philippines FTA, which covers the 
movement of medical caregivers to Japan 
subject to a limit. Economic integration in the 
region has progressed the most under the 
ASEAN process, which will deepen further 
with the implementation of complementary 
agreements to AFTA, such as the ASEAN 
Framework Agreement on Trade in Services 
(AFAS), the ASEAN Industrial Cooperation 
(AICO) scheme, the ASEAN Investment 
Area (AIA), and the formation of the ASEAN 
Economic Community planned for 2015. 
Following the ASEAN lead, SAARC adopted 
the South Asian Agreement on Trade in 
Services (SATIS) in 2010 to complement 
SAFTA, and is working on an investment 
agreement. Agreements such as AFTA, SAFTA, 
BIMSTEC-FTA, Paci�c Island Countries Trade 
Agreement (PICTA) and the Asia-Paci�c Trade 
Agreement (APTA) provide room for special 
and di�erential treatment (SDT) to least 
developed countries, o�ering them longer 
periods to tari� elimination, along with special 
measures regarding rules of origin (ROO). 

The Asia-Paci�c network of FTAs and RTAs 
as summarized in �gure II.10 presents a 
picture of a dense web of trade arrangements 
criss-crossing the region, mostly within the 
subregions but also linking the subregions, 
such as ECOTA linking some Central Asian 
countries with some South and West Asian 
countries and BIMSTEC linking the South 
Asian countries with some South-East Asian 
countries. However, the region does not 
have a seamless larger market as most of the 
agreements are bilateral or subregional in 
nature. It is also not conceivable to coalesce 
these agreements into a broader arrangement 
due to di�erent scopes and coverage and 
rules. One of the key components of a scheme 
of economic integration is to create a larger 
integrated market through trade liberalization 
and trade facilitation that enables businesses 
in the region to be restructured on the most 
e�cient basis and to exploit the economies of 
scale, scope and specialization. This process 

of e�ciency-seeking industrial restructur-
ing could have substantial welfare gains 
for participating countries. The bene�ts 
of extended markets could be particularly 
signi�cant for smaller and poorer economies, 
as observed in chapter one. The diversity 
in the levels of development across the 
region makes regional economic integration 
particularly fruitful as the synergies between 
factor endowments, production structures 
and specializations provide for mutually 
bene�cial exchanges. Similar synergies exist 
between countries in the region and others 
outside the region, and recent initiatives such 
as the Trans-Paci�c Partnership (TPP) expect 
to take advantage of them (see box II.2).

In terms of integration across the subregions, 
the  engagement of ASEAN with neighbouring 
countries around the grouping as dialogue 
partners has produced ASEAN+1 FTAs with 
Australia, China, India, Japan, the Republic 
of Korea and New Zealand. The dialogue 
partners have also been involved in bilateral 
deals among themselves, such at the India-
Japan and the India-Republic of Korea 
comprehensive economic partnership 
agreements. The dialogue process has also 
led to broader groupings. These include 
the East Asia Free Trade Agreement (EAFTA) 
proposed within the framework of ASEAN+3 
Summit; and the Comprehensive Economic 
Partnership of East Asia (CEPEA) proposed in 
the framework of the East Asia Summit (EAS) 
combining ASEAN+6 countries. CEPEA brings 
together 16 of the largest and fastest-growing 
economies. A RTA among them could create 
the third pole of a multi-polar global economy, 
along with NAFTA and the European Union.53 

The feasibility studies of the EAFTA and CEPEA 
were conducted in parallel by the track-II study 
groups and their reports were presented to 
the leaders at the twelfth ASEAN+3 Summit 
and the fourth East Asia Summit, which were 
both held in Hua Hin, Thailand in October, 
2009. In addition, independent simulation 
studies using computable general equilibrium 
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BOX II.2. Trans-Pacific Partnership  

The Trans-Paci�c Partnership (TPP), also known as the Trans-Paci�c Strategic 
Economic Partnership Agreement, is a trade agreement currently under 
negotiation among the following nine countries: Australia, Brunei Darussalam, 
Chile, Malaysia, New Zealand, Peru, Singapore, the United States and Viet Nam.  It 
aims to be a comprehensive agreement covering the main pillars of a free trade 
agreement, including trade in goods, rules of origin, trade remedies, sanitary and 
phytosanitary measures, technical barriers to trade, trade in services, intellectual 
property, government procurement, competition policy, and engagement with 
small- and medium- enterprises.

Formal discussions of TPP were launched on the sidelines of the 2002 Asia-Paci�c 
Economic Cooperation (APEC) Leaders’ Meeting in Los Cabos, Mexico, by o�cial 
leaders of Chile, Singapore and New Zealand. Four rounds of negotiations were 
held between 2003 and 2005. At the �fth round of negotiations in April 2005, 
Brunei Darussalam took part as a full negotiating party after which the trade 
bloc became known as the Paci�c-4 or P4. In September 2008, the United States 
announced that it would begin negotiations to join TPP in 2009.  In November 
2008, Australia, Viet Nam, and Peru announced that they would also be joining 
the P4 trade bloc. In October 2010, Malaysia announced that it had also joined 
the TPP negotiations. Canada, Japan, the Philippines, the Republic of Korea, 
and Taiwan Province of China have also expressed interest in TPP membership. 
The �rst round of formal negotiation was held in Melbourne on 15-18 March 
2010. From March 2010 to November 2011, nine rounds of TPP negotiations and 
four meetings on the sideline of APEC meetings were held. In late 2011, three 
additional countries, Japan, Canada and Mexico, announced their intention to 
join.

One of the concerns about the TPP is how to relate the new agreement to 
existing RTAs. Several TPP countries already have multiple agreements in place 
and many of them are agreements between TPP members. As each agreement 
has di�erent rules of origin, it is not so easy to simply “stitch them all together” in 
a new agreement.  Three possible models are possible to deal with this problem: 
(1) the TPP agreement would supersede existing bilateral RTAs between 
members; (2) the TPP would exist side-by-side with all the existing agreements 
and business would  be allowed to choose whichever agreement gives them 
the greatest bene�ts; or (3) the TPP would become a hybrid agreement in which 
some sections of the TPP replaced existing agreements in some areas while other 
portions of existing RTAs that were not covered or covered di�erently would 
continue to exist. 

Early discussions in the TPP suggested that the �rst option was preferable. 
Assuming that the new TPP deal provides better, wider-ranging liberalization 
and coverage than existing agreements, businesses would likely take advantage 
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BOX II.2. Continued

of the TPP preferences. Thus, a new TPP agreement should replace existing 
arrangements as businesses across the nine member countries would be 
working from the same agreement. This would streamline trade �ows by 
allowing exporters to, for example, make only one rule of origin calculation 
before shipping goods to multiple TPP members. Another argument for a wholly 
new agreement is that it would increase incentives for government o�cials and 
business leaders to take the talks seriously. Ignoring existing agreements and 
starting over with new negotiations might be easier for negotiators who could 
then aim for an ideal outcome from the beginning.

However, economic and political realities in some member countries make this 
approach problematic. Many of the provisions in existing RTA agreements were 
carefully crafted compromises, o�ering a balance of bene�ts, opportunities 
and cost to the economic interests in each member. Thus, replacing existing 
agreements with a common one would alter or even undermine the balance of 
bene�ts in place and may unravel the partnerships between States from previous 
deals. Therefore, the United States proposed the hybrid model that each country 
will conduct bilateral negotiations with TPP member countries with which it does 
not already have a RTA. It would then have eight di�erent bilateral deals and 
anything not already covered in these bilateral agreements could be addressed 
multilaterally among the TPP members. The �nal document, then, would include 
a partially common agreement that would apply to all nine countries as well as 
some separate annexes and schedules with speci�c commitments for individual 
countries. 

The second round of TPP talks in June 2010 failed to settle the issue of how the 
TPP would sit in relation to other RTAs. The United States came out as a strong 
supporter of keeping existing market access agreements from bilateral RTAs 
while Australia, Singapore and New Zealand argued hard for a comprehensive 
agreement in the TPP that would supersede existing RTA agreement. On a 
practical level, the amount of work it would take to manage a hybrid system 
would be signi�cant. The issue is most stark in market access for goods, since 
all of the existing RTAs contain various provisions for reducing barriers to trade 
in goods.a Although a deal could not be reached by APEC Leader’s meeting in 
November 2011, as targeted, a �ve-page “broad outlines” of the agreement was 
released to the public. The statement noted the following de�ning features for 
the TPP: comprehensive market access; fully regional agreement; cross cutting 
trade issues (the ‘horizontal issues’); new trade challenges (digital economy and 
green technology); and a living agreement.

Sources:  Elms and Lim (2012).
a As an example, suppose a manufacturer of nails was eligible for zero tari�s under the Canada-
U.S. RTA while Mexican nails were still subject to an interim tari� of six percent. O�cials had 
to create a rule that all incoming products needed to be marked with a country of origin label 
in order to di�erentiate between Canadian, American and Mexican nails crossing the border. 
Customs o�cials then have to apply the correct tari� rates to the particular shipment.
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models have shown that both EAFTA and 
CEPEA hold signi� cant welfare gains for their 
member countries. Higher welfare gains were 
reported for CEPEA compared with alternative 
options because of the larger market size 
and synergies brought about by the three 
additional members, Australia, India and New 
Zealand.54 More recently, at the nineteenth 
ASEAN Summit held in Bali, Indonesia in 
November 2011, an ASEAN Framework for 
Regional Comprehensive Economic Partner-
ship was adopted to broaden and deepen 

its engagement with the dialogue partners. 
During the Summit, three working groups in 
the areas of trade in goods, trade in services 
and investment were established to de� ne 
the speci� c principles and a template under 
which ASEAN will engage with its partners. 
As elaborated below, these proposals could 
serve as stepping stones to the development 
of a broader and uni� ed Asia-Paci� c market 
and economic community.

FIGURE TITLE

II.10. Network of trade agreement between countries in Asia and the Paci� c

Source: ESCAP based on APTIAD Trade Agreements database; and ASEAN Secretariat. Available from www.aseansec.org/20182.htm and www.
aseansec.org/22765.

Notes: Solid lines represent concluded agreements. Dashed lines represent both agreements formally under negotiation and two proposed 
agreements, EAFTA and CEPEA, for which formal negotiations have not started.
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Cooperation in trade facilitation

Although trade facilitation measures are 
implemented by national authorities, their 
e�ectiveness depends largely on the extent 
to which regulations a�ecting trade are 
harmonized across countries and on their 
cooperation in sharing information. As a 
result, bilateral and regional cooperation is 
essential. To realize the full bene�ts of single 
windows and other electronic trade data 
exchange systems, one of the most important 
goals of regional cooperation is to ensure 
that all electronic data and documents in 
national single windows are accepted by the 
authorities of partner countries.  However, 
while international standards have been 
developed to address technical issues 
related to cross-border data exchange, there 
has been little progress in developing an 
appropriate international legal framework 
for the cross-border electronic exchange 
of trade data and documents. Indeed, the 
pioneering ASEAN Single Window initiative 
which aims to develop a regional Single 
Window environment for its members by 
2012 (see box II.3) has experienced di�culties 
in  establishing the necessary legal basis for 
electronic exchange among participating 
member countries. An additional challenge is 
building capacities for the e�ective utilization 
of single windows and paperless trade, a key 
objective of the United Nations Network of 
Experts for Paperless Trade for Asia and the 
Paci�c (UNNExT) (see box II.4).

Most RTAs among economies of the region now 
include trade facilitation provisions. The latest 
ASEAN Agreement on Trade in Goods (ATIGA), 
which came into force in 2010 includes an 
entire chapter on trade facilitation. The third 
round of negotiations of APTA also resulted 
in a Trade Facilitation Framework Agreement 
among its six members (Bangladesh, China, 
India, the Lao People’s Democratic Republic, 
the Republic of Korea and Sri Lanka) in 2009. A 
comparative study of recent RTAs conducted 
by ESCAP found that all agreements commit 
to increasing transparency, including through 
an obligation to publish laws and regulations 
a�ecting trade, and recognize the importance 
of using international standards for trade 
facilitation. Other measures that appear to 

be increasingly common include those on 
automation/use of ICT risk management, 
advance ruling and single windows. 55 

An important aspect of trade facilitation 
is standards harmonization and mutual 
recognition and conformity assessment 
procedures. In this direction, SAARC has made 
progress. The South Asian Regional Standards 
Organisation (SARSO) is being set up in Dhaka 
to implement the Regional Action Plan on 
Standards, Quality Control and Measures. 
Within the SAARC framework, harmonization 
of standards in twelve identi�ed products is 
being undertaken. In addition, the SAARC 
Agreement on Multilateral Arrangement on 
Recognition of Conformity Assessment and 
the SAARC Agreement on Implementation 
of the Regional Standard were signed during 
the seventeenth SAARC Summit held in Addu, 
Maldives in November 2011. With regard to 
customs cooperation, the SAARC framework is 
focusing on building infrastructure, including 
roads and railways networks near the Land 
Border Customs Stations (LCSs), smoothening 
of customs clearance procedures at LCSs, 
standardization and harmonization of export 
documentation, automation in customs 
clearance including through electronic data 
exchange, and harmonization of tari� lines for 
top 100 8-digit tari� lines.56

An essential component of trade facilitation 
is transit facilitation measures, although they 
are usually not speci�cally covered in trade 
agreements. While separate bilateral and 
regional transit agreements are often in place 
among developing economies of the region, 
the extent to which they are implemented 
– as well as their consistency with existing 
multilateral trade commitments, such as WTO, 
GATT Article V – is not always clear. Signi�cant 
barriers to transit trade remain in place in 
South and Central Asia. 

South-East Asia has made more progress 
in facilitating transit trade through a mix of 
bilateral, subregional and regional agreements 
and initiatives. However, according to a recent 
report, the comprehensive GMS Cross-border 
Transport Agreement (CBTA) (see box II.5) is 
still not fully operational and the transport 
industries of the region remain fragmented 
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BOX II.3. ASEAN Single Window project implementation

The ASEAN Single Window (ASW) aims to facilitate international trade and 
investment through expeditious clearance and release of cargoes by the Customs, 
and constitutes one of the mechanisms to realize the ASEAN economic community.a  

The Protocol to Establish and Implement the ASEAN Single Window was signed in 
2006 between the Governments of Brunei Darussalam, Cambodia, Indonesia, the 
Lao People’s Democratic Republic, Malaysia, Myanmar, the Philippines, Singapore, 
Thailand and Vietnam.  

The summarized signing countries agreed on the following among other points:b 

i. To provide a legal and technical framework to establish and implement the 
ASEAN Single Window and National Single Windows as regional commitments 
towards the establishment of an ASEAN Economic Community; 

ii. To   develop  and  implement  the  National Single Windows based on 
international standards and best practices as established in international 
agreements and conventions concerning trade facilitation and modernisation 
of customs techniques and practices

In May 2008 the ASW Exchange Gateway became operational aiming to facilitate 
information exchange (CEPT Form D) on a trial basis. 

By 2009, there were major achievements in the activation of NSW in Brunei 
Darussalam, Indonesia, Malaysia, the Philippines, Singapore and Thailand and in 
implementing the common language of dialogue for the NSW system - the ASEAN 
Data Model (Work base 1.0).

The ASW Pilot Project began implementation in seven member states, namely 
Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore, Thailand and 
Viet Nam in November 2011. 

ASW is expected to become fully operational in all participating member States 
by the end of 2015, enabling ASEAN o�cials to exchange customs declaration, 
preferential certi�cate of origin, and other trade and customs information through 
a single, shared, secure network architecture.

Sources: ASEAN, 2009, ASEAN Single Window Fact Sheet, 2nd Edition, 24 February; ASEAN, 2005, Agreement to 
Establish and Implement ASEAN Single Window, Kuala Lumpur;  The Jakarta Post, ASEAN Ministers to Finalize 
Single Window Project Draft, Mustaqim Adamrah, 13 March 2010, available from www.thejakartapost.com/
news/2010/03/13/asean-ministers-�nalize-single-window-project-draft.html, accessed on 19 April 2012; 
Asian Development Bank, 2009, CAREC Transport and Trade Facilitation: Partnership for Prosperity;  Economic 
and Social Commission of Asia and the Paci�c and ADB, 2009, Designing and Implementing Trade Facilitation 
in Asia and the Paci�c; and ASEAN, 2006, Protocol to Establish and Implement the ASEAN Single Window, 20 
December; USAID 2011, Press Release, 1 December, available from www.usaid.gov/rdma/articles/press_
release_1508.html. Accessed on 19 April 2012.

a  ASEAN Single Window Fact Sheet, 2nd Edition, Association of South East Asia Nations, 24 February 2009.
b  Protocol to Establish and Implement the ASEAN Single Window, 20 December 2006.
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BOX II.4. Achieving paperless trade in Asia and the Pacific

Adopting electronic technologies to move goods and information through 
an international supply chain can bring signi�cant e�ciency, reliability and 
predictability to international trade transaction. UNNExT facilitates peer-
learning and knowledge sharing to help developing countries catch up with 
the economies in the region that are  most advanced in implementing of trade 
facilitation measures and make use of innovations like the Electronic Single 
Window and paperless trade.

Electronic information is easier to process and reduces delays and costs 
throughout the supply chain. For governments, it can increase security of 
international trade and revenue trade transactions. For the private sector, it 
brings e�ciency and transparency to the process and most importantly can 
increase predictability and reduce transaction costs. The implementation 
of paperless trade should be carried out in a phased manner. According to 
the United Nations Centre for Trade Facilitation and Electronic Business, the 
successful implementation of paperless trade systems requires the following 
steps: business process analysis, process simpli�cation and harmonization, 
documents simpli�cation and alignment, national data harmonization, cross-
border data harmonization and exchange and e-single window and paperless 
trading.a

For developing countries, paperless trade can be challenging given the 
requirement of robust ICT infrastructure. Still a phased approach may help 
eventually reach the goal of establishing paperless trade systems like an 
electronic single window. Ultimately, the countries can bene�t from greater 
e�ciency in government agencies and private sectors. Experiences demonstrate 
that implementation of paperless trade systems require strong political 
and government support and human and �nancial resources. Governments 
should take a leading role in establishing a conducive business environment 
for paperless trade. A collaborative public-private approach with e�ective 
stakeholder consultation works best for such an endeavour.

and unsophisticated.57  Apart from political 
will, a main issue impeding implementation 
of e�ective transit systems is the lack of 
collaboration between trade, transport 
and/or customs authorities and the limited 
involvement of local (at-the-border) public 
and private stakeholders at early stages 
of negotiations.58 Another very important 
subregional initiative for trade facilitation 
is the Central Asia Regional Economic 
Cooperation (CAREC) Transport and Trade 
Facilitation Strategy (see box II.6).

In search for a broader framework for 
regional integration

Bilateral and plurilateral agreements for small 
groups of countries help increase trade, but, 
as observed earlier, they do not contribute 
to the creation of a seamless, region-wide 
market because of their di�erences in scope, 
coverage and rules. What is needed is not just 
to deepen integration within subregions but 
also to foster trade links across subregions 
to facilitate exploitation of the synergies 
between the subregions and to harness the 

a  See ESCAP, 2009, Business Process Analysis Guide; ESCAP, 2009-2011, UNNExT Policy Brief Series 1-7, available from www.
unescap.org/unnext/pub/brief.asp; ESCAP and ADB, 2009, Designing and implementing trade facilitation in Asia and the 
Paci�c.
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BOX II.5. The Greater Mekong Subregion (GMS) Agreement on Facilitation of 
Cross-Border Transport of Goods and People

The Greater Mekong Subregion (GMS) Agreement is a multilateral instrument for 
the facilitation of cross-border transport of goods and people. The Agreement 
provides a practical approach in the short to medium term, to streamlining 
regulations and reducing nonphysical barriers in GMS. It incorporates the 
principles of bilateral or multilateral action and �exibility to recognize procedural 
di�erences in each of the GMS countries, and includes references to existing 
international conventions that have demonstrated their usefulness. It also takes 
into account and is consistent with similar initiatives being undertaken by ASEAN. 
The speci�c aspects which are covered in this agreement are:a

i. single-stop/single window customs inspection;

ii. cross-border movement of people, goods, and vehicles;

iii. simpli�cation and harmonization of border clearance formalities, 
procedures and documents;

iv. transit tra�c regimes, including exemption from physical customs 
inspection, bond deposit, escort, phytosanitary and veterinary inspection;

v. advance exchange of information;

vi. requirements that road vehicles must meet to be eligible for cross border 
tra�c;

vii. exchange of commercial tra�c rights; and

viii. infrastructure, including road and bridge design standards, road signs 
and signals.

potential of e�ciency seeking industrial 
restructuring across the Asia-Paci�c region.

To fully exploit the potential of regional 
economic integration and for e�ciency-
seeking industrial restructuring to take 
place, the Asia-Paci�c region needs a broader 
regional trade and economic cooperation 
arrangement that should (i) be wider in 
coverage, extending to all economies in the 
ESCAP region; (ii) extend to substantially 
all trade using a negative list basis, for 

a  ESCAP and ADB 2009, Designing and Implementing Trade Facilitation in Asia and the Paci�c.

consistency with GATT Art. XXIV and GATS 
Art. V; and (iii) have comprehensive scope, 
covering trade in services, investment, trade 
and transit facilitation and cooperation. 
Such agreement should be progressively 
deepened, and it should also be equitable 
and provide special and di�erential treatment 
to poorer countries, as well as assistance for 
lagging geographical areas and vulnerable 
sections of the population. In this study, we 
suggest three possible routes to evolve a 
broader integrated market in the Asia-Paci�c 
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BOX II.6. Central Asia Regional Economic Cooperation (CAREC) Transport and 
Trade Facilitation Strategy

The Central Asian has made some progress in developing transport infrastructure, 
customs modernization and trade facilitation. To expand on this, they are 
working towards further improving transport infrastructure and to reduce the 
cost of trade. Recognizing the synergy between transport and trade, CAREC has 
developed a transport and trade facilitation strategy (TTFS) for the period 2008-
2017. This  ten-year action plan aims to improve the subregion’s competitiveness 
by taking an integrated approach, which entails combining transport investments 
with trade facilitation initiatives and enhancing the three pillars of the strategy-
infrastructure, management and technology. Key elements of the strategy are 
coordinated improvements of transport infrastructure and trade facilitation, 
including harmonized cross border regulations, procedures, and standards 
along priority transport corridors. These improvements will result in signi�cant 
and measurable reductions in transport costs and time for local, cross-border, 
and transit tra�c. It will also, as a result, lead to an increase in trade along the 
corridors. 

The goals of the CAREC trade facilitation component are to:

i. reduce transaction costs and time signi�cantly by improving administrative 
e�ciency and simplifying, standardizing, and harmonizing trade 
procedures; 

ii. encourage the free movement of people and goods; 

iii. enhance the transparency of laws, regulations, procedures, and forms, 
and share information on these and other trade issues. 

The trade facilitation component comprises three elements aimed at reducing 
trade costs: promoting concerted customs reform and modernization; using 
an integrated trade facilitation approach through interagency cooperation and 
public–private partnerships; and developing e�cient regional logistics.

region: 
1. An Asia-Paci�c Economic Area,

2. Building on ASEAN+ approach, and

3. A new Asia-Paci�c Trade Agreement (APTA II).

An Asia-Paci�c Economic Area (APEA): The �rst 
option is to create an APEA as a framework 
to connect existing subregional groupings 
to exchange trade preferences between 
members, similar to the European Economic 
Space Agreement that combines the Single 
Market of the European Union with members 
of the European Free Trade Association. The 

major subregional groupings that could be 
covered in APEA are ECOTA, AFTA, SAFTA, and 
the proposed Paci�c Agreement on Closer 
Relations-Plus, which encompasses the Paci�c 
Islands Free Trade Agreement (PICTA) plus 
Australia and New Zealand. Overall these four 
trade agreements include 43 of the 51 Asia-
Paci�c economies.59 A modelling exercise 
conducted by ESCAP suggests that member 
countries would gain substantially if the four 
groupings were joined in APEA (�gure II.11).

The potential welfare impacts of the proposals 
are analysed using simulations based on data 
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from the Global Trade Analysis project (see 
annex for details). For assessing the potential 
welfare impacts from the APEA proposal, two 
scenarios are considered: “Scenario A”, which 
covers full trade liberalization within each 
bloc; and ”Scenario B” which adds full trade 
liberalization between each bloc. In both 
cases, the simulations consider the long-run 
e� ects of a full removal of tari� s on trade 
in goods and the implementation of trade 
facilitation measures. The two scenarios are 
schematically represented in � gure II.11.

The results are shown in � gure II.12. They 
suggest that full trade liberalization under 
each of the four agreements would be 
bene� cial but that the gains would be 
signi� cantly greater under the scenario of full 
trade liberalization within and between the 
blocs: more than tripled for SAFTA, more than 
doubled for PACER-Plus, more than 50 per 
cent for AFTA and 36 per cent for ECOTA.

While these results are encouraging, 
implementation of this approach may, 

however, be complicated by the fact that the 
four subregional groupings are at di� erent 
stages of their evolution with the most 
advanced of them, AFTA, targeting to evolve 
into the ASEAN Economic Community by 
2015 and PACER-Plus still under negotiation. 
Furthermore, a major limitation of this 
approach is that some of the region’s largest 
markets, such as China, Japan and Republic 
of Korea, would remain excluded, which 
reduces the potential gains of this integration 
initiative signi� cantly. In any event, there is 
a tremendous potential of mutual learning 
across the subregional groupings of the 
region and sharing their best practices. Hence, 
a consultative committee of subregional 
groupings should be constituted to facilitate 
that mutual learning.

Building on ASEAN+ approach: The ASEAN 
dialogue process has contributed towards a 
discussion of broader regional arrangements. 
Two proposals are being discussed in the 
ASEAN framework include an East Asia 
Free Trade Area (EAFTA) among ASEAN+3 

FIGURE TITLE

II.11. Scenarios A and B for trade liberalization in AFTA, SAFTA, ECOTA and PACER-Plus

Source: ESCAP.
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FIGURE TITLE

II.12. Long-run welfare gains for four subregional agreements, including trade facilitation

Source: ESCAP based on John Gilbert (2012). 

Notes: The simulations consider the scenario in which trade facilitation measures are included. See annex for further details.

countries, and the Comprehensive Economic 
Partnership for East Asia (CEPEA) originating 
in the East Asia Summit which additionally 
includes Australia, India and New Zealand 
(ASEAN+6). One option could be to take the 
more inclusive of the two approaches, CEPEA, 
and treat it as the nucleus of an incipient Asia-
Paci�c RTA to which other countries could 
accede (�gure II.13). 

The advantage of this approach is that a 
feasibility study and some subsequent 
exploration in ASEAN+ working groups have 
been completed. All six dialogue partners 
have concluded ASEAN+1 FTAs that can 
be easily multilateralized with common 
and cumulative rules of origin. Combining 
the region’s growth poles, China and India, 
with the advanced economies of Japan and 
Australia, and the Republic of Korea and those 
of ASEAN, could produce a regional grouping, 
comparable in stature with the European 
Union and the NAFTA but outclassing them 
in terms of dynamism by a wide margin 

(see table II.9). After accession by additional 
countries, it would lead to a broader regional 
market.

In the simulation of welfare gains from 
expanding the ASEAN FTA to CEPEA two 
scenarios were considered: without trade 
facilitation and with trade facilitation. 
Simulation results �nd substantial welfare 
gains, at close to 0.8 per cent of the GDP of 
CEPEA members when trade facilitation 
measures are considered (�gure II.14).

Overall, the results suggest both the need of 
aiming at broader agreements, covering larger 
number of countries, and the importance 
for such agreements to include provisions 
to reduce trade costs through various trade 
facilitation measures.

A new Asia-Paci�c Trade Agreement (APTA 
II):  The third option is the creation of a new 
broader agreement open to all countries in 
the ESCAP region. ESCAP, having sponsored 
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FIGURE TITLE

II.13. CEPEA as a potential nucleus of a broader integrated market

a pioneering RTA in the region in 1975, could 
provide auspices for a region-wide agreement, 
which could be called the Asia-Paci�c Trade 
Agreement II (APTA II) or Asia-Paci�c Trade and 
Economic Cooperation Agreement (APTEC). 
Such agreement is shown schematically in 
�gure II.15.

APTA II could coalesce the multiple bilateral 
and subregional FTAs into a broader 
region-wide trade and comprehensive 
economic cooperation arrangement. Such 
an arrangement would have the broadest 

possible coverage of any existing or under 
negotiation regional trade agreement in 
Asia and the Paci�c. As this option would 
not have any baggage, it would be possible 
for it to have all the desirable features, 
including a comprehensive scope, based on a 
negative list and trade facilitation, investment 
and economic cooperation, including the 
�exibilities and special and di�erential 
treatment features for the poorer countries to 
make it a RTA with a human or Asia and the 
Paci�c face and as a  model for the regional 
economic integration.

Source: ESCAP.

Indicator EU(27) NAFTA CEPEA(16)

Gross national income (PPP) 15 789
 (20.03)

18 115
 (22.99)

26 136
 (33.16)

GDP, current prices (billions) 17 960
(25.65)

18 009
(25.72)

19 640
(28.05)

Exports (millions) 6 029
(33.09)

2 282
(12.53)

5 126
(28.14)

International reservesa  682 
 (7.19)

 299 
 (3.15)

5 214
 (54.94)

Population (millions)  500 
(7.28)

 457 
(6.65)

3 367
(48.98)

Source: ESCAP based on IFS Database, WEO Database and WTO database. 

Note: Percentage of world total in parenthesis.  
a  International reserves data are for 2010.

TABLE TITLE

II.9. CEPEA in relation to the EU and NAFTA in 2011 
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FIGURE TITLE

II.14. Potential bene� ts of expanding ASEAN Free Trade Area to ASEAN+6 (CEPEA)

FIGURE TITLE

II.15. Starting afresh through the broadest and most comprehensive possible agreement

Source: ESCAP based on John Gilbert (2012).

Source: : ESCAP. 

II.15. Starting afresh through the broadest and most comprehensive possible agreement
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FIGURE TITLE

II.16. Welfare gains from region-wide liberalization

Source:  ESCAP based John Gilbert (2012). 

Source: ESCAP based on John Gilbert (2012).

Notes: Welfare gains for the GTAP regions included in each grouping. For PACER+, ASEAN, SAFTA and ECOTA the LDCs are Cambodia, Lao People’s 
Democratic Republic, Rest of South-East Asia, Bangladesh and Rest of South Asia; the LLDCs are Kazakhstan, Kyrgyzstan, Rest of Central Asia and 
Azerbaijan; and the SIDs are the Paci�c Islands. For CEPEA, the LDCs are Cambodia, Lao People’s Democratic Republic and Rest of South-East Asia. 
For APTA II, the LDCs and SIDs are the same as for PACER+, ASEAN, SAFTA and ECOTA, but the LLDCs also include the Rest of East Asia and Armenia.

TABLE TITLE

II.10. Summary of welfare gains in the simulations 

Liberalization 
of trade among 

PACER+, 
ASEAN, SAFTA 

and ECOTA

Liberalization 
of trade among 

and between 
PACER+, 

ASEAN, SAFTA 
and ECOTA

CEPEA (ASEAN plus Japan, 
Republic of Korea, China, India, 

Australia and New Zealand)

A free trade agreement 
encompassing all members of 

ESCAP

Region With trade  
facilitation

Without trade 
facilitation

With trade 
facilitation

Without trade 
facilitation

With trade 
facilitation

Millions of US dollars
LDCs  752  936  4  286  395 1 234
LLDCs 1 274 1 256  0  0  840 1 864
SIDs  333  534  0  0  214  526
Other 23 365 46 525 59 247 84 717 101 445 136 609

Percentage of the GDP
LDCs 0.58 0.72 0.01 0.98 0.30 0.95
LLDCs 1.10 1.09 0.53 1.18
SIDs 1.28 2.05 0.82 2.02
Other 0.66 1.32 0.54 0.77 0.78 1.05

0.0 0.4 0.8 1.2 1.6 2.0

North and Central Asia

East and North-East Asia

Pacific

Asia and the Pacific

South and South-West Asia

South-East Asia

Annual welfare gains for the Asia-Pacific subregions, as per centage of the 
region's GDP

With trade facilitation
Without trade facilitation
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Simulation studies indicate that such an 
agreement has the potential to generate the 
largest welfare gains for the region (�gure II.16) 
of up to $140 billion or over 1 per cent of the 
region’s GDP with broad and comprehensive 
coverage. When trade facilitation measures 
are also included in the agreement, as it 
should be this case, the average gains are 36 
per cent higher than without trade facilitation 
measures. The additional gains accruing from 
trade facilitation are largest in North and 
Central Asia (almost 100 per cent higher), 
re�ecting the potential bene�ts for the 
subregion’s landlocked developing countries,, 
but they are also important for South-East Asia 
(67 per cent higher), re�ecting the potential 
gains from integration for countries such 
as Cambodia, the Lao People’s Democratic 
Republic and Myanmar, whose current trade 
costs are very large. 

A comparative picture of the welfare impacts 
from the three options in absolute terms and 
as percentages of the GDP are summarized 
in table II.10. It shows that even though the 
overall magnitude of the welfare gains would 
be at nearly $50 billion, APEA could be highly 
rewarding for the members participating in 
subregional groupings of ASEAN, SAARC, ECO 
and PICTA. The ASEAN plus approach could 
bring in up to $85 billion worth of welfare 
gains with the accession of other economies. 
The APTA-II approach, due to its universal 
coverage, would generate the larger welfare 
gains, of $140 billion, of the three approaches 
considered. In addition, countries with special 
needs such as least developed countries, 
landlocked developing countries (LLDCs) and 
small island developing States (SIDS), tend 
to have higher welfare gains as a proportion 
of GDP than others, corroborating results 
discussed in chapter one.  Furthermore, the 
welfare gains for the countries with special 
needs would rise if special and di�erential 
treatment, technical and economic assistance 
is provided to poorer regions, as proposed in 
this study.

Reaching out across the region

As this chapter has highlighted, the Asia-
Paci�c region has steadily been integrating 

its markets for trade and investment, and to 
a certain extent for labour is now a good time 
to consolidate these initiatives and build on 
them a broader integrated market that would 
unleash the huge potential of e�ciency-
seeking industrial restructuring for creating 
value for all the participating economies 
and subregions. A key factor supporting a 
successful integration is infrastructure, which 
is the focus of the next chapter.
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