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PREFACE
ASEAN is a fast expanding trade bloc in Asia with a growing economic clout. With a combined
population of more than 620 million, ASEAN’s aggregate economic size surpasses US$2.5 trillion.
ASEAN economies have generally remained buoyant thanks in part to the bloc’s expanding intra-Asia
trade. Investment has played a key role in spurring GDP growth in many ASEAN economies. In the
past decade alone, intra-Asia trade has tripled by value, rising more rapidly than either extra-Asia
trade or global trade, which has just doubled in value.
Over the past decade, trade and investment relations between India and ASEAN have continued
to improve. Total bilateral trade increased more than threefold from US$21 billion in 2005-06 to
US$65 billion in 2015-16. With ASEAN India Free Trade Agreement (AIFTA) in place and elimination of
tariffs on vast number of product lines in coming years will provide tremendous boost to our bilateral
trade.
There is no denying that the ASEAN India Free Trade Agreement brings strategic gains to India;
however, economic gains can be substantial only if supply chains are developed with a focus towards
intra-industry trade. The AIFTA agreement provides increased scope for integration of supply chains in
the machinery, electrical and electronics sectors and transport, which could be further supplemented
by services trade and investment. However, full trade potential and product integration to be
realized, facilitation of business to business connections, information flow, harmonization and mutual
recognition of standards as well as removal of other such non-tariff barriers are crucial.
Indian businesses must recognize the opportunities presented by the ASEAN’s growth and economic
integration. It will be important for Indian Businesses to understand their strength in the ASEAN
market and to tailor their strategies accordingly. We need to think of ASEAN as a whole with distinctive
regions to get a clear sense of perspective.
The importance of India’s current relationship with ASEAN and its future potential for mutually
beneficial growth will require greater political, economic, and diplomatic engagement with ASEAN.
ASEAN’s geostrategic importance stems from many factors, including the strategic location of member
countries, the large shares of global trade that pass through regional waters.

Sunil Kanoria
President
ASSOCHAM

FOREWORD
ASEAN demonstrates that countries with different cultures, traditions, languages, political systems
and levels of economic development can act in concert to expand their collective potential. ASEAN’s
economic potential is undoubtedly impressive. If treated as a single entity, the ASEAN would rank
as the third largest economy in Asia and seventh largest in the world (after the US, China, Japan,
Germany, the UK and France) based on 2014 figures in current Dollar terms.
Over the past decade, trade and investment relations between India and ASEAN have continued
to improve. Total bilateral trade increased more than threefold from US$21 billion in 2005-06 to
US$65 billion in 2015-16. However, this has been accompanied by a rising trade deficit trade deficit
with ASEAN from US$ 0.5 billion in 2005-06 to US$14.6 billion in 2015-16- Under ASEAN India Free
Trade Agreement (AIFTA) entered into force on January 1, 2010, tariffs on over 4,000 product lines
will be eliminated by 2016 and sensitive products have been given a longer timeframe for tariff
liberalisation.
This paper looks at many dimensions of India’s growing economic ties with the ASEAN. Takes an
analytical perspective on ASEAN India trade, ASEAN India Free Trade Agreement (AIFT), role of
FDI and India ASEAN bilateral investment flows, evolution of ASEAN Trade in Goods Agreement
(ATiGA) which is the framework of free trade amongst members of the ASEAN and ASEAN Economic
Community (AEC) which is the end-goal of the bloc’s economic integration.
This study is a part of our knowledge series programme which looks at issues of contemporary
interest of relevance to India. I very much hope this paper would be useful to policy makers,
people engaged in business and academia and help in fostering informed debate.

D. S. Rawat
Secretary General
ASSOCHAM
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India ASEAN Trade and Investment Relations:
Opportunities and Challenges
Abstract
Association of South East Asian Nations (ASEAN) comprising 10 nations, if treated as a single
entity, would rank as the third largest economy in Asia and seventh largest in the world.
ASEAN is on the brink of major economic and demographic change. ASEAN’s international
trade has almost tripled over the last decade. Foreign-direct investment (FDI) has been
flowing into the region, with multinationals hoping to capitalize on its rapidly expanding
middle class and strategic location at the intersection of China, Japan and India. Over the
past decade, trade and investment relations between India and ASEAN have continued to
improve. Total bilateral trade increased more than threefold from US$21 billion in 2005-06
to US$65 billion in 2015-16. However, this has been accompanied by a rising trade deficit
trade deficit with ASEAN from US$ 0.5 billion in 2005-06 to US$14.6 billion in 2015-16Under ASEAN India Free Trade Agreement (AIFTA) entered into force on January 1, 2010,
tariffs on over 4,000 product lines will be eliminated by 2016 and sensitive products have
been given a longer timeframe for tariff liberalisation.
This paper looks at many dimensions of India’s growing economic ties with the ASEAN.
Takes an analytical perspective on ASEAN India trade, ASEAN India Free Trade Agreement
(AIFT), role of FDI and India ASEAN bilateral investment flows, evolution of ASEAN Trade in
Goods Agreement (ATiGA) which is the framework of free trade amongst members of the
ASEAN and ASEAN Economic Community (AEC) which is the end-goal of the bloc’s economic
integration.
The importance of India’s current relationship with ASEAN and its future potential for
mutually beneficial growth will require greater political, economic, and diplomatic
engagement with ASEAN. ASEAN’s geostrategic importance stems from many factors,
including the strategic location of member countries, the large shares of global trade that
pass through regional waters. Indo ASEAN economic engagement should not be viewed
from a purely merchandise trade perspective, but from the future potential of trade in
services and investment flows. Trade is not a negative sum game it brings with it benefits
of lower input prices, greater competition and virtuous cycle of rising productivity and
growth.
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Section

i

ASEAN’s Current Economic Status
– A brief overview

A

SEAN is a fast expanding trade bloc in Asia with a growing economic clout. With a combined
population of more than 620 million, ASEAN’s aggregate economic size surpasses US$2.5
trillion (Table:1). ASEAN economies have generally remained buoyant thanks in part to the bloc’s
expanding intra-Asia trade. Investment has played a key role in spurring GDP growth in many ASEAN
economies. In the past decade alone, intra-Asia trade has tripled by value, rising more rapidly than
either extra-Asia trade or global trade, which has just doubled in value.

Population
2014
Million
1.Brunei
0.4
2.Cambodia
15.3
3.Indonesia
254.5
4.Laos
6.7
5.Malaysia
29.9
6. Myanmar
53.4
7.Philipines
99.1
8.Singapore
5.5
9.Thailand
67.7
10.Vietnam
90.7
11.India
1295.3
623.2
Total ASEAN
(8.6%)

Table: 1 Size of the ASEAN Economies
Gross National Income $
Area
Billions (2014)
Sqkm Th
CER
PPP
5.8
15.1
29.3
181.0
15.6
47.2
1910.9
923.7
2592.3
236.8
11.1
33.8
330.8
332.5
740.8
676.6
68.1
204.3e
300.0
347.5
837.6
0.7
301.6
439.0
513.1
391.7
1006.9
331.0
171.9
485.2
3287.3
2028
7292.8
4486.7
2578.8
6416.4
(3.3%)
(3.3)
(5.9%)

Per capita income (2014)
CER
37320
1020
3630
1660
11120
1270
3500
55150
5780
1890
1570

PPP
72190
3080
10190
5060
24770
8450
80270
14870
5350
5630

Source: Table1.1 Size of the Economy, World Development Indicators 2016;GNI-gross national income; CER-current exchange rate; PPP-purchasing
power parity;e-estimate;
Th.-thousand Figures within parenthesis indicate share of ASEAN in relevant global totals.

2.

Unlike the BRICs, whose fortunes were based largely on individual economic competitiveness,
ASEAN’s strength is buttressed on its “competitive interconnectedness”. ASEAN lies at the
heart of many important global industrial production chains in manufacturing and services
trade. These allow countries to specialize in different parts of the production process, tapping
the competitive advantages of each location. The bulk of intra-Asia trade comprises parts,
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components, raw materials and machinery needed in export-oriented production; consumer
goods are increasingly traded within Asia. Trade in intermediate goods in Asia trumps all other
regions in the world – a sign of how vibrant these production networks have become. Some of
the notable aspects of ASEAN’s economic development during the course of its evolution are
recapitulated below.
1)

ASEAN is not a monolithic market: If treated as a single entity, the ASEAN with a combined
GDP of more than $2.5 trillion would rank as the third largest economy in Asia and seventh
largest in the world (after the US, China, Japan, Germany, the UK and France) based on
2014 figures in current Dollar terms. Yet, the ASEAN has great economic and income
diversity among its members, ranging from a low per capita income of around US$1020
in Cambodia to more than US$55,000 in Singapore (Table:1). (Vinayak HV etal).ASEAN’s
10 member states are diverse in terms of race, religion, culture, economic development
and political systems. ASEAN is a diverse group.

2)

ASEAN is a growing hub of consumer demand: ASEAN has dramatically outpaced the
rest of the world on growth in GDP per capita since the late 1970s. Income growth has
remained strong since 2000, with average annual real gains of more than 5 percent.
Some member nations have grown at a torrid pace: Vietnam, for example, took just 11
years (from 1995 to 2006) to double its per capita GDP from $1,300 to $2,600. Besides,
an expanding middle class in ASEAN, estimated to be around 150 million or one-quarter
of the ASEAN population, has been fuelling consumer spending and retail sales in the
organised channels.

3)

ASEAN is well positioned in global trade flows: ASEAN is the fourth-largest exporting
region in the world, trailing only the European Union, North America, and China/Hong
Kong. ASEAN export to the world in 2014 stood at US$1.3 trillion, with intra-ASEAN
exports making up 26 per cent of those exports. Indian exports to ASEAN grew from U.S.
$ 10.4 billion in 2005-06 to U.S. $ 25.2 billion in2015-16 and have grown by compound
annual growth of 9.2 % in the past decade, even taking into account the brief dip due to
the global financial crisis. With the anticipated growth of the ASEAN economy, India can
expect to expand its exports in both goods and services to the region. ASEAN accounts for
7 percent of global exports with exports diversified export basket. Vietnam specializes in
textiles and apparel, while Singapore and Malaysia are leading exporters of electronics.
Thailand has joined the ranks of leading vehicle and automotive-parts exporters. Other
ASEAN members have built export industries around natural resources. Indonesia is
the world’s largest producer and exporter of palm oil, the largest exporter of coal, and
the second-largest producer of cocoa and tin. While Myanmar is just beginning to open
its economy, it has large reserves of oil, gas, and precious minerals. Philippines have

India ASEAN Trade and Investment Relations: Opportunities and Challenges

3

established a thriving business-process-outsourcing industry. Export-processing zones,
once dominated by China, have been established across ASEAN. The Batam Free Trade
Zone (Singapore–Indonesia), the Southern Regional Industrial Estate (Thailand), the
Tanjung Emas Export Processing Zone (Indonesia), the Port Klang Free Zone (Malaysia),
the Thilawa Special Economic Zone (Myanmar), and the Tan Thuan Export Processing
Zone (Vietnam) are all expected to propel export growth. The region sits at the crossroads
of many global flows.

4

4)

Launch of ASEAN Economic Community (AEC): AEC was officially launched on 31st
December 2015 to create a single market to enable an easier movement of goods,
services, investment, capital and people across the region. This will result in a common
market of more than 600 million people, dwarfing the EU’s 500 million and NAFTA’s over
400 million.

5)

Intraregional trade within ASEAN likely to surge with implementation of the AEC: Some
25 percent of the region’s exports of goods go to other ASEAN partners, a share that has
remained roughly constant since 2003. While this is less than half the share of intraregional
trade seen in the North American Free Trade Agreement countries of Canada, Mexico, and
the United States and in the European Union, the total value is increasing rapidly as the
region develops stronger cross-border supply chains. Intraregional trade in goods—along
with other types of cross-border flows—is likely to increase with implementation of the
ASEAN Economic Community integration plan, which aims to allow the freer movement
of goods, services, skilled labor, and capital. Progress has been uneven, however. While
tariffs on goods are now close to zero in many sectors among the original six member
states (Brunei, Indonesia, Malaysia, the Philippines, Singapore, and Thailand), progress on
liberalization of services and investment has been slower, and nontariff barriers remain
a stumbling block to freer trade. While deeper integration among its member states
remains a work in progress, ASEAN has forged free-trade agreements elsewhere with
partners that include Australia, China, India, Japan, New Zealand, and South Korea.

6)

The removal of tariffs throughout the AEC presents a significant advantage for Indian
companies in two ways. First, companies that manufacture in the region will be able to
take advantage of the free flow of goods through the AEC when exporting finished goods.
Second, Indian companies that rely on ASEAN nations for intermediate goods in their
supply chain will benefit from reduced costs not only in goods, but also in simplifying the
‘paperwork’ necessary to move goods through the region.
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India’s Trade with ASEAN

ii

Overall Trends
3.

India’s exports to ASEAN increased from U.S. $ 10.41 billion in 2005-06 to U.S. $ 25.20 billion in
2015-16 and imports over the same period quadrupled from U.S. $ 10.81 billion in 2005-06 to
U.S. $ 39.84 billion. This reflects a compound annual growth rate (CAGR) of about 9.2 per cent
in exports to the AEAN region and close to 14 per cent per annum growth in imports during
2005-06 to 2015-16. Concomitantly, India’s trade deficit with the ASEAN surged from US$0.5
billion in 2005-06 to US$14.6 billion (Table:2). In terms of market share, share of imports in
India’s total imports from ASEAN went up from 7.3 % in 2005-06 to 10.5 % in 2015-16, over
the same period share of exports to ASEAN in India’s total exports fell from 10.1 % to 9.6%.
Table:2 India ASEAN Merchandise Trade (U.S. $ Billion)
Year

India’s
exports to
ASEAN

(1)

(2)

(3)

(4)

2000-01

2,91

6.5

2005-06

10.41

2006-07

Share in
India’s
Share in
India’s Total
Imports
India’s total
exports
from ASEAN
Imports

Trade
Balance

Total Trade

(5)

[(2)-(4)]

[(2)+(4)]

4.15

8.2

-1.24

7.06

10.10

10.88

7.3

-0.47

21.29

12.61

10.0

18.11

9.7

-5.50

30.72

2007-08

16.41

10.1

22.67

9.0

-6.26

39.08

2008-09

19.14

10.3

26.20

8.6

-7.06

45.34

2009-10

18.11

10.1

25.80

8.9

-7.69

43.91

2010-11

25.63

10.3

30.61

8.3

-4.98

56.24

2011-12

36.74

12.0

42.16

8.6

-5.42

78.9

2012-13

33.00

11.0

42.87

8.7

-9.87

75.87

2013-14

33.13

10.5

41.28

9.2

-8.15

74.41

2014-15

31.81

10.2

44.71

10.0

-12.90

76.52

2015-16

25.20

9.6

39.84

10.5

-14.64

65.04

Source: Import Export Data Bank, Government of India, Department of Commerce
http://www.commerce.nic.in/eidb/default.asp

India ASEAN Trade and Investment Relations: Opportunities and Challenges

5

4.

In 2005-06, Singapore accounted for more than 50 % share in India’s total exports to ASEAN
followed by Indonesia, Malaysia and Thailand with a market share of 13 %, 11% and 10 %
respectively. A decade after in 2015-16, export shares in the ASEAN market have undergone
a major change with Singapore, Vietnam, Malaysia, Thailand and Indonesia accounting for a
share of 31%, 21%,15%,12 % and 11% in India’s total exports to the ASEAN. At an aggregate
level, the share of ASEAN in India’s total exports fell from more than 10 % in 2005-06 to 9.6
% in 2015-16. On the import side, the combined share of 4 countries (Singapore, Indonesia,
Malaysia & Thailand) in the total imports from the ASEAN continues to be high though it has
fallen from 91 % in 200506 to 88 % in 2015-16. In 2005-06, Singapore was the largest source
of imports from the ASEAN with a share close to 31 % of total imports from the ASEAN that
status has been taken over by Indonesia with a share of 335 in total imports from the ASEAN
in 2015-16.

5.

The net trade deficit of U.S. $ 14.6 billion with the ASEAN in 2015-16 is the outcome of trade
deficit of U.S. $ 10.2 billion with Indonesia, U.S. $ 5.4 billion with Malaysia and U.S. $ 2.5
billion with Thailand. India’s combined trade deficit with ASEAN in 2015-16 would have been
much higher but for the fact that India ran a trade surplus of U.S. $ 2.7 billion with Vietnam,
U.S. $ 826 million with Philippines and U.S. $ 416 million with Singapore (Table:3).
Table:3 India’s Merchandise Trade with ASEAN countries
2005-06

2015-16

CAGR

Exports

Imports

TD

Exports

Imports

TD

$ Million

$ Million

$ Million

$ Million

$ Million

$ Million

Exports

Imports

Brunei

43

1

42

28

554

-526

-4.0

90.5

Cambodia

24

1

23

143

54

89

19.4

52.9

Indonesia

1380

3008

-1628

2841

13068

-10227

7.5

15.8

5

0

5

38

180

-142

21.4

111.6

Malaysia

1162

2416

-1254

3707

9084

-5377

12.3

14.2

Myanmar

111

526

-415

1068

984

84

25.4

6.5

Philippines

495

235

259

1369

542

826

10.7

8.7

Singapore

5425

3354

2072

7722

7306

416

3.6

8.1

Thailand

1075

1212

-136

3009

5510

-2501

10.8

16.4

Vietnam

691

131

559

5270

2560

2710

22.5

34.6

Total ASEAN

10411

10884

-472

25195

39843

-14648

9.2

13.9

Total Global

103091

149166

-46075

262031

380665

-118634

9.8

9.8

Lao

2015-16/2005-06

Source: Department of Commerce, Government of India; http://commerce.nic.in/MOC/index.asp
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Commodity profile of India’s trade with ASEAN
6.

Petroleum oils and meat products (buffalo meat) accounted for a share of about 15 and 10.5
percent of India’s total exports to ASEAN respectively (Table:4). Other top export items to
ASEAN were with per cent share in total exports indicated in parenthesis were:: transport
equipment (8.5%), chemicals (6.7), mechanical appliances (6.4%), nonferrous metals (5.2%),
iron & steel (2.9%) and pharmaceuticals (2.8 %) [Table:4]. A noteworthy aspect has been
increase in share of certain high end manufactured exports in India’s total exports over the
decade despite intense competition These include pharmaceuticals, transport equipment,
non-ferrous metals.
Table: 4 India’s Exports to ASEAN
2005-06

2015-16

CAGR

U.S.$
Million

% share in
total

U.S.$
Million

% share in
total

2015-16/
2005-06

1.Fresh Vegetables & fruits

76

0.7

216

0.9

11.0

2. Meat products

193

1.9

2649

10.5

29.9

3.Fish products.

97

0.9

1089

4.3

27.4

4.Spices

46

0.4

499

2/0

26.9

5.Sugar

22

0.2

488

1.9

36.3

6.Oil cakes & fodder

527

5.1

225

0.9

-8.2

6.Petroleum products

2463

23.7

3766

14.9

4.3

5.Chemicals

1071

10.3

1698

6.7

4.7

a.Inorganic

84

0.8

130

0.5

4.5

b. Organic

834

8.0

1234

4.9

4.0

c.Special chemicals

153

1.5

334

1.3

8.0

7.Pharmaceuticals

163

1.6

717

2.8

16.0

8.Plastic & raw materials

148

1.4

348

1.4

8.9

9.Rubber & products

88

0.8

226

0.9

9.9

1590

15.3

1106

4.4

-3.6

11.Paper & pulp

25

0.2

131

0.5

18.0

12.Cotton

165

1.6

602

2.4

13.8

13.MM filaments//fibre

108

1.0

273

1.1

9.7

14.Iron & steel & articles

675

6.5

723

2.9

0.7

15.Non ferrous metals

469

4.5

1322

5.2

10.9

10.Precious stones & Jwlry
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13.Mechanical appliances

348

3.3

1617

6.4

16.6

16.Electrical &electronics

280

2.7

798

3.2

11.0

17.Transport equipment

698

6.7

2150

8.5

11.9

1051

4.2

15.9

115

0.4

44.0

a.Rail equipment

2

b.Autos & component

7

240

c.Aircraft & parts

2.3

3

d.Ships

453

4.4

977

3.9

8.0

18.Optical/photo instrmn

78

0.7

356

1.4

16.4

Sub total 1 to 18

9330

89.6

20999

83.3

8.5

Total ASEAN

10411

10.1*

25195

9.6*

9.2

Total global

103091

262031

9.8

Note:*share of exports to ASEAN in total exports; CAGR-compound annual growth rate
Source: Import Export Data Bank, Government of India, Department of Commerce
http://www.commerce.nic.in/eidb/default.asp

7.

In contrast, India’s imports from ASEAN are concentrated and dominated by petroleum oils,
palm oil, coal briquettes, chemicals, electrical and electronic equipment and mechanical
appliances. These five items accounted for more than 50 % share in India’s total imports from
the ASEAN (Table:5). In particular, imports of plastic and raw materials have increased from
3.4 % in 2005-06 to 4.4 % in 2015-16.
Table: 5-India’s Imports from ASEAN
2005-06

2015-16

CAGR

U.S.$
Million

% share in
total

U.S.$
Million

% share in
total

2015-16/
2005-06

1.Pulses

254

2.3

835

2.1

12.6

2.Palm oil

1025

9.4

5782

14.5

18.9

2806

7.0

77.6

3.Petroleum products

9

4.Coal

843

7.7

4842

12.2

19.1

5.Chemicals

1062

9.8

3053

7.7

11.1

a.Inorganic

85

0.8

329

0.8

14.5

b. Organic

802

7.4

2075

5.2

10.0

c.Special chemicals

175

1.6

649

1.6

14.0

136

0.3

39.1

6.Pharmaceuticals

8

5
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7.Plastic & raw materials

369

3.4

1759

4.4

16.9

8.Rubber & products

123

1.1

995

2.5

23.3

7.Precious stones & Jwlry

69

0.6

817

2.1

28.0

8.Wood & products

571

5.2

973

2.4

5.4

9.Paper & pulp

163

1.5

358

0.9

8.2

10.MM filaments &fibres

137

1.3

321

0.8

8.9

11.Iron & steel & articles

353

3.2

1272

3.2

13.7

12.Non ferrous metals

202

1.9

1602

4.0

23.0

13.Mechanical appliances

1989

18.3

3741

9.4

6.5

14.Electrical &electronics

1298

11.9

4142

10.4

12.3

15.Transport equipment

502

4.6

1908

4.8

14.3

a.Rail equipment

0.3

b.Autos & component

70

0.6

598

1.5

23.9

c.Aircraft & parts

139

1.3

209

0.5

4.2

d.Ships

293

2.7

1100

2.8

14.1

16.Optical/photo instrmn

200

1.8

617

1.5

11.9

Total 1 to 16

9174

84.3

35959

90.3

14.6

Total ASEAN

10884

10.6*

39843

15.2*

13.9

Total global

103091

1

262031

9.8

Note:*share of imports from ASEAN in total imports; CAGR-compound annual growth rate
Source: Import Export Data Bank, Government of India, Department of Commerce
http://www.commerce.nic.in/eidb/default.asp
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iii

8.

Trends in ASEAN’s Global Trade

ASEAN’s total trade reached US$2.5 trillion in 2014. In terms of trade share, total intra-ASEAN
trade (amongst members nations of ASEAN) has not fluctuated significantly over the period,
with a slight decline from 25.0% in 2007 to 24.1% in 2014 (Chart 1).The ratio of ASEAN’s total
trade to nominal output remains considerable, at 98.3% in 2014 though it has fallen from a
high of 123.4 % in 2008.
Chart:1

Source: ASEAN Integration Report, 2015;
http://www.asean.org/storage/images/2015/November/media-summary-ABIS/ASEAN%20
Integration%20Report%202015.pdf

9.

Intra-ASEAN trade increased at a faster rate than either overall ASEAN trade or extra-ASEAN
trade, with annual growth averaging at 10.5% as compared with 9.2% and 8.9%, respectively
(between 1993 and 2013) for overall ASEAN trade and extra ASEAN trade respectively. Total
trade posted a six fold increase since the beginning of AFTA, from US$430 billion in 1993 to
US$2.5 trillion in 2013. Intra-ASEAN trade has surged by more than sevenfold in the same
period from US$82 billion to US$609 billion, while extra-ASEAN trade grew more than five
times, from US$348 billion to US$1.9 trillion.

10. The share of trade in total ASEAN GDP has experienced a moderate increase from 91% in 1993
to 105% in 2013, dipping to 101% in 2009 after peaking at 134% in 2005. With intra-ASEAN
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trade growing faster than extra-ASEAN trade, its share in overall ASEAN trade has been on an
increasing trend from 19.2% in 1993 to 22.0% in 2000 and 24.2% in 2013. Trade with ASEAN+6
comprised almost 60% of ASEAN trade in 2013, while trade with EAS countries represented
more than two-thirds of ASEAN trade.
11. The dominance of developed countries in ASEAN trade has been on a decline. In particular,
the trade shares of USA, Japan and EU-28 have been reduced, while China has emerged as
ASEAN’s biggest trade partner since 2011. China’s share in ASEAN trade increased from 4.3%
in 2000 to 14% in 2013, while the shares of USA, Japan and EU-28 declined from around 16%,
15% and 14% in 2000 to 8%, 10% and 10% in 2013, respectively (Chart;2).
Chart: 2

12. ASEAN trade with China since 1994 showed an increasing deficit. The same trend was observed
in ASEAN trade with Republic Of Korea and Russia, although at a smaller magnitude. On the
other hand, ASEAN’s trade deficit with Japan has declined significantly. Overall, ASEAN has
recorded a surplus in its trade with Australia and New Zealand, EU-28, India, USA, Pakistan
and Canada.
13. ASEAN trade is dependent on a few commodities. ASEAN top 3 import commodities in 2014,
i.e. crude oil, petroleum, electrical &electronics equipment and parts, machinery, mechanical
appliances and parts made up around 39 % of the total ASEAN imports. Similarly, these three
product groups accounted for close to 37 % the total ASEAN exports.
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Table: 6-Composition of ASEAN Trade
Product category

Share in total imports

Major import items (2014)
Electrical equipment, electronics & parts

15.1

Mineral fuels & oils

14.4

Machinery, mechanical appliances & parts

9.7

Iron & steel

3.0

Plastics

2.5

Vehicle parts

2.1

Optical goofs

1.8

Organic chemicals

1.6

Others

49.8

Total imports

1236.3
Major Export items (2014)

Electrical equipment, electronics & parts

18.5

Mineral fuels & oils

9.8

Machinery, mechanical appliances & parts

8.2

Plastics & parts

2.3

Rubber & articles

2.3

Vehicle parts

2.2

Optical goofs

2.2

Organic chemicals

2.0

Others

52.5

Total Exports

1292.6

Source: ASEAN Secretariat
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iv

ASEAN India FTA (AIFTA)

Overview
14. Like the ASEAN China FTA (ACFTA) and ASEAN Korea FTA (AKFTA), the ASEAN India FTA (AIFTA)
was negotiated based on a sequential approach. The ASEAN-India Framework Agreement on
Comprehensive Economic Co-operation was signed at the 2nd ASEAN-India Summit in 2003.
The Framework Agreement laid a sound basis for the eventual establishment of an ASEAN-India
Regional Trade and Investment Area, which includes FTA in goods, services, and investment.
15. The ASEAN-India Trade in Goods Agreement was signed at the ASEAN Economic Ministers
Meeting with India on August 13, 2009 after roughly five years of negotiations in Bangkok,
Thailand and the free trade area came into effect on 1st January 2010. At the 10th ASEANIndia Summit in New Delhi on December 20, 2012, India and ASEAN concluded negotiations for
FTAs in services and investments. The two sides expect bilateral trade to increase to US$100
billion by 2015, and US$200 billion within a decade.

Coverage
16. By the time it is fully implemented, the AIFTA will eliminate tariffs on more than 90 per cent of
all trade—roughly 4,000 products—between ASEAN and India. The two parties agreed to allow
between 7 per cent and 9 per cent of products to be excluded from any tariff cut commitments.
Tariff reductions for all “normal track” goods will be completed by December 2016, while
some of the newer ASEAN countries will be granted until the end of 2024 to complete their
tariff reductions on “sensitive track” products. The tariff liberalization schedule is to begin in
January 2010 and is to be fully implemented by 2013 and 2016 in respect of the items on the
two ‘normal tracks’. The trade in goods agreement contains phased elimination/reduction of
custom duties on imports from signatory countries. The objective of the agreement is to reach
a zero customs duty regime for ‘substantially all trade’ between India and ASEAN countries.
The time frame for phasing out of tariffs varies by country and product grouping. Once the
agreement comes into full implementation, tariffs will be eliminated on 80 percent of traded
goods between India and ASEAN countries on the basis of contributions to value of trade.
The tariff liberalization schedule for AIFTA has five components–(i) Normal Track; (ii) Sensitive
Track; (iii) Special Products; (iv) Highly Sensitive List; and (v) Exclusion List. Brief descriptions
of the modalities are outlined in Box 1.
India ASEAN Trade and Investment Relations: Opportunities and Challenges
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Box 1: Tariff Liberalisation Schedule of ASEAN- India FTA
1.

Normal Track: Gradual reduction and subsequent elimination of custom tariffs on 4000
products that account for 80 percent of traded goods.
1.1. Normal Track 1 (January 01, 2010 to December 31, 2013): Tariffs will be eliminated
on 3,200 products under 7,788 tariff lines. These are mostly products with 7.5 to 10
percent duties and the average reduction rate will be 1.5 to 2 percent per year.
1.2. Normal Track 2 (January 01, 2010 to December 31, 2016): Tariffs will be eliminated
on 800 products under 1,252 tariff lines. These are mostly products with 7.5 to 10
percent duties and the average reduction rate will be 1 to 1.5 percent per year;

2.

Sensitive Track: Tariffs will be reduced on about 560 products that account for 10 percent
of traded goods. Applied MFN Tariff rates above 5 percent will be reduced to the level of
5 percent.
2.1 Structure 1 (January 01, 2010 to December 31, 2016): Duties on items with MFN
applied tariffs of more than 5 percent will be reduced to 5 percent. This can be
maintained up to 50 tariff lines;
2.2 Structure 2 ( January 01, 2010 to December 31, 2016): For remaining products from
tariff lines beyond 50, duties on products with MFN applied tariff rates higher than
5 percent will be reduced to 4.5 percent and then eventually to 4 percent;
2.3 Structure 3 (January 01, 2010 to December 31, 2019): For products with 4 percent
duty rates in the sensitive list (products to be identified), tariffs will be eliminated in
a phased manner.

3.

Special Products (January 01, 2010 to December 31, 2019): Tariff reduction for products
such as crude and refined palm oil, coffee, black tea and pepper phased over ten years
for India.

4.

Highly Sensitive List: Reduction of tariffs for products in a phased manner for Asean
countries.
4.1 Category 1: Reduction of applied MFN tariff rates to 50 percent of the base rate
4.2 Category 2: Reduction of applied MFN tariff rates by 50 percent of the base rate.
4.3 Category 3: Reduction of applied MFN tariff rates by 25 percent of the base rate.

5.

Exclusion List: List contains 489 items out of which 302 are from agriculture sector, 81
from textiles, 52 items from machinery and auto, 17 from chemicals and plastics

Source: Government of India (2009);
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17. The timeline for tariff liberalization of the components listed in box 1 are different for various
country groups. India and the five ASEAN member countries – Brunei Darussalam Indonesia,
Malaysia, Singapore, and Thailand will eliminate tariffs under Normal Track 1 and Normal
Track 2 by December 31, 2013 and 2016 respectively. India and the Philippines will mutually
eliminate tariffs under the mentioned two normal tracks by December 31, 2018 and 2019
respectively. Least developed country (LDC) members – Cambodia, Lao PDR, Myanmar, and
Vietnam will eliminate tariffs by December 31, 2018 and 2021 for Normal Track 1 and Normal
Track 2 components respectively.
18. Likewise, timeline for tariff reduction of items in the Sensitive Track – Structure 1 follows that
of Normal Track 2 schedule. Special arrangements for Thailand are in place under the Sensitive
Track component, while this modality does not apply to Singapore. India and the mentioned
five ASEAN nations have until December 31, 2019 to eliminate tariffs under Sensitive Track –
Structure 3; India and the Philippines will mutually do so by December 31, 2022, and the four
LDC members have until December 31, 2024.
19. The Special Products list is maintained by India, while a similar list – the Highly Sensitive List – is
in place for ASEAN countries. However, this modality does not apply to Brunei Darussalam, Lao
PDR, Myanmar and Singapore. A look at these components and the varied timelines negotiated
for tariff liberalisation under AIFTA is indicative of the complexity of this multilateral free trade
agreement. India’s exclusion list contains products such as coconut, cashew, vanilla, nutmeg,
coriander, cardamom, ginger, turmeric, copra, coconut oil, tobacco and natural rubber which
will not be subjected to tariff liberalisation but will undergo an annual review with the view of
improving market access.

Assessment of ASEAN India FTA
20. There have been some criticisms that the rules of origin in AIFTA are relatively lax and therefore
could facilitate entry of non-member country goods into India through the preferential route.
As regards the RoO, India has traditionally specified these in terms of two criteria. These
are change in tariff heading (CTH) and value addition (VA). However, in AIFTA the criterion
for RoO is confined to a mere 35 per cent value addition criterion for RoO. The dilution is
significant in light of both the twin criterion and the 40 per cent VA rule that is operative in
the cases of the India-Singapore and India-Thailand FTAs as both are member countries of
ASEAN. Additionally, the change in tariff classification norm for non-originating material in
these mentioned bilateral agreements are at the 4 digit level, which is also relatively more
restrictive than the ‘6 digit’ in ASEAN agreement.
21. The total number of items on the negative list has been restricted to 489.The negative list
includes agricultural items, textiles and chemicals and the extended schedule for items
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like pepper, coffee, tea, oil and rubber. The duties on these items will only be reduced in
2019.
22. Another structural difference between AIFTA and India Singapore CECA pertains to the absence
of ‘Advance Ruling’ mechanisms in AIFTA while it is present in the India Singapore CECA. This
mechanism allows the importer/ exporter prior to importation or exportation to utilise a
competent customs authority to determine whether or not the concerned product qualifies
as an originating product. Advance Ruling is mostly applied to determine classification, origin
and customs value and is a proven trade facilitation tool providing transparency and certainty
in customs operations.
23. In addition to sensitive and negative lists, bilateral safeguard measures can also be used to
ensure adequate protection of the domestic industry. In the case of an influx of large quantities
of foreign goods, safeguard measures are allowed for a period of up to three years with a
probable extension of up to one additional year. These measures, however, cannot be applied
for a product import from a country which accounts for less than three percent of total
imports of that product from other parties by the importing country. The agreement has also
placed emphasis on transparency, simplification and harmonisation of custom procedures and
prohibition on imposition of non-tariff barriers (NTBs).
24. The other issue pertains to inconsistencies in items included in the negative list in AIFTA,
especially when compared to the India-Thailand FTA and India-Singapore CECA. The exclusion
or negative list in India-Singapore CECA amounts to 6,551 products at the 8-digit HS code.
While trade may not occur in all the products specified in this list, there are many traded items
on this list which are under normal track slated for tariff elimination in AIFTA. For example, a
large range of products under precious stones and metals are under normal track liberalisation
under AIFTA but protected via the negative list in the India-Singapore CECA.
25. A timeline has also been agreed upon for the sensitive list items, with 489 items excluded
from the list of tariff concessions. The items thus excluded pertain to farm products,
automobiles, some auto parts, machinery, chemicals and textile products. In respect of the
sensitive items like crude and refined palm oil, tea, coffee and pepper, tariff concessions will
be graduated over a period of ten years. There is huge potential for furthering India-ASEAN
economic relations and the FTA is expected to open new opportunities in this direction.
However, several elements of the FTA call for a more cautious conclusion in this regard,
when more carefully analyzed.
26. A differential timeline has been specified for the sensitive commodities. It needs to be seen
if the underlying differential in productivity and competitiveness between India and ASEAN
countries in the respective sectors can be eliminated in ten year period. This is particularly
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true of the plantation sector which is likely to be impacted given the relative advantage that
the ASEAN countries have in commodities like tea, pepper, coffee and palm oil. Productivity of
pepper is 380 kilograms per hectare in India while it is 1,000 kilograms per hectare in Vietnam
and 3,000 kilograms per hectare in Indonesia. Similarly, coffee productivity in India stands
at 765 kg/ha while Vietnam produces 1.7 tonnes/ha. Higher wage and input costs in India
further aggravate this differential. Fisheries and marine products are the other sectors that
are likely to suffer as a consequence of the agreement. The threat from Thailand and Vietnam
which is the world’s largest seafood exporter cannot be ruled out.
27. Given that Indian tariff levels are generally higher than tariffs of ASEAN nations, India has
relatively less to gain from this trade in goods agreement. India’s average tariff rate in
agriculture is more than 34 percent against 13 percent for ASEAN. Likewise, India’s average
MFN tariffs for manufacturing goods are more than 10 percent compared to 7.5 percent for
ASEAN. Presently, about 75 percent of Indian products already have access to the ASEAN
market at duty-free tariff rates. ASEAN tariffs on the other hand have been low for some
time and the FTA concessions may not mean much for India in terms of additional gains. The
expected smaller gains that the deal entails for India in terms of goods trade needs to be
viewed in the backdrop of larger gains that India may garner in the future through the services
and investment component of the pact between the two regions. Indeed, the potential for
services trade and investment opportunities is large. India is among the top ten services
exporting nations globally while ASEAN is a major importer.
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v

The ASEAN-India Investment and
Services Agreement

28. One of the prominent trends in recent years in the world economy and international
economic relations is for trade in services to grow larger. In the background are such factors
as deregulation and liberalization of the service sector and expansion of service economy
activities. Travel and transport services command a prominent place in the service trade
of many ASEAN countries, but a feature of the Indian trade is the extremely large share
of computer and information services. Exports of information technology services can be
broadly broken into three categories: (1) software services; (2) IT-enabled services (ITES,
a type of business process outsourcing featuring such services as call centers and medical
record processing); and (3) R&D services, such as for product development. At present the
first category of software services is the largest, but the second category of IT-enabled
services is quickly growing. On account of the language barrier and other factors, Indian
companies have traditionally engaged in business transactions mainly with Western
companies, but recently, taking advantage of swelling demand, they are doing more
business with Japan, China, and other East Asian countries. It is possible for India’s firms
to join in the ASEAN production networks by using computer and information services to
develop deeper ties with this region. Another recent trend not limited to India is for trade
in medical services to expand. This trade is occurring not just because medical costs are
low in some countries but also because efforts have been invested in fostering skilled and
experienced doctors.
29. The ASEAN-India Investment and Services Agreement came into force on 1st July 2015.
ASEAN is not yet adequately integrated on the services front and also remains relatively
closed to Foreign Service providers. Hence, a preferential deal on services trade with
the region will bring significant gains to India. However, the very fact that service sector
in the region is protected through strict domestic regulations and various restrictive
requirements. Reaching a consensus on liberalising domestic regulations for services
trade and Mutual Recognition Agreements on qualifications in professional services, and
licensing equivalence agreements are more time consuming and complex compared to
tariff reduction modalities. Box 2 gives a snapshot of ASEAN India Key features of the Trade
in Services Agreement.

18

India ASEAN Trade and Investment Relations: Opportunities and Challenges

Box: 2- ASEAN India Key features of the Trade in Services Agreement
The Trade in Services Agreement with the ASEAN contains all features of a modern and
comprehensive agreement on services and is in line with the other bilateral agreements that
India has signed so far. Some of the important Articles contained in the Agreement are ones
on transparency, domestic regulations, recognition, market access, and national treatment,
increasing participation of developing countries, joint committee on services, review, dispute
settlement and denial of benefits.
Both India and ASEAN member states have taken General Agreement on Trade in Services
(GATS) plus commitments in various services and modes of supply. Each ASEAN member state
has tabled individual schedule of commitments which are equally applicable for India and other
ASEAN member states. India on the other hand has tabled three schedules of commitments
one for Philippines, one for Indonesia and one for the remaining eight ASEAN member states. It
was also agreed by India that in order to increase participation of the least developed countries
no additional requests would be tabled to the CLMV countries (Cambodia, Lao, Myanmar, and
Vietnam). All the three schedules tabled by India are well within the existing autonomous
regime of India.
A brief annex on Movement of Natural persons (one of the key areas of interest for India)
has been included in the Agreement. This Annex defines Business Visitors, Intra Corporate
Transferees (Managers, Executives and Specialists) and Contractual Service Suppliers. This
will help provide commercially meaningful market across in ASEAN for our professionals,
including those from the IT/ITES sector. Independent professionals have not been defined in
the Annex.
Source: Quoted from the Press Release, “India formally signs Trade in Services and Trade in Investments Agreement with
ASEAN, Ministry of Commerce and Industry, Government of India, September 9, 2014. http://commerce.nic.in/MOC/press_
release.asp?id=3215

30. Services trade is also limited due to restrictions in most member economies, with the exception
of Singapore. Based on the World Bank’s Services Trade Restrictions Database, the middleincome economies in ASEAN—Indonesia, Malaysia, the Philippines, and Thailand—have
“virtually closed” to “completely closed” policy regimes in mode 4 (professional services).
Overall, the services trade regimes in middle-income ASEAN range from “restrictive” to
“virtually closed”.
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vi

Role of Non-tariff barriers (NTBs)
in AIFTA

31. Remarkable headway has been made in reducing/eliminating tariffs on intra ASEAN trade.
Non-tariff barriers (NTBs) to trade continue to maintain a strong presence in the ASEAN region
– according to the World Trade Organization (WTO), there are close to 2,500 NTBs currently
being. EU-ASEAN Business Council (EU-ABC) has expressed great concern over issues regarding
NTBs under the AEC. They identified five main problem areas, , namely 1) import restrictions;
2) non-transparent & inconsistent customs processing practices; 3) regulatory requirements;
4) restrictions on foreign investment and ownership; and 5) lack of mutual recognition &
harmonization of standards. One needs to exercise prudence to separate the legitimate public
policy objectives of non-tariff measures from a desire to protect local interests.
32. In an attempt to highlight this issue, the Economic Research Institute for ASEAN and East
Asia (ERIA) and the United Nations Conference on Trade and Development (UNCTAD) have
launched an Integrated Trade Intelligence Portal (I-TIP), which is a database detailing all of
the NTBs in the ASEAN region. I-TIP’s records show that there are now close to 6,000 NTBs in
place. Based on I-TIP’s findings, more than half of the current NTBs are in two main categories:
1) sanitary and phytosanitary (SPS); and 2) technical barriers to trade (TBT). Furthermore,
most of the SPS measures are imposed on food and drink items, whereas most of the TBT
measures are placed on products of the chemical and allied industries. Some of these import
restrictions might be due to legitimate reasons, such as public safety or national security.
However, they can also be misused for less than legitimate reasons, especially the protection
of domestic businesses at the expense of foreign competition.
33. I-TIP’s study also revealed that across the ASEAN countries, Thailand has the highest number
of SPS and TBT measures. For example, Thailand has approximately 20 times as many SPS
measures as Cambodia and Lao PDR, and about 15 times as many TBT measures as Myanmar.
These differences pose a significant obstacle to the growth of the CMLV countries, which
represent the least-developed ASEAN member states. Additionally, on a global scale, Thailand
enacts roughly 40% of the world’s existing SPS measures, and 20% of TBT measures. Proliferation
of NTBs has adverse implications for both inter-ASEAN and intra-ASEAN free trade is severely
hindered (ATC,2016).
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ASEAN Trade in Goods
Agreement (ATiGA)

Overview
34. Intra-ASEAN trade—that is, trade between any of ASEAN’s 10 member states—is governed
by the ATiGA, which took effect on May 17, 2010. The agreement is meant to be a concrete
step toward establishing a full-fledged ASEAN Economic Community. In the 1990s, ASEAN
countries established the ASEAN Free Trade Area (AFTA) with a view to raising the bloc’s
competitive edge as a production base through the reduction or elimination of tariffs and
non-tariff barriers on intra-ASEAN trade, in addition to attracting FDI. AFTA adopted a scheme
of Common Effective Preferential Tariff (CEPT) among ASEAN members for tariff reduction to
between zero and 5% by 2010. The ASEAN Secretariat was given the authority to monitor and
ensure compliance with AFTA measures. Despite the AFTA-CEPT, there is no common external
tariff on goods imported from outside the trade bloc, with each ASEAN member applying
import tariffs based on its national schedules.

Coverage
35. The ATiGA is very broad based, covering all goods traded between ASEAN countries, with
only a handful of exceptions. Exceptions are allowed in cases where trade restrictions are
deemed necessary to protect public morals; to protect human, animal, or plant life or health;
or to preserve national cultural treasures. Exceptions are also allowed for trade in gold and
silver, and, in some limited scenarios, other exhaustible natural resources. A handful of other
exceptions exist, but only under special circumstances.
36. For those goods that do not qualify for an exception, which includes the vast majority of
all goods traded among ASEAN countries, the ATiGA obligates governments to eliminate all
import duties. The ASEAN-6 countries—Brunei, Indonesia, Malaysia, Philippines, Thailand
and Singapore—were required to meet this obligation by 2010; the other ASEAN nations—
Cambodia, Lao PDR, Myanmar and Vietnam—have been granted additional time. The “CLMV
countries,” as they are known, have until 2015, with a possible extension to 2018, to reduce
their import tariffs to zero on goods imported from other ASEAN nations.
37. ATiGA also reduces non-tariff barriers to ASEAN trade. For example, the agreement forbids
governments from charging higher-than-necessary import or export fees and requires them
to publish all regulations that govern the flow of trade. It also forbids governments from
imposing tariff rate quotas on imports from other ASEAN nations.

India ASEAN Trade and Investment Relations: Opportunities and Challenges

21

38. Rules of Origin: According to the ATiGA, a product is said to originate from a particular
country if it meets one of two conditions: (1) it was wholly produced in that country or (2) it
was partially produced in that country, but it meets certain conditions. Those conditions are
described in detail in the ATiGA’s Chapter 3, Articles 28 and 29. Generally speaking, though,
a product can be said to originate from the ASEAN country where “working or processing of
the goods” took place, so long as the goods have an “ASEAN regional value content” (RVC) of
at least 40 per cent. The formula for calculating a product’s RVC is set out in Chapter 3, Article
29. In some cases, the ATiGA also sets out rules of origin for specific products; these can be
found in Annex 3 of the agreement.

Progress of AiTIGA
39. A key element for establishing a single market and production base, is the free flow of goods. A
key component of the free flow of goods within ASEAN has been the removal of tariffs within the
ASEAN. At present, 96 per cent of all tariff lines across ASEAN have no intra-ASEAN tariffs. For
the remaining products, the average intra-ASEAN tariff is 0.54 per cent, a reduction from 2.99
per cent in 2003. Tariff elimination alone, however, does not create an open market. Additional
benefits to intra-regional trade have been achieved through continuous simplification of Rules
of Origin (ROO), as well as the ASEAN Self-Certification Project. Under the Self-Certification
scheme, the primary responsibility for origin certification is met by traders and manufacturers.
Simplification of the ROO makes it easier for companies to become self-certified, energizing
regional trade links by giving those exporters the freedom to declare that their products have
satisfied ASEAN Rules of Origin criteria. Meeting the ROO criteria allows certified exporters to
benefit from trade preferences under the ASEAN Trade in Goods Agreement.
40. Since the agreement to establish the ASEAN Free Trade Area (AFTA) was signed in 1992, ASEAN
member states (AMS) have shown continuous commitment to opening their markets through
gradual tariff liberalisation, with the objective of a free flow of goods. Significant progress has
been made since the entry into force of the Agreement on the Common Effective Preferential
Tariff Scheme (CEPT) in 1993, followed by the adoption of the Protocol to Amend the
Agreement on CEPT-AFTA for the Elimination of Import Duties in 2003 as well as the entry into
force of the ASEAN Trade in Goods Agreement (ATIGA) in 2010. Progress in tariff elimination
is demonstrated by the average ATIGA rate for all Asean member states (AMS) standing at
only 0.54% in 2014, compared with the Most Favoured Nation (MFN) average of 6.90%. In the
case of Brunei Darussalam, Indonesia, Malaysia, the Philippines, Thailand and Singapore (the
ASEAN-6), the average ATIGA rate is now negligible, while for Cambodia, Lao PDR, Myanmar
and Viet Nam (the CLMV), this continues to be on a declining trend until elimination in 2018.
The shares of ATIGA tariff lines at ATIGA 0% stand at 99.2% for the ASEAN-6 and 72.6% for the
CLMV in 2014, and the latter is expected to increase to 90.8% in 2015 Chart 3 (AIR,2015).
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Chart 3

Source: ASEAN Integration Report, 2015;
http://www.asean.org/storage/images/2015/November/media-summary-ABIS/ASEAN%20
Integration%20Report%202015.pdf

41. Significant progress on tariff elimination has been made across AMS. In 2014, the average
ATIGA rate stood at just 0.04% for the ASEAN-6, and 1.33% for the CLMV (or 0.54% average for
all AMS) as depicted in Chart 4. The share of tariff lines at the ATIGA rate of 0% has increased
across the AMS over the period under observation. For the ASEAN-6, the share stood at 99.2%
in 2014 (Figure 2.2). The CLMV has also observed an increase in the share of tariff lines at
ATIGA 0%, to 72.6% in 2014 from 46.5% in 2007. While the growth appeared more modest
for the latter, this is expected to increase even further to 90.8% in 2015. By 2015, the share of
ATIGA 0% tariff lines across ASEAN will have reached 96.0%.
Chart. 4

Source: ASEAN Integration Report, 2015;
http://www.asean.org/storage/images/2015/November/media-summary-ABIS/ASEAN%20
Integration%20Report%202015.pdf
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viii

ASEAN’s Preferential/Free Trade
Agreements

42. In addition to FTAs individually secured by ASEAN members, ASEAN as a trade bloc has adopted
a pro-active stance towards extra-bloc free trade and regional economic integration, having
concluded a number of FTAs and economic partnership arrangements including the ChinaASEAN Free Trade Area (CAFTA), ASEAN–India FTA (AIFTA), ASEAN–Japan Comprehensive
Economic Partnership (AJCEP) and ASEAN–Korea FTA. Besides, ASEAN is engaged in negotiations
on Regional Comprehensive Economic Partnership (RCEP), a proposed FTA with six countries
with which ASEAN has existing FTAs, namely, Australia, China, India, Japan, Korea and New
Zealand. RCEP countries, which account for some 29% of the world’s GDP and 28% of global
trade, have agreed to conclude negotiations in 2016.
43. ASEAN’s regional economic integration goals are not limited to intra-regional integration.
The region’s integration to the global economy is not only signified by its external trade
and investment relations but is also institutionalised in FTAs and Comprehensive Economic
Partnership Agreements (CEPAs) with ASEAN Dialogue Partners (DPs). To date, ASEAN as a
region is a signatory to five FTAs/CEPAs with China, Korea, Japan, India, Australia and New
Zealand, respectively. In addition, there are 50 bilateral FTAs (between one ASEAN country
and one non-ASEAN country), and 11 plurilateral agreements (between one ASEAN country
and two or more non-ASEAN countries) or 23 multilateral agreements (between two or more
ASEAN countries and one or more non-ASEAN countries). Of the 50 bilateral FTAs, 29 are
under negotiation and 21 are under study or being proposed. This sub-section will focus on
ASEAN FTAs/CEPAs only. A short summary of these agreements is presented in Table 7.
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Table:7-ASEAN FTAs/CEPAs: Capsule Summary
AFTA

ACFTA

AKFTA

AJFTA

AIFTA

AANZFTA

Approach to
negotiations

Sequential

Sequential

Sequential

Sequential

Single
undertaking

Entry into
force
Market size
(million)
Economic size
(trillion)
Coverage

1993

2005

2007

Single
undertaking
(modified)
2008

2010

2010

622

1989

672

749

1881

650

2.5

12.8

3.9

7.1

4.5

4/1

Goods
Services
Investment
DSM

Goods
Services
Investment
DSM

Goods
Services
Investment
DSM

Goods
(services &
investment in
bilateral EPAs)
DSM

Goods
Services
Investment
DSM

Duty phase
out (A6+DP)
ROO

2010

2012

2012

2026

2019

Goods
Services
Investment
MNP
e-Commerce
IPR
Competition
Economic
Cooperation
DSM
2020

40% or CTH
PSRs

40% Limited
PSRs

40% or CTH
PSRs

40% or CTH
PSRs

35%+CTH
PSRs

40% or CTH
PSRs

Note: CTH-change in tariff heading; Source: ASEAN Integration Report, 2015;
DP:Dialogue partners;PSRs:product specific rules
http://www.asean.org/storage/images/2015/November/media-summary-ABIS/ASEAN%20Integration%20Report%202015.pdf

44. Japan–ASEAN relations is one of ASEAN’s oldest and most important dialogue partners and
supporters. It is the organization’s second-largest trade partner country, with total bilateral
trade amounting to about $220 billion in 2014 according to Japanese finance ministry data. It
is also ASEAN’s largest source country for foreign firms’ direct investment, with an FDI stock of
$180 billion in 2014. ASEAN is Japan’s second-largest trading partner after China. For Japanese
multinational corporations (MNCs), ASEAN countries collectively constitute the most important
FDI destination in Asia, ahead of China. ASEAN is a key production base for Japanese MNCs
that have developed extensive production networks and supply chains throughout Asia, and
it offers an attractive market for Japanese firms providing goods and services.
45. In November 2015, ASEAN and China concluded an upgraded agreement on CAFTA that
expected to raise bilateral trade to US$1,000 billion (from about US$480 billion in 2014) and
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ASEAN-bound FDI to some US$150 billion by 2020. Aside from trade in goods and services, the
upgraded CAFTA deal also covers technological cooperation. China’s Belt and Road Initiative
(BRI) will likely help improve ASEAN’s infrastructure both on land and at sea. Following the
establishment of CAFTA in 2010, Hong Kong requested to join CAFTA in 2011 on the back
of support from the Chinese government. In 2013, ASEAN ministers resolved to pursue a
separate bilateral FTA between ASEAN and Hong Kong. Five rounds of negotiations have been
held since July 2014, with the ASEAN-Hong Kong FTA expected to be completed in 2016.
46. Currently under negotiation, RCEP is an ASEAN centered initiative to create a regional FTA,
initially including the 10 ASEAN member states and the 6 countries that have the FTA with the
ASEAN: Australia, China, India, Japan, Korea and New Zealand. Together these 16 countries
account for almost half of the world’s population and 30 % of global GDP.
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Section

ix

Sub Regional Cooperation
within in ASEAN

47. In addition to the ASEAN initiatives, ASEAN Member States are also involved in various subregional cooperation programs that seek to promote physical, institutional, and people-topeople connectivity. There are currently three major sub-regional initiatives in the ASEAN
region: (i) the Greater Mekong Sub-region (GMS) established in 1992, which includes
Cambodia, Lao PDR, Myanmar, Thailand, Vietnam, and China; (ii) the Brunei Darussalam,
Indonesia, Malaysia, and the Philippines-East ASEAN Growth Area (BIMP-EAGA) established
in 1994; and (iii) the Indonesia, Malaysia and Thailand-Growth Triangle (IMT-GT) established
in 1994. In particular, GMS initiatives have proven fairly successful. Suffice to say, in all these
sub-regional initiatives, most projects involve infrastructure projects and trade and transport
facilitation, as well as investment promotion and facilitation.
48. Similar to ASEAN’s initiatives on connectivity, sub-regional initiatives play potentially critical
roles in addressing both the development gaps and connectivity gaps between and within
countries in the ASEAN region. And the synergies between ASEAN’s initiatives and the various
sub-regional initiatives are specifically recognized in the Master Plan for ASEAN Connectivity
drawn up by the High-Level Task Force on ASEAN Connectivity, which was established by the
ASEAN Leaders in 2009.
49. Enhancing coordination among the GMS, BIMP-EAGA and IMT-GT sub-regional programs with
ASEAN will help bridge the gap between project-driven “bottom-up” and policy-driven “topdown” approaches to economic integration and promote closer linkages between the subregional programs and ASEAN.
50. Master Plan on ASEAN Connectivity also provides the foundation for wider-regional connectivity
in East Asia with ASEAN as the hub. Linking India with the Mekong is a key component in the
integration of East Asia and East Asia Industrial Corridor (EAIC). The Mekong-India Economic
Corridor (MEIC) involves integrating the four Greater Mekong countries (Myanmar, Thailand,
Cambodia, and Viet Nam) with India through its east coast. Growing trade and investment
linkages between India and the Greater Mekong countries will add further momentum to
corridor development.
51. India’s economic engagement with ASEAN Member States is also visible at the sub-regional
level. Sub-regional initiatives include the Bay of Bengal Initiative for Multi-Sectoral Technical
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and Economic Cooperation (BIMST-EC) and the Mekong Ganga Cooperation (MGC), focusing
on various activities that bring India and ASEAN Member States closer. For example, BIMSTEC’s
main priorities include transport connectivity, technological development, tourism, fisheries,
energy, agriculture and human resource development. The MGC, on the other hand, has its
priorities focused on the development of transportation networks, which include the EastWest Corridor project and the Trans-Asian Highway. The East-West Corridor visualizes linking
the Bay of Bengal to the South China Sea. The project was finalized in December 2006. The
Trans-Asian Highway is expected to connect Singapore to New Delhi via Kuala Lumpur, Ho
Chi Minh City, Phnom Penh, Bangkok, Vientiane, Chiang Mai, Yangon, Mandalay, Kalemyo,
Tamu, Dhaka and Kolkata. There is also a proposal to build a rail link from Hanoi in Vietnam
to New Delhi in India which will pass through Myanmar, Laos, Thailand and Cambodia. The
link will integrate India’s northeast with the Mekong delta and southern China and can be of
significant economic benefit.
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Section

x

ASEAN Economic Community (AEC):
Vision and Goals

52. ASEAN Economic Community (AEC) is the end-goal of the bloc’s economic integration as
espoused in its “Vision 2020”. AEC was further boosted by the adoption of the AEC Blueprint
in Singapore in 2007. ASEAN entered a new phase in its development in late 2015, when
its members announced the creation of the ASEAN Community. The Blueprint stipulates the
vision, goals and strategic schedule, envisaging four key characteristics for the Economic
Community.
i.

A single market and production base: In short, barriers to trade in goods and services
will be brought down or kept to a minimum. Flows of investment, capital and skilled
labour will be facilitated and co-operation in sectors designated as priority integration
sectors will be promoted through: (i) Free flow of goods;(ii) Free flow of services;(iii) Free
flow of investment;(iv) Freer flow of capital; (v) Free flow of skilled labour;(vi) Priority
integration sectors;(vii) Food, agriculture and forestry.

ii.

A competitive economic region: To promote ASEAN as a competitive economic bloc, it
is important to have a regional standard in trade policy and for the business operating
environment. This pillar seeks to address the following areas to enhance the region’s
competitiveness to investors: (i) Competition policy;(ii) Consumer protection;(iii)
Intellectual property rights;(iv) Infrastructure development; (v) Taxation;(vi)
E-commerce.

iii.

Equitable economic development: ASEAN member states will strive to level the playing
field as much as possible. In this regard, two areas will be under focus: (i) SME development;
(ii) Initiative for ASEAN integration (IAI). Its objectives are to narrow the development
gap between members and to accelerate economic integration of the newer members,
namely Cambodia, Lao PDR, Myanmar and Vietnam (CLMV).

iv.

Integration into the global economy: ASEAN strives to integrate itself better as a bloc
into the global supply chain. For this purpose, two main lines of action are pursued(i)
Coherent approach regarding external economic relations ;(ii) Enhanced participation in
global supply networks.
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AEC organization and main agreements
53. ASEAN progress thus far has been driven by consensus based on the agreements by the Heads
of State and subsequent action plans. No special organisation has been set up to support the
establishment of the AEC. The ASEAN Economic Ministers (AEM) group is accountable for
the overall implementation of the Blueprint. Relevant ASEAN sectoral bodies are responsible
for the implementation of programmes and measures. At the national level, government
agencies are responsible for overseeing implementation and preparing more detailed action
plans. Partnerships with the private sector, industry associations and the community in
general are urged to ensure participation of all stakeholders. The Secretary-General of ASEAN
is responsible for reporting the progress of AEC to ASEAN ministerial meetings and the ASEAN
Summit. To date there have been numerous agreements in the run-up to the AEC. Among the
key agreements are:
1)

Master Plan on ASEAN Connectivity: The plan strives to make production and distribution
networks in ASEAN deeper, wider, and more entrenched in the East Asian and global economy.
It provides a 3-pronged strategy; (i) Physical connectivity through enhanced physical
infrastructure development ;(ii) institutional connectivity through effective institutions,
mechanisms and processes; and(iii) people-to-people connectivity by providing education,
promoting tourism, etc. Examples of projects to enhance ASEAN connectivity include the
ASEAN Highway Network and high-speed railways between Malaysia and Singapore. The
ASEAN Infrastructure Fund was established with the Asian Development Bank to fund physical
infrastructure projects in ASEAN.

2)

ASEAN Trade in Goods Agreement (ATIGA): Its key objective is to achieve a free flow of
goods in ASEAN as a means to establish a single market and production base. ATIGA seeks to
eliminate non-tariff barriers and implement the cross-border ASEAN Trade Facilitation Work
Program (ATFWP). The ATFWP in turn seeks to simplify the rules of origin, harmonize product
standards and regulations and carry out customs integration. The ASEAN Single Window (ASW)
is intended to streamline and synchronise the processing of data and information, creating a
single decision-making point for customs release and clearance. Successful implementation
of ATFWP will reduce transaction costs and time, accelerating the movement of goods within
ASEAN and facilitating access to raw materials, labour and technology from various parts of
the region. There are numerous agreements with regard to other areas of cooperation such
as investment, capital markets, aviation, etc. Implementation of the agreements is done by
consensus; there is no enforcement of penalty for non-compliance.

Progress report: How far has AEC advanced?
54. A Mid-Term Review of the implementation of the AEC Blueprint was conducted by the Economic
Research Institute for ASEAN and East Asia (ERIA). The MidTerm Review’s Executive Summary
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was published in October 2012. Progress with the implementation of AEC measures is noted
in the following areas:
i.

Lowering of goods tariffs: Much has been achieved in respect of the first pillar – that
is, developing a single market and manufacturing base. Tariffs have fallen substantially,
particularly among the more developed ASEAN economies known as the ‘ASEAN-6’
(consisting of Brunei Darussalam, Indonesia, Malaysia, the Philippines, Singapore and
Thailand). These countries have eliminated more than 99 per cent of their intra-regional
tariffs and have cut their average tariff rate to virtually zero. The four less advanced
ASEAN economies – Cambodia, Laos, Myanmar and Vietnam, collectively known as
the ‘CLMV’ – have eliminated about 90 per cent of tariffs, with the remainder to be
eliminated by 2018. This is a continuation of the ASEAN Free Trade Area (AFTA) Agreement
inked in 1992. AFTA seeks to achieve Common Effective Preferential Tariffs (CEPT), by
gradually reducing and eliminating tariffs to 0-5% for each member country. CEPT rates
are virtually zero in ASEAN-5 and Brunei. For Cambodia, Laos, Myanmar and Vietnam the
CEPT average rate was 2.6% in 2010. These positive changes stand to boost cross-border
trade in manufactured goods and agricultural products between ASEAN countries.

ii.

Trade facilitation: The ASEAN-5 countries have achieved live implementation of the
National Single Windows, although a full roll-out is still pending. Brunei and Vietnam are
in an advanced stage toward live implementation by 2015.

iii.

Investment liberalization (goods sector): Commitments in the goods sector – under the
ASEAN Comprehensive Investment Agreement (ACIA) – are already liberal in most ASEAN
member countries, according to the benchmark of 70% permissible foreign ownership.

iv.

Free Trade Agreements: Five “ASEAN+1” FTAs were signed, with China, Japan, Korea,
India and Australia/New Zealand.

v.

Air transport: A number of air transport agreements have been signed under the
ASEAN-X formula. The ASEAN-X formula gives the flexibility for ASEAN member states to
sign agreements with one another without having to include members which are not yet
ready. The success of the air transport agreements gives rise to hopes that the ASEAN-X
formula could be replicated to forge forward other parts of the regional agenda.

vi.

Monetary cooperation: The signing and implementation of the Chiangmai Initiative is a
notable development. Signatory countries agree to pool their foreign-exchange resources
to provide liquidity to member countries in times of emergency through bilateral swap
arrangements. The Chiangmai Initiative is but one example of institutional mechanisms
and arrangements at the ASEAN+3 level that increase the region’s ability to respond to a
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crisis The establishment of the ASEAN+3 Macroeconomic Research Office also enhances
the region’s surveillance and co-ordination efforts.
vii. Free flow of skilled labour: Mutual Recognition Arrangements (MRAs) for skilled
professionals will cover seven professions: doctor of medicine, dentist, nurse, engineer,
architect, accountant and surveyor. The aim is for professional qualifications in these fields
to be recognised in other ASEAN member states, facilitating flows of skilled labour within
ASEAN. According to the Mid-Term Review findings, MRAs on engineers and architects
are underway to full implementation, with regional and national systems in place. A few
ASEAN countries already made recommendations for regional accreditation.
viii. Capital markets: The ASEAN Exchange, a collaboration of the seven stock exchanges
of ASEAN, launched in September 2012 with the live roll-out of the ASEAN Trading
Link, connecting Bursa Malaysia and the Singapore Exchange. These are the Singapore
Exchange, Bursa Malaysia, Hanoi Stock Exchange, Ho Chi Minh Stock Exchange, Indonesia
Stock Exchange, The Philippine Stock Exchange and The Stock Exchange of Thailand.
The Stock Exchange of Thailand joined in October 2012. The system currently uses an
electronic order routing system that allows brokers from the three exchanges to connect
their clients to trading on the exchanges of the other countries. The potential for
ASEAN capital market collaboration is huge. In 2010, aggregate gross domestic savings
of ASEAN nations amounted to USD 616 billion, with the largest contributions coming
from Indonesia, Singapore and Thailand. To facilitate the mobility of savings across
national borders, the AEC has put in place standardised offering and distribution rules
and disclosure requirements, as well as an enhanced withholding tax structure to attract
cross-border investors in debt paper, with a view to lowering transaction costs and
exploiting economies of scale
55. Progress in other areas, however, has been much less impressive and slower. This includes
eliminating non-tariff barriers to trade as well as liberalizing services trade, foreign direct
investment (FDI), capital flows and skilled-labour movement. First, the presence of non-tariff
barriers – particularly behind-the-border measures – is the most significant impediment to
intra-ASEAN trade and thus to the creation of a single market and production base. Second,
adequate services trade liberalization has not been achieved despite the ASEAN Framework
Agreement on Services, the General Agreement on Trade in Services or bilateral agreements.
Third, even advanced members still impose barriers to FDI inflows and have more serious
problems in FDI facilitation despite the introduction of the ASEAN Comprehensive Investment
Agreement. AEC is still a work in progress. ASEAN is not intended to replicate trading blocs
such as the EU, instead it is a commitment by ASEAN member states to strive to greater
economic integration. To date, tariffs on imported goods have largely been removed within
ASEAN, but there is significant potential to remove existing non tariff barriers. AEC is still a
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work in progress. ASEAN is not intended to replicate trading blocs such as the EU, instead it
is a commitment by ASEAN member states to strive to greater economic integration. To date,
tariffs on imported goods have largely been removed within ASEAN, but there is significant
potential to remove existing non-tariff barriers.It would be unrealistic to expect a smoothly
functioning economic community right from the start, the AEC framework could ultimately
business and consumer confidence. The AEC is still a work in progress and should be perceived
in that light. It is also important to recognise that a regional network will not cure domestic
economic ills. Different countries and different sectors will see different effects. Progress in
the following areas would be helpful for achieving the goal of AEC:
i.

Non-trade barriers (NTBs) and non-tariff measures (NTMs): Non-tariff barriers and
non-tariff measures such as safety and health regulations or technical barriers remain
obstacles to the free flow of trade in both goods and services. One recommendation
put forward in the mid-term review is to address the non-trade barriers and non-tariff
measures systematically through the set-up of a comprehensive database of NTMs in
ASEAN. The database could then be the starting point for member countries to negotiate
and reduce NTBs and NTMs in an efficient and systematic manner

ii.

Trade and investment facilitation: Although several countries have started implementing
National Single Windows (NSW), customs and logistical integration still has some way to
go. A wide gap still exists in terms of the number of days needed to carry out exports
and imports. For example, it would be beneficial if ASEAN countries agreed and accepted
standardised business processes and harmonised data for electronic exchange under an
ASEAN Single Window. As for investment facilitation, further process streamlining and
more inter-agency co-operation within each country and among member states have
been recommended.

iii.

SME development: The corporate sector in many ASEAN economies is dominated by
large government-linked companies or multinational corporations (MNCs). The potential
of small and medium-sized enterprises is underutilised, often due to a lack of investment
and technical know-how. Helping SMEs in terms of trade and investment facilitation and
technological development would make the AEC’s impact on member countries more
farreaching.

iv.

Public-private sector partnership: Thus far, the public impression of AEC is that it is
driven by the government sector, which needs to be corrected. While the AEC concept
was drawn up by the countries’ leaders and the government has a key role in providing
a conducive legal and business environment, AEC success depends crucially on privatesector involvement and public support. In this regard, greater efforts should be made to
raise awareness of AEC among the business community to bring it on board. There should
be regular public-private consultation forums for brainstorming and strategy sessions.
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56. A potential negative impact could be fiercer competition and wage constraints for low-skilled
workers in high-cost (high-income) countries, similar to what blue-collar workers in the US and
EU have faced in the wake of globalisation. For small businesses in the high-cost countries,
more competition could also bring about a squeeze in profit margins. For small countries, a
sudden surge in capital inflows can be overwhelming and lead to high inflation, bubble risks,
a boom bust cycle and stress for the banking sector. Measures should thus be prepared to
help potentially affected workers (i.e. expanding social security nets and training) and, in the
smaller economies, to build institutions to cope with the new economic paradigm.
57. Those that stand to gain from the AEC are companies that already have a regional or global
network, as the ease of moving goods, capital and labour around will reduce costs and save
time and thus enhance productivity. Educated workers from lower-wage countries are likely
to be in demand in the initial stage. Job creation is expected to be strong in the lower-wage
countries. The financial sector is another clear winner. Increasing trade and investment flows
spell more business for financial institutions. Overall, we expect the AEC to bring about a net
positive contribution to ASEAN members’ economic growth and the welfare of its people.

The AEC versus the EU
58. While they share many similarities, there are several key differences that make the AEC a less
integrated economic bloc than the EU. Where the EU maintains its single market through
supranational legislation and institutions, the AEC features a small secretariat that has no
supranational authority. The AEC also lacks a common currency, which allows for greater
monetary sovereignty but restricts the flow of goods due to foreign exchange processes.
Finally, AEC’s external trade policies are co-ordinated among member states, where the EU
engages a customs union.
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Challenge of Infrastructure
Investment in ASEAN

59. The ADB estimates that ASEAN member states require infrastructure investment amounting to
U.S. $ 600 billion between 2010 and 2020. Meeting this financing need would be a challenge
for most ASEAN nations. In recognition of this challenge, ASEAN leaders in October, 2010
adopted the 2011-15 Master Plan on ASEAN connectivity, ASEAN is also focused on post 2015
connectivity agenda.

ASEAN Connectivity
60. Improved connectivity will be central to realizing the ambitious goals of the AEC. ASEAN
nations have been putting considerable effort into growing their connectivity, with great
progress made in improving infrastructure critical to transport, communications, and
energy. In terms of physical infrastructure, the ASEAN nations have been focusing on roads,
rail, ship, and air in order to connect the more than 600 million people who live and work in
the region.
61. Across the entire region, a total of 120,000 km of roads have been laid and improved.
Meanwhile, the Singapore-Kunming Rail Link (SKRL) – Connecting Singapore, Malaysia,
Thailand, Cambodia and Vietnam to Kunming, China – has seen significant upgrades. Included
in the SKRL project are spur lines that connect Thailand to Myanmar and Laos. The SKRL
project consists of 4,609 km of missing lines, or lines that need upgrading. For maritime and
air transport, 47 ports have been designated for upgrades to their ship and cargo capacity,
while the number of international airports across the region has grown from 57 to 67 in the
past decade. The goal of this development strategy is to achieve greater transport integration
and inter-modal interconnectivity by 2025.
62. ASEAN energy connectivity plans hope to achieve energy security, accessibility, affordability,
and sustainability for all residents in the region. By 2020, there will be close to 10,000 km of
pipelines in place, and the Trans-ASEAN Gas Pipeline will enhance connectivity within ASEAN
for energy security and accessibility via pipelines and regasification terminals. Some of the
landmark infrastructure investment projects being undertaken under PPP mode in the ASEAN
are given in the figure “Selected landmark deals” indicated Chart 5.
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Chart.5

Mathieu Verougstraete (November,2015) Financing Sources for Public-Private Partnerships (PPPs)
http://www.unescap.org/sites/default/files/1a%20-%20ESCAP%20-%20Infra%20needs%20and%20private%20financing%20
in%20SE%20asia.pdf

Digital Connectivity: Information and Communications Technology (ICT)
63. Information and Communications Technology (ICT) is recognized as a core driver of the AEC’s
growth. The importance placed on increasing the connectivity of people in every nation in
ASEAN is clear to see. A strong ICT infrastructure with broad connectivity in ASEAN can facilitate
the creation of a business environment that is conducive to attracting and promoting trade,
investment and entrepreneurship. E-commerce is an increasingly vital sector in the global
economy and plays a key role not only in cross-border trade, but also in attracting FDI through
the supply of intermediary services. Investment in ICT infrastructure allows the member
nations to develop modern economies that can participate in the global economy on an
equal footing with developed nations. The growth of the region’s online presence reflects the
investment individual nations have made in developing their respective ICT infrastructure.
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FDI Inflow into ASEAN

xii

64. Total FDI inflows into the ASEAN region have remained steady, progressively recovering
from the downturn in 2008 and reaching US$136.2 billion in 2014. Since 2012, intra-ASEAN
FDI has contributed the biggest share of ASEAN’s total inward FDI flows. Intra-ASEAN FDI
constituted a significant component of the region’s total FDI inflows. Although India was not
an important source for inward FDI flows in 2014, there are still opportunities for increased
Indian investment.
65. The stable macroeconomic fundamentals of the ASEAN economies induced foreign investors
to shift their preference to the region (Table: 8). ASEAN’s rapidly growing middle class and
large scale infrastructure needs underpin its strong appeal and potential as an investment
destination. Collectively, the ASEAN member states rank alongside China as leading destination
for FDI. China and ASEAN each attract an 8 % share of global investment. In 2014 (Table:8)
the EU countries combined were the largest investor in ASEAN accounting for more than 20
% of total FDI inflows into ASEAN. But this investment is not all one way. Indeed, ASEAN’s FDI
to the EU has doubled in recent years now standing just below €90 billion. Well over 10,000
European businesses have a presence in ASEAN, many using the region as their base for all of
their Asia operations Japan was the largest single country investor (10 %), followed by intra
ASEAN investment (18%), and China Hong Kong combined (6.5%). FDI inflows from India into
ASEAN have tapered off from a level of U.S. $ 3.5 billion in 2012 to less than U.S. $ 1 billion
in 2014. ASEAN Strong flows of equity and non-equity investment from China and Japan are
likely to continue, which has a flow on effect on intra ASEAN investment.
Table: 8 ASEAN: Total FDI Inflows, by Source (US$ million)
2007

2008

2010

2012

2013

2014

Intra-ASEAN

9,634.0

10,448.8

15,200.4

20,548.

19,399.6

24,377.4

Dialogue
Partners

51,753.5

22,530.6

59,709.0

58,049.3

66,144.6

77,111.7

Australia

2,240.2

1,091.3

4,000.7

3,219.2

3,489.2

5,703.4

Canada

389.8

546.9

1,297.5

1,048.0

1,030.3

1,264.0

China

2,129.6

946.8

4,052.3

5,718.1

6,778.5

8,869.4

EU

22,065.2

9,448.8

19,017.7

6,542.3

22,255.7

29,268.5
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India

2,724.8

1,505.8

3,474.0

4,299.0

1,330.7

819.5

Japan

8,801.4

4,285.5

11,171.1

21,206.1

21,766.0

13,381.1

New
Zealand

109.4

-35.0

21.7

-141.8

388.5

319.9

Pakistan

19.8

6.8

29.5

1.3

-2.1

3.3

Korea

2,439.1

1,533.6

6 4,298.8

1,577.0

3,652.4

4,468.9

Russia

30.9

81.3

60.3

184.4

542.1

-28.4

USA

10,803.4

3,118.7

12,285.3

14,395.7

4,913.3

13,042.3

Rest of the
world

23,529.0

16,713.6

25,450.7

36,854.7

32,142.9

34,692.2

Total

84,916.5

49,692.9

100,360.1

115,452.8

117,687.0

136,181.4

Source:Table:2.13, ASEAN Integration Report,2015

66. The multinational companies entered into ASEAN using direct investment as a medium geared
towards regional production and distribution networks. Flows of parts and intermediate
goods grew larger between home offices and overseas subsidiaries and also among overseas
subsidiaries. The work within the regional production networks culminated in the assembly of
final products, most of which were exported to the advanced countries of North America and
Europe, as well as to Japan. A company can effectively make use of a fragmentation strategy,
which splits apart the production processes so that each component will be produced in the
country or region where it can be manufactured most efficiently. The formation of regional
production and distribution networks in East Asia led to a rise in each country’s dependence
on trade with other East Asian countries, thereby boosting regional economic integration. The
degree of intraregional dependence in East Asian trade has risen. Lliberalization has facilitated
smooth functioning of the market mechanism, leading to the formation of production and
distribution networks and progress in regional integration. With the economic integration
in East Asia proceeding in this fashion, it has been termed a market-led type of regional
integration.
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Bilateral Investment Flows between
India and ASEAN

67. Cumulative FDI equity inflows received during January 2000 – December 2012 were US$ 188.5
billion. Out of this, FDI inflows from ASEAN Countries were US$ 20 billion, which accounted
for 10.6% of the cumulative inflows received during this period. Sector-wise distribution of FDI
equity inflows received from ASEAN countries reflects that the highest FDI equity inflows were
in the Services Sector, which accounted for about 28% of FDI inflows from ASEAN Countries.
Followed by telecommunications and construction development with about 8% share each ,
petroleum & natural gas and computer hardware & software with about 7 % each in the total
inflows from ASEAN. Singapore has been a leader in increasing its direct investments into
India every year, up from U.S. $ 1540 million in 2010-11 to U.S. $ 5137 million in 2014-15,
according to Reserve Bank of India’s Annual Report 2014-15. Table 9 reflects rising tide of FDI
inflows from ASEAN into India.
Table: 9 FDI Inflows into India from ASEAN and the world (U.S. $ Million)

Total FDI Inflows
FDI Inflows ASEAN

2010-11

2011-12

2012-13

2013-14

2014-15

14,939

23,473

18,286

16,054

24,748

1580 (10.6) 3324 (14.2) 1843 (10.1) 4528 (28.2) 5356 (21.6)

Singapore

1540

3306

1605

4415

5137

Malaysia

40

18

238

113

219

Note: Figures in parenthesis indicate share of ASEAN in total FDI inflows; Source:RBI Annual Report 2014-15

68. India is showing itself to be a choice investment option, particularly for institutional investors
in Singapore and ASEAN who are eyeing overseas market for yield and diversification.
India has undertaken sweeping liberalisation of FDI including raising investment limits,
streamlining government approvals, simplifying investment conditions and opening up new
sectors (defence, insurance and retail) to FDI. Moreover, “Make in India” campaign launched
in September,2014, is aimed at attracting companies to use India as a global design and
manufacturing hub, is helping to promote investment commitments. The new Foreign Portfolio
Investor (FPI) regulations, introduced in June 2014, simplify inbound investment into India’s
securities markets, resulting in streamlined investment routes, speedier registration and a
quicker time to market, ultimately attracting a broader pool of foreign investors. By allowing
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a wider investor base access to India, the scheme also has the effect of enhancing liquidity in
the broader market.
69. Reflecting a clear boost in investor sentiment, there has been a significant increase in new
account openings and FPI assets from many countries, including Singapore, held onshore in
India. Singapore is a top three jurisdiction in terms of FPI assets into India, which totalled
some US$40 billion as of December 2015, and also accounts for about six per cent of the new
FPI registrations since the regime went live in December 2014. Singapore entities have again
been early adopters of this development with FPI assets from Singapore into India growing by
over 70 per cent just in the period between January 2014 and December 2015 (HSBC). Market
authorities are also working on a number of initiatives to reform India’s debt capital market,
again with a view to influence investments into Indian fixed income. As a significant step
forward, the Reserve Bank of India announced an increase in the debt limits, allowing FPIs to
progressively hold up to 5 per cent of total government debt through a phased auction process
by 2018. The enhanced limits have since further fuelled interest from foreign investors who
have taken up the full value of general government security limits offered to foreign investors
during auctions.
70. At present ASEAN accounts for 10 % of India’s trade but only a miniscule proportion of bilateral
FDI. A range of factors –including regulatory factors-influence these investment decisions.
Trade flows often precede foreign investment, as countries adjust to changing market and
development. However, considering ASEAN’s proximity to India and complementarity of our
economies, two way investments is much below than might be expected. India’s growth
trajectory highlights major opportunities for ASEAN to extend its investment footprint in
India.
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Investment and Trade Opportunities
between India & the ASEAN

71. The evolving structures of the global economy, political changes in ASEAN states and the
shifting dynamics of the regional power balance have implications for regional processes,
including how ASEAN and India plan their partnership for the next decade. ASEAN has been
an important axis of regional economic cooperation and FTA in East Asia. The deepening of
ASEAN intra-regional economic cooperation and the establishment of AEC will be important
for not only ASEAN but also India and Indian companies.
72. The strong dynamics of ASEAN will serve as magnet to investment in the current low yield
global environment. Stable current accounts, low government debt levels, benign inflation,
diversified trade partner dependence and decent real returns make ASEAN an attractive
choice for investment diversification. Over the longer-term, mega-infrastructure projects such
as the Singapore to Kuala Lumpur High Speed Rail, Thailand’s development of its countrywide
rail network, and projects under China’s “One Belt, One Road” scheme will further propel
ASEAN’s growing role in the global economy. Barring another round of commodities price
collapse, global risk events or an aggressive pace of Fed hikes, ASEAN is a strong option for a
long-term diversification investment in a global portfolio, and is, thus, an EM asset class worth
watching.
73. ASEAN’s diversity presents a range of opportunities for Indian business-from Singapore’s
sophisticated service based economy to “frontier” markets in Laos, Cambodia and Myanmar,
the fast modernizing economy of Vietnam and significant consumer centres such as Indonesia.
As a region, ASEAN accounts for close to 7 % of the global trade. Intra ASEAN trade accounts
for 24 % of ASEAN’s total trade. While our trading relationships with the U.S., EU and China
tend to attract headlines, it is important to remember that India’s trade links with the ASEAN
are significant. Collectively ASEAN is the second largest trading partner for India than any
single country other than China. ASEAN’s combined population of close to 620 million is larger
than that of either the EU or North America. Around 80 million ASEAN households are part
of the rising middle class defined by Mckinsey as a consuming class-those with household
incomes of more than U.S. $ 7,500 in 2005 purchasing power parity terms. ASEAN’s working
population is expected to reach 500 million by 2020. This will offer significant opportunities
for Indian education and training providers.
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74. The ASEAN India FTA provides Indian industry and exporters to tap into the ASEAN market.
The Indian government needs to develop and enhance bilateral FTAs where they intersect
with India ASEAN FTA. The growing network of FTAs between India and ASEAN member states
create opportunities to explore how the India Malaysia Comprehensive Economic Cooperation
Agreement (CEPA), the India Thailand EHS and CEPA between India and Singapore may add
value to India ASEAN FTA by addressing non tariff measures and pushing further liberalization
of services and investment.
75. ASEAN’s export success has been increasingly built on a network of regional value chains
within and between companies in different ASEAN markets, particularly in the manufacturing
sector. These RVCs spur growth and are key contributor to ASEAN economic integration.
76. India, as the fastest growing large economy, already is a magnet for foreign capital. India is
world’s third largest economy in purchasing power terms with gross national income estimated
at U.S. $ 7293 billion in 2014 which is almost twice the size of Germany (U.S. $ 3843 billion),
the world’s fourth largest economy. Both the size of the Indian economy, rising incomes
and expanding middle class and huge investment requirements for India’s infrastructure
investment offers huge investment opportunities. To promote employment opportunities
government is making an all-out effort to raise the share of India’s manufacturing to 25% in our
GDP. ‘Make in India’. Ease of doing business is being pursued aggressively by the central and
state governments by reducing complex procedures, making them available at one platformpreferably online, simplifying the forms and formats.
77. To improve investment climate in the country, the Government had announced FDI related
Reforms and liberalisation in 2015 touching upon 15 major Sectors of the Economy. In the
second tranche of reforms of the country’s FDI announced on June 20, 2016, the government
has further relaxed the norms for nine sectors, including defence, food processing, civil
aviation, broadcasting and pharmaceuticals. In single-brand retail, the government has
tweaked the rules to exempt investors from the mandatory domestic sourcing of 30 per cent
inputs, by extending it to all entities for three years and for a further five years for retailers
selling products with ‘state-of-art’ and ‘cutting-edge’ technology. In food processing, 100 per
cent FDI under the government approval route for trading, including through e-commerce,
in respect of food products manufactured or produced in India has been allowed. In the
pharmaceutical sector, where FDI in brownfield (existing) projects was allowed only through
the government approval route, foreign companies have now been allowed to own up to
74 per cent in brownfield projects without prior government approval i.e. the automatic
route. For Greenfield (new) projects, 100 per cent FDI through the automatic route is
already in place. In civil aviation, the rules now allow100 per cent FDI under the automatic
route in brownfield airport projects as opposed to 74 per cent at present. In scheduled air
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transport service/ domestic scheduled passenger airline and regional air transport service,
the FDI limit has been raised to 100 per cent, with FDI beyond 49 per cent through the
government approval route. In the defense sector, the government has dropped the “stateof-the–art” clause for FDI over the 49 % limit. Instead under the new policy, FDI under 100
% will be allowed through the approval route where the country gets access to “modern
technology” substantially easing the condition. The FDI limit for the defence sector has also
been made applicable to small arms and ammunition manufacturing. In the broadcasting
sector, a decision has been taken to allow 100 per cent FDI through the automatic route for
teleports, direct to home, cable networks as well as mobile TV. In private security agencies,
the FDI limit has been enhanced from 49 per cent to 74 per cent, with 49 per cent under
the automatic route and higher under government approval. These opportunities open new
vistas for trade and investment for ASEAN nations.
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xv

Factors Constraining Trade between
India and ASEAN Countries

78. A stronger trade is contingent upon improved transport network i.e. national railway networks,
construction of all weather roads to allow movement of large trucks across the region and
efficient ports for the facilitation of sea trade; and harmonization of technical specifications of
rolling stock (wagons, vehicles, etc) and infrastructure (rail and roads) to permit interoperability.
Only a small proportion of India’s trade with ASEAN, viz, Myanmar is conducted through land
frontier. A major problem in conducting trade with and through Myanmar with Thailand and
other countries in the South East Asia with respect to road connectivity is that there are
many missing highway links besides poor condition of roads in some countries which do not
facilitate movement of large trucks for trade. For instance, only about 15 % of total road
length in Myanmar is paved. Railway links are almost nonexistent. In addition, rail connectivity
is hampered by railway gauge mismatch, while India follow broad gauge (1,676 mm) Thailand
and Myanmar follow metre gauge; the ports need to be modernized and equipped with
multimodal transport facilities besides efficiency improvements. The geographical contiguity
is a key condition for deeper economic integration. However, the benefits of geographical
contiguity are often lost due to poor transport linkages. Without connectivity there cannot be
any effective regional cooperation. Disparities in terms of infrastructure availability across the
region create avenues for mutual cooperation.

Logistics performance of ASEAN member nations
79. Logistics is the process of planning, implementing and controlling the effective and efficient
flow of goods and services from the point of origin to the point of consumption in order to meet
some requirements of users/consumers. The Logistics Performance Index (LPI) is an interactive
benchmarking tool created to help countries identify the challenges and opportunities they
face in their performance on trade logistics. The LPI provides some insights on the cost of
poor logistics to country competitiveness—and the sources of those higher costs. The LPI
published by the World Bank every two years is based on a worldwide survey of operators on
the ground (global freight forwarders and express carriers), providing feedback on the logistics
“friendliness” of the countries in which they operate and those with which they trade. LPI ranks
160 countries based on six areas, viz, eefficiency of the customs clearance process, quality of
trade and transport related infrastructure, ease of arranging competitively priced shipments;
competence and quality of logistics services, ability to track and trace consignments and
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frequency with which shipments reach the consignee within the scheduled or expected time.
The index ranges from 1 to 5, with a higher score representing better performance. Overall
LPI score is the weighted average of the country scores on the six key dimensions. Table 10
clearly reveals huge disparity between India and Singapore, Malaysia, Thailand and Vietnam
in particular nations and top performers like Germany and China. Inadequate and inefficient
logistics support system in India vis-à-vis are important ASEAN trading partners undermines
the competitive strength of India’s exports.
Table: 10 International LPI Scores and Rankings of ASEAN Member Nations
Country
Overall
Customs
InfrastrucInternaLogistics
Tracking
Timeliness
ture
tional Ship- Quality and and Tracing
ments
Competence
ASEAN Member Nations
Brunei
2.74
2.67
2.58
2.83
2.67
2.92
2.75
Cambodia
(83)
(71)
(79)
(78)
(89)
(71)
(181)
3.08
2.87
2.92
2.87
3.21
3.11
3.53
Indonesia
(53)
(55)
(56)
(74)
(41)
(58)
(50)
2.39
2.45
2.21
2.50
2.31
2.20
2.65
Laos
(131)
(100)
(128)
(120)
(129)
(146)
(137)
3.59
3.37
3.56
3.64
3.47
3.58
3.92
Malaysia
(25)
(27)
(26)
(10)
(32)
(23)
(31)
2.25
1.97
2.14
2.14
2.07
2.36
2.83
Myanmar
(145)
(150)
(137)
(151)
(156)
(130)
(117)
3.00
3.00
2.60
3.33
2.93
3.00
3.07
Philipines
(57)
(47)
(75)
(35)
(61)
(64)
(90)
4.00
4.01
4.28
3.70
3.97
3.90
4.25
Singapore
(5)
(3)
(2)
(6)
(8)
(11)
(9)
3.43
3.21
3.40
3.30
3.29
3.45
3.96
Thailand
(35)
(36)
(30)
(39)
(38)
(33)
(29)
3.15
2.86
3.34
2.93
3.11
3.15
3.55
Vietnam
(48)
(56)
(34)
(70)
(48)
(54)
(47)
Other Non ASEAN Member Nations
3.08
2.72
2.88
3.20
3.03
3.11
3.51
India
(54)
(65)
(58)
(44)
(52)
(57)
(51)
3.53
3.21
3.67
3.50
3.46
3.50
3.87
China
(28)
(38)
(23)
(22)
(35)
(29)
(34)
4.12
4.10
4.32
3.74
4.12
4.17
4.36
Germany
(1)
(2)
(1)
(4)
(3)
(1)
(4)
Source: Connecting to Compete 2014:Trade Logistics in the Global Economy, The Logistics Performance Index & its Indicators, The World Bank
http://www.worldbank.org/content/dam/Worldbank/document/Trade/LPI2014.pdf
Note: Figures within parenthesis indicate country rank out of 160 countries ranked
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80. Firm-level competitiveness is extremely sensitive to the quality of the logistics environment in
which a firm operates. Costs and timeliness are of paramount importance, exporters/importers
are primarily concerned with the overall reliability of the supply chain. Firms have to bear two
types of costs. One is the direct costs associated with moving goods, such as freight costs,
port and handling charges, procedural fees (such as bonds), agent fees, and miscellaneous
payments. Second, is the costs related to hedging against uncertainty which form a significant
part of logistics costs in many developing countries. As a consequence, firms also have to absorb
the induced costs associated with hedging for the lack of predictability and reliability of the
supply chain. They may need to carry higher inventories of supplies or finished products, or
switch to more expensive modes of transportation to be sure to meet delivery schedules. The
high induced costs of unpredictability in the international supply chain are a major constraint
for companies and countries trying to diversify into higher value production. Induced costs in
countries with good logistics performance are much lower than those for countries with low
logistics performance. Costs are also increased by the low economies of scale for multimodal
infrastructure or structural imbalances of volumes of trade amongst countries. For instance
the volume of trade is very small amongst Bangladesh, Nepal, Bhutan, Sri Lanka and Thailand
in particular. Equally, the cost and quality of logistics are determined not just by infrastructure
and the performance of public agencies, but also by the availability of quality and competitive
private services.
81. The increase in global production sharing, the shortening of product life cycles, and the
intensification of global competition all highlight logistics as a strategic source of competitive
advantage. In global production chains, countries face the twin challenge of maintaining an
efficient chain not just for exports but also for imported inputs and components. This can
be a particular burden in situations, where inputs often cannot be sourced domestically.
Globalization puts a premium on moving goods in a predictable, timely, and cost-effective way.
Well-connected countries can have access to many more markets and consumers: a country
as distant from most major markets as Chile and New Zealand can be a major player in the
high-end world food market, supplying fresh and perishable fruits (Kiwi fruit and apples) to
consumers all across the world including India, while apples from regions in India with similar
alpine climate are unable to do so. Absence of efficient supply chain makes exporting of high
quality fruits very difficult and prohibitive.
74. Country performance is largely influenced by the weakest link in the supply chain: poor
performance in just one or two areas can have serious repercussions on overall competitiveness.
Reforms across different elements of logistics network have a mutually reinforcing effect along
all links in the logistics supply chain, directly contributing to improvement in overall logistics
performance. Reforms to improve logistics should follow an integrated approach, focusing on
the interaction among infrastructure and public and private services, addressing coordination
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failures, and identifying constituencies for reform. To be effective, reforms should improve the
predictability and reliability of shipments and not just focus on reducing average costs and
delays.
82. Key issues that need to be addressed to improve the logistics environment amongst ASEAN
member nations include: (a) improved agreements for an integrated road transport market
amongst ASEAN nations; (b) better and synchronized transport regulations (liabilities, axle loads
limits, drivers’ qualifications and conditions, safety standards, contracts, etc); (c) simplified
and rationalized import, export, transit procedures and processes to decrease clearance costs
and time and; (d) Service Level Agreements to improve predictability of clearance time.

Shipping connectivity
83. Access to world markets depends to a large extent on the availability of regular and efficient
maritime transport connections, especially liner shipping services. UNCTAD’s Liner Shipping
Connectivity Index (LSCI) aims at capturing a country’s level of integration into the existing
liner shipping network by measuring liner shipping connectivity. Since 2004, UNCTAD’s Liner
Shipping Connectivity Index (LSCI) has provided an indicator of each coastal country’s access
to the global liner shipping network. The complete time series is published in electronic format
on UNCTADstat (UNCTADstat, 2016). The LSCI is calculated as the weighted average of five core
components that capture the deployment of container ships by liner shipping companies to a
country’s ports of call: (a) the number of ships; (b) their total container carrying capacity;(c)
the number of companies providing services with their own operated ships; (d) the number
of services provided; (e) the size (in TEU) of the largest ship deployed. Most overseas trade
in manufactured goods is moved in containerized regular “liner” shipping services, and the
LSCI reflects a country’s connection to global networks of such services. The LSCI can thus
help traders, investors, port operators and policymakers in their assessment of a country’s
position within such global networks, both as regards changes over time, and in comparison to
neighbouring countries. When interpreting the LSCI, it has to be borne in mind that a country’s
liner shipping connectivity is effectively closely related to its seaborne trade in manufactured
goods. A low value in the LSCI reflects that there are fewer and smaller ships deployed on
fewer services by fewer companies. This lower level of deployment is usually the result of
(a) a country’s geographical position; (b) its trade volumes; and (c) its ports’ attractiveness
to shipping lines. The latter, in turn, indirectly implies some judgement, as less efficient ports
with insufficient infrastructure will be judged less attractive by the ports’ clients – both the
traders and the shipping companies. Table 11 gives trends in LSCI for ASEAN countries having
a coastline. It is clear that LSCI for Singapore, Malaysia and Vietnam is much higher compared
with India. Within ASEAN countries, the LSCI is abysmally low for Brunei, Cambodia, Myanmar
and the Philippines which shows only a few and smaller vessels call at their ports. This results
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in transhipment of their cargo at a third country port (mainly at Singapore ) adds to significant
transportation costs adversely impact trade flows. The country/economy with the highest
LSCI is China, followed by, Singapore, the Republic of Korea and Malaysia.
Table:11- Liner Shipping Connectivity Index (LSCI), 2004-2016
2006

2011

2016

Brunei

3.26

3.86

Cambodia

2.93

5.36

5.61

Indonesia

25.84

25.91

27.19

Landlocked

Laos
Malaysia

69.20

90.96

106.79

Myanmar

2.54

3.22

6.37

Philipines

16.48

18.56

17.81

Singapore

86.11

105.02

122.70

Thailand

31.89

36.70

44.32

Vietnam

15.14

49.71

62.84

India

42.90

41.52

46.24

Sri Lanka

37.31

41.13

63.21

China

113.10

152.06

167.48

Korea, Republic

71.92

92.02

115.61

Malaysia
UNCTAD Stat
http://unctadstat.unctad.org/wds/TableViewer/tableView.aspx?ReportId=92

Trade Transaction Barriers
84. There is a need to reduce bureaucratic delays and paperwork involved in border crossings
between member countries; standardizing trade rules and products. The customs and clearance
procedures at borders need to be streamlined to reduce delays and costs of transit. It would not
be reasonable to compare time and cost incurred in shipping consignment to/from Singapore
given its small size and it being an entrepot/transhipment hub. For instance, iIt takes less than
3 days to put an export consignment (standard 20 feet container) from factory gate to ship in
Thailand whereas it takes more than 7 days to undertake the same process in India. Also the
burden of customs procedures is much higher in case of India. Border compliance (customs
formalities) cost U.S. $ 436 for a standard 20 feet container in India compared with just U.S. $
223 in case of Thailand and U.S. $ 185 in Korea (Table:12). The incidence of border compliance
is high in Myanmar. This clearly demonstrates greater scope for streamlining trade procedures
to cut down transaction costs to improve trade competitiveness.
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Table:12- ASEAN: Trading Across Borders
Time to Export (import) Hours

Cost to Export (Import) in U.S. $

DC

BC

DT

Total

DC

BC

DT

Total

Brunei (121)

168 (144)

72 (48)

3 (3)

243 (195)

90 (50)

340 (395)

250 (250)

680 (695)

Cambodia (98)

132 (132)

45 (4)

6 (11)

183 (147)

100 (120)

375 (240)

200 (1125) 675 (1485)

Indonesia (105)

72 (144)

39 (99)

6(6)

117 (249)

170 (160)

254 (383)

185 (185)

609 (728)

Laos (108)

216 (216)

3(5)

2(2)

221 (223)

235(115)

73 (153)

150 (150)

458 (418)

Malaysia (49)

10 (10)

20 (24)

12 (12)

42(46)

45 (60)

321 (321)

255 (255)

631(636)

Myanmar(140)

144 (48)

144 (120)

5 (5)

293(173)

140 (115)

432(367)

200 (200)

772(682)

Philipines (95)

72 (96)

42 (72)

4 (4)

118 (172)

53 (50)

456 (580)

381 (381)

890 (1011)

Singapore(42)

4(1)

12 (35)

2 (1)

18 (37)

37 (37)

335 (220)

212 (214)

584 (471)

Thailand (56)

11 (4)

51(223)

2 (2)

64(229)

97(43)

223 (233)

147(147)

467(423)

Vietnam (99)

83(106)

57(64)

7(7)

147(177)

139(183)

309(268)

181(181)

629(632)

India (133)

42 (63)

109 (287)

28 (56)

179 (406)

102 (145)

413 (574)

436 (536)

951 (1255)

Singapore(42)

4(1)

12 (35)

2 (1)

18 (37)

37 (37)

335 (220)

212 (214)

584 (471)

Korea ,R (31)

1 (1)

14 (6)

1 (7)

16 (14)

11 (27)

185 (315)

216 (568)

412 (910)

21 (66)

26 (92)

7 (7)

54 (165)

85 (171)

522 (777)

306 (320)

913 (1268)

China (96)

Note: DC-documentary compliance; BC-border compliance; DT-domestic transport; Total=DC+BC+DT
Doing Business 2016 Measuring Regulatory Quality and Efficiency
http://www.doingbusiness.org/~/media/GIAWB/Doing%20Business/Documents/Annual-Reports/English/DB16-Full-Report.pdf

85. Given the already operational regional agreements in the ASEAN region, this is bound to
result in a ‘spaghetti bowl’ type of phenomenon, where for a given product, there could be
several and different tariff rates depending on what origin is assigned to it (Panagariya, 1999).
Another problem is the harmonization of standards and uniform certification procedures
among members. The third problem is the identification of a negative list of commodities
of respective countries and a detailed plan to prune it in a phased manner and to prepare a
comprehensive national schedule of items to be offered for concession. This may not be a very
easy task as tariff peaks and number of tariff rates varies among member countries on one
hand, and each country wants better market access to other country.
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ASEAN India Air Connectivity

86. Though ASEAN-India economic engagements are moving forward in the desired direction,
yet there are certain challenges that call for policy interventions. With signing of the ASEANIndia Agreement in Services and Investments, ASEAN and India are likely to benefit from an
extended market, where the air connectivity aims to play a pivotal role. The issue of enhancing
air connectivity is one of them. the major issues and challenges related to promoting air
connectivity between ASEAN countries and India pertain to growing demand for air cargo
services; facilitating business and leisure tourists by having more direct flights connecting
Tier II and Tier III cities of India; India-ASEAN Single Aviation Market; India-ASEAN Free Trade
Agreements in Services and Investments; need for a comprehensive ASEAN-India Air Transport
Agreement; expanding scope of bilateral air services agreement (BASA); strengthening India’s
air links with CLMV countries; and establishing an ASEAN-India School of Aviation; greater
cooperation in aviation technology, logistics and infrastructure building; WTO Trade Facilitation
Agreement (TFA); etc .
87. India is among the five fastest growing aviation markets globally with 275 million new passengers
travelling and will displace the United Kingdom as the third largest in 2026. Domestic air
passenger flow increased by more than 20 % from 81.09 million in 2015, compared with 67.38
million in 2014, , which is highest among the top seven domestic airline markets in the world,
outpacing China
88. ASEAN constituted about 16 per cent of international passenger flow from and to India in
2015. However, the distribution of passengers between ASEAN countries and India is skewed.
Flow of ASEAN passengers coming to India has been much lower than the Indian passengers
going to ASEAN or transit through ASEAN. Hubs like Bangkok, Singapore and Kuala Lumpur
equipped with bigger and performing airlines continue to attract passengers and air cargos
from India. Today, out of 10 ASEAN countries, only five ASEAN countries like Malaysia,
Myanmar, Singapore, Vietnam and Thailand have direct flights with India and vice versa. For
the rest five ASEAN countries (Cambodia, Indonesia, Lao PDR, the Philippines, Brunei), there
is no direct flight but have inter-connection from other airports, of which Indonesia and the
Philippines are two prominent ASEAN countries with which India has substantial business and
tourism interests.
89. Goods that are high in value and low in volumes are most likely to be transported by air.
Besides, goods that are time sensitive with higher opportunity cost of time in transport,
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intermediate products and final retail products are normally transported through air transport.
ASEAN constitutes about 18 per cent of international freight flow from India and about 11 per
cent international freight flow to India. Except Thailand, all ASEAN countries recorded freight
deficit with India in 2015, suggesting that India exports more ‘weights’ than what it imports
from ASEAN, and naturally is paying more towards freight.
90. India’s airlines such as Air India, Air India Express, Jet Airways, IndiGo and Spice Jet carry on
average 37 per cent of the total international passenger flows from and to India, out of which,
about 5.5 per cent of passengers are carried between India and ASEAN countries. Airlines
from ASEAN countries carry twice the size of international passengers from and to India,
compare to the passengers carried by all Indian airlines together. In ASEAN countries, airlines
are mostly from Singapore (Singapore Airlines, Silk Air and Tiger Airways), Malaysia (Air Asia,
Malaysia Airlines and Malindo Airways) and Thailand (Thai Airways and Bangkok Airways).
91. Enhancing connectivity between ASEAN and India is the major thrust of India’s Act East
Policy. Air connectivity is an important mode of transportation to carry tourist and business
travellers, high-value fragile goods and perishable products from one place to another in the
shortest time. The international air passengers to and from India had grown at a CAGR of 9.20
per cent during 2008-09 to 2013-14 (Table13). The Government of India has been supporting
the development of the aviation sector and planning to develop 100 low cost airports in
the country. Further reforms in the aviation sector have also been initiated including the
introduction of National Civil Aviation Policy 2015. It has allowed 100 per cent FDI under the
automatic route for Greenfield projects and 49 per cent FDI for foreign carriers.
Table 13 Trends of Aircraft Movements, Passenger Flow and Freight Carried in India
2008-09

2013-14

CAGR In %

Aircraft Movements (million)
International

0.27

0.34

4.4

Domestic

1.04

1.20

3.0

Total

1.31

1.54

3.3

Passengers (million)
International

31.57

46.61

8.1

Domestic

77.29

122.41

9.6

Total

108.86

169.02

9.2

Freight (million tonne)
International

1.14

1.44

4.7

Domestic

0.54

0.84

8.8

Total

1.69

2.28

6.1

Source: Air Transport Statistics, DGCA.
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92. Table 14 shows the country-wise international passenger flow to and from India. Among the
Southeast Asian countries, Singapore and Thailand show the highest passenger movement
from and to India, followed by Malaysia. The passenger flow is almost balanced except for the
case of Singapore, where passenger from India exceeds with 59,000 passengers.
Table: 14 Country-wise International Passenger Flow in 2015 (in thousands)
Passenger from India

Passenger to India

Surplus/Deficit

South Asia

1928.61

1885.06

43.55

Southeast Asia

3968.07

3913.32

54.76

Myanmar

22.34

22.69

-0.36

Malaysia

980.07

984.15

-4.08

Singapore

1698.48

1639.14

59.34

Thailand

1262.84

1261.07

1.76

Vietnam

4.35

6.27

-1.91

Rest of Asia of which

1219.25

1158.92

60.33

China

252.66

246.52

6.14

Hong Kong

715.65

700.53

15.13

Japan

144.18

128.43

15.75

World

24858.96

23781.64

1077.32

Source: DGCA, MoCA.

93. Table 15 shows the country-wise international freight flow from and to India. Among South
Asian countries, Sri Lanka has the highest freight flow. Sri Lanka’s freight flow from India is
almost twice than freight flow to India. In the case of Southeast Asia, except Thailand, other
countries like Malaysia, Singapore, Vietnam and Myanmar shows freight surplus. In the case
of rest of Asia, China, Hong Kong, Japan and Taiwan show a deficit in freight flow, although
Hong Kong’s flow is substantially higher than the other Southeast Asian countries.
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Table: 15 Country-wise International Freight Flow in 2015 (in tonnes)
Freight from India

Freight to India

Surplus/Deficit

South Asia

28287

13512

14775.80

Southeast Asia

93323

100037

-6714.41

Myanmar

55

1

53.98

Malaysia

18457

14297

4160.34

Singapore

49422

47697

1725.72

Thailand

25156

38040

12884.34

Vietnam

233

3

229.89

Rest of Asia of which

84610

135866

-51256.10

China

7752

14768

7015.96

Hong Kong

66437

109235

-42798.59

Japan

7232

8585

-1352.48

World

887775

560737

327038.14

Source: DGCA, MoCA.

Air Links between ASEAN and India
94. The air traffic, both passenger and cargo, between ASEAN and India are governed by respective
bilateral air services agreement (BASA) signed by India and partner countries over time. Till
August 2015, India has signed BASA with all the ASEAN countries with latest being Lao PDR.
Table presents an overview of the BASA in terms of entitlements and offers.
Airlines of ASEAN countries, mainly Thailand, Singapore and Malaysia, have been flying to
major Indian cities like Mumbai, Chennai, Kolkata, Delhi, Hyderabad and Bengaluru. India has
offered 18 additional points to ASEAN without any restriction as to frequency or aircraft and
without being subject to any commercial agreement. The entitlements and offers vary across
BASA partners (Table:16 ). On one hand, seats and frequency of air linkages with the Malaysia,
Singapore and Thailand sectors are over-utilised, the same with CLMV, on the other, are largely
underutilised.

India ASEAN Trade and Investment Relations: Opportunities and Challenges

53

Table: 16 Bilateral Air Services Agreement between India and ASEAN
Foreign Entitlements
(Number of seats
offered per week to
major metro cities in
India$ )

Indian Entitlements
(Number of seats
offered per week to
respective capital
cities in ASEAN

India’s offer to ASEAN
countries (Unlimited
seats offered to 18
additional cities)

Brunei

11200

11200

Yes

Cambodia

11200

11200

Yes

Indonesia

11200

11200

Yes

Malaysia

20670

20670

Yes

Myanmar

11200

11200

Yes

Philippines

11200

11200

Yes

Singapore

29700

29700

Yes

Thailand

23609

23609

Yes

Vietnam

11200

11200

Yes

Lao PDR

Bilateral Air Service Agreement has been signed on July 2015 onwards

Source: DGCA, MoCA.
Bilateral Air Service Agreement has been signed on July 2015 onwards

Trends in Passenger Flow between ASEAN and India
95. Out of 10 ASEAN countries, as on September 2015, only five ASEAN countries such as Malaysia,
Myanmar, Singapore, Thailand and Vietnam have direct flights with India. For the remaining
five ASEAN countries (Cambodia, Lao PDR, Indonesia, the Philippines and Brunei), there is no
direct flight with India, but have interconnection from other airports. For the year 2005-06,
the number of passengers to and from India and Malaysia, Singapore and Thailand was in the
range of 0.77 million to 1.75 million, whereas, the passengers to and from India and Indonesia
and Myanmar were in the range of 17,000 to 22,000 only. However, the difference in the
number of Indian passengers travelling to ASEAN countries has been higher than the number
of passengers of ASEAN countries travelling to India. Similarly, for the year 2013-14, there was
almost 50 per cent increase in the passenger flow between ASEAN and India, compared to
2005-06, travelled mostly from Singapore, Malaysia and Thailand.
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96. Air services could facilitate larger number of tourists between India and ASEAN countries.
On Buddhist circuit, there is considerable interest from the ASEAN countries to visit India.
To promote tourism, we shall propose new routes to facilitate operation of more flights
particularly connecting Tier II or Tier III cities of India. The new routes may be negotiated
with ASEAN under the BASA or through the proposed ASEAN-India Air Transport Agreement.
A comprehensive ASEAN-India Air Transport Agreement (AIATA) is needed to expand tourism
and trade between ASEAN and India. India has Open Sky Policy in air cargo for a long time.
There is considerable scope fr cooperation between India and ASEAN in the area of building
new airports, aviation technology, safety and security, warehouse management, sharing of
cargo resources and logistics know-how. Some of the ASEAN countries which are world class
logistics service providers such as Singapore can be tapped for air cargo services as well as
technology.
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Section

xvii

Conclusions

97. ASEAN demonstrates that countries with different cultures, traditions, languages, political
systems and levels of economic development can act in concert to expand their collective
potential. ASEAN’s economic potential is undoubtedly impressive. If treated as a single entity,
the ASEAN would rank as the third largest economy in Asia and seventh largest in the world
(after the US, China, Japan, Germany, the UK and France) based on 2014 figures in current
Dollar terms. ASEAN is on the brink of major economic and demographic change. A tectonic
shift in market structure is taking place from sub scale and fragmented to scale and greater
coherence.Yet challenges do exist – in particular peace, security and the sustainable use of
natural resources. Moreover, ASEAN’s international trade has almost tripled over the last
decade. And foreign-direct investment has been flowing into the region, with multinationals
hoping to capitalize on its rapidly expanding middle class and strategic location at the
intersection of China, Japan and India.
98. In recent years, trade and investment relations between India and ASEAN have continued to
improve. Total bilateral trade increased more than threefold from US$21 billion in 2005-06 to
US$65 billion in 2015-16. The compound annual growth rate (CAGR) of exports over the period
stood at 9 %, while that of imports stood close to 14%. Together, this led to a trade deficit of
US$14.6 billion for India with ASEAN in 2015-16, an increase from US$ 0.5 billion in 2005-06.
FDI inflows from India to ASEAN, however, has been on a declining trend from US$2.7 billion
in 2007 to US$0.8 billion in 2014, constituting only 0.6% of the total FDI inflows to ASEAN in
2014. With massive growth expected in all infrastructure sectors, myriad opportunities will
arise for Indian companies operating in the region.
99. Under ASEAN India Free Trade Agreement (AIFTA) entered into force on January 1, 2010,
tariffs on over 4,000 product lines will be eliminated by 2016 and sensitive products have
been given a longer timeframe for tariff liberalisation. Both sides are now consolidating the
trade in services and investment provisions. The tariff liberalisation schedule for AIFTA has five
components – (i) Normal Track; (ii) Sensitive Track; (iii) Special Products; (iv) Highly Sensitive
List; and (v) Exclusion List. The tariff liberalization schedule began in January 2010 and is to
be fully implemented by 2013 and 2016 in respect of the items on the two ‘normal tracks’.
The trade in goods agreement contains phased elimination/reduction of custom duties on
imports from signatory countries. The objective of the agreement is to reach a zero customs
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duty regime for ‘substantially all trade’ between India and ASEAN countries. The time frame
for phasing out of tariffs varies by country and product grouping. Once the agreement comes
into full implementation, tariffs will be eliminated on 80 percent of traded goods between
India and ASEAN countries that is about 75 percent of the total trade.
100. Indian businesses must recognize the opportunities presented by the ASEAN’s growth and
economic integration. It will be important for Indian Businesses to understand their strength
in the ASEAN market and to tailor their strategies accordingly. We need to think of ASEAN
as a whole with distinctive regions to get a clear sense of perspective keeping in view the
following:
a)

Attractive opportunities require a local business presence. This requires initial and
ongoing investment, and well established organizational competencies.

b)

Invest in relationships. This is the key to the door for most ASEAN markets, but takes time
to develop.

c)

Aim to operate in a “harmonious” supply chain in which participants at all stages share
benefit out of the venture. This is the key to enduring business relationships.

101. The importance of India’s current relationship with ASEAN and its future potential for mutually
beneficial growth will require greater political, economic, and diplomatic engagement with
ASEAN. ASEAN’s geostrategic importance stems from many factors, including the strategic
location of member countries, the large shares of global trade that pass through regional
waters (E-W Centre).
a)

15 million barrels of oil transit through the Malacca Strait daily.;

b)

$5.3 trillion of global trade passes through ASEAN waterways each year,

102. ASEAN-6, namely Brunei Darussalam, Indonesia, Malaysia, Philippines, Singapore and Thailand,
has applied zero tariff rates for intra-ASEAN trade in more than 99% of tariff lines since 2010.
Progress has also been made in the newer ASEAN Member States, i.e. Cambodia, Lao PDR,
Myanmar, and Viet Nam (CLMV) where zero tariff rates have been applied to 72.6% of tariff
lines in 2013, a significant increase from only 45.9% in 2010. The average intra-ASEAN tariff
in ASEAN6 has gone down to near zero since 2010, and stood at slightly above 1% in 2013 in
CLMV.
103. Marking a major milestone in the regional economic integration agenda, the ASEAN Economic
Community (AEC) was officially launched on 31st December 2015 to create a single market
to enable an easier movement of goods, services, investment, capital and people across the
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region. This will result in a common market of more than 600 million people, dwarfing the
EU’s 500 million and NAFTA’s over 400 million. The removal of tariffs throughout the AEC
presents a significant advantage for Indian companies in two ways. First, companies that
manufacture in the region will be able to take advantage of the free flow of goods through the
AEC when exporting finished goods. Second, Indian companies that rely on ASEAN nations for
intermediate goods in their supply chain will benefit from reduced costs not only in goods, but
also in simplifying the ‘paperwork’ necessary to move goods through the region.
104. The consolidation of the AEC represents an important initiative that will have a global impact.
As ASEAN continues to grow as a market, the simplification of trade and connectivity in the
region will be key in accelerating regional development. Although challenges still remain in
the implementation of the AEC, it is now possible to view the region as a single economic
bloc, rather than 10 individual economies. Financial integration, trade regimes, and the flow
of labour and capital in the region will change the way companies operate, and the potential
gains from further integration in all these spheres remains large.
105. There is no denying that the ASEAN India Free Trade Agreement brings strategic gains to India;
however, economic gains can be substantial only if supply chains are developed with a focus
towards intra-industry trade. The AIFTA agreement provides increased scope for integration of
supply chains in the machinery, electrical and electronics sectors and transport, which could
be further supplemented by services trade and investment. However, full trade potential and
product integration to be realized, facilitation of business to business connections, information
flow, harmonization and mutual recognition of standards as well as removal of other such
non-tariff barriers are crucial.
****
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ASSOCHAM
THE KNOWLEDGE ARCHITECT OF CORPORATE INDIA
Evolution of Value Creator: ASSOCHAM initiated its endeavour of value creation for Indian industry
in 1920. Having in its fold more than 400 Chambers and Trade Associations, and serving more than 4,50,000
members from all over India. It has witnessed upswings as well as upheavals of Indian Economy, and contributed
significantly by playing a catalytic role in shaping up the Trade, Commerce and Industrial environment of the
country.
Today, ASSOCHAM has emerged as the fountainhead of Knowledge for Indian industry, which is all set to redefine
the dynamics of growth and development in the technology driven cyber age of ‘Knowledge Based Economy’.
ASSOCHAM is seen as a forceful, proactive, forward looking institution equipping itself to meet the aspirations of
corporate India in the new world of business. ASSOCHAM is working towards creating a conducive environment
of India business to compete globally.
ASSOCHAM derives its strength from its Promoter Chambers and other Industry/Regional Chambers/Associations
spread all over the country.
Vision: Empower Indian enterprise by inculcating knowledge that will be the catalyst of growth in the barrierless
technology driven global market and help them upscale, align and emerge as formidable player in respective
business segments.
Mission: As a representative organ of Corporate India, ASSOCHAM articulates the genuine, legitimate needs and
interests of its members. Its mission is to impact the policy and legislative environment so as to foster balanced
economic, industrial and social development. We believe education, IT, BT, Health, Corporate Social responsibility
and environment to be the critical success factors.
Members – Our Strength: ASSOCHAM represents the interests of more than 4,50,000 direct and
indirect members across the country. Through its heterogeneous membership, ASSOCHAM combines the
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