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From the above examination of trade between ASEAN and China, the following conclusions may 
be reached. 
- Before 2000, trade between ASEAN and China showed strong characteristics of vertical division of 

work, with ASEAN exporting natural resources, agricultural products and related processed products 
while importing industrial products. However, since the 2000s, IT-related products became the main 
items of trade in terms of both import and export against the backdrop of growing global demand for 
such products, resulting in a significant development of horizontal division of work. 

- Despite the development of horizontal division of work, the share of vertical division of work has been 
consistently larger than the share of horizontal division of work, and the presence of vertical division 
of work has grown further since 2009. This is probably because in trade with China, ASEAN still 
continues to have an advantage in primary products (e.g., natural rubber in Thailand, palm oil in 
Malaysia and crude oil in Indonesia), including product items for which it has traditionally been 
competitive. Another probable reason is that as less developed ASEAN member countries, such as 
Cambodia, Lao PDR and Myanmar, have strengthened their relationship of near-complete vertical 
division of work with China in recent years, this trend is becoming stronger in the whole of ASEAN. 

- In a vertical division of work in which one side exports primary products to the other side in exchange 
for importing industrial products, it is assumed that the value added of industrial products is higher, 
and this is considered to be one of the factors behind ASEAN’s trade deficit with China. To resolve 
the deficit, ASEAN, particularly member countries rich in primary products, will need to promote 
industrial sophistication while taking advantage of their strengths in those resources. 

- Since 2015, the share of horizontal division of work resumed rising, and in 2017, it became almost 
equal to the share of vertical division of work. This is considered to be mainly because of external 
factors, such as a decline in the prices of crude oil and other resources and the slowdown of the Chinese 
economy, but it may also reflect a new stage of division of work. 

- The examination of factors behind the increase in the share of horizontal division of work since 2015 
shows that mobile phones (HS8517) and integrated circuits (HS8542) in Viet Nam,130 computer-
related products (HS8471) in Thailand,131 and integrated circuits (HS8542) in Singapore132 made the 
primary contributions to the increase (Figures I-2-3-1-47 to I-2-3-1-50). All these figures indicate that 
the trade structure concerning the relevant product items changed rapidly. 

- Factors behind the rapid change in the trade structure are considered to include changes in global 
demand and changes in supply chains related to the selection of business locations by global companies. 

 
  

                                              
130 The category of integrated circuits changed from “items of particular advantage for Viet Nam” in 2015 

to “items of some advantage for Viet Nam” in 2016 and to “items of no clear advantage” in 2017. 
Meanwhile, the category of mobile phones changed from “items of particular advantage for China” in 
2015 to “items of some advantage for China” in 2016 and to “items of no clear advantage” in 2017. 

131 The category of computer-related products changed from “items of some advantage for Thailand” in 
2015 to “items of particular advantage for Thailand” in 2016 and to “items of some advantage for 
Thailand” in 2017. 

132 The category of integrated circuits changed from “items of no clear advantage” in 2015 and 2016 to 
“items of some advantage for Singapore” in 2017. 
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ASEAN-China Free Trade Area (ACFTA) 
The classification of product items covered by the ACFTA Trade in Goods Agreement is similar to 

the one concerning the Common Effective Preferential Tariff under AFTA.140 In addition, it is said that 
the use of ACFTA increased because tariffs on product items in the IL for the more developed ASEAN 
member countries under AFTA and tariffs on product items in normal track lists for trade between those 
ASEAN member countries and China under ACFTA were set to be abolished in the same year, 2010. 

In January 2018, tariffs on product items traded between the less developed ASEAN member 
countries and China were also abolished in principle. In addition, tariffs on sensitive items, which were 
exempt from tariff abolition, were lowered steeply, from a maximum of 20% to a maximum of 5%. 
Product items for which tariffs were abolished accounted for 94.8% of all items, and the proportion of 
items for which the tariff rate is zero or less than 5% was 98.2%. China has gone much further in 
reducing and abolishing tariffs in its trade with ASEAN than in its trade with other countries/regions.141 

Another notable development in recent years is the entry-into-force of the amended ACFTA protocol 
in July 2016. In the chapter on trade in goods, a new section concerning customs clearance procedures 
and trade facilitation associated with the revision of the rules of origin was created in order to enhance 
transparency through the introduction of an advance notice system related to tariff classification. In 
addition, in the chapter on trade in services, tariff concession schedules were exchanged for the third 
time, and in the chapter on technical cooperation, a new paragraph related to e-commerce was added. 
ASEAN-Korea Free Trade Area (AKFTA) 

One notable development in recent years is the entry-into-force by August 2016 of the third protocol 
to amend the agreement on trade in goods between seven countries, including the ROK, Thailand, the 
Philippines and Malaysia. So far, measures to improve convenience have been implemented, including 
unifying tariff reduction schedules, under which only the modality (the tariff reduction method) was 
indicated with respect to each of the normal track items and sensitive track items, and preparing item-
by-item, country-by-country lists. 
ASEAN-Japan Comprehensive Economic Partnership (AJCEP) agreement 

Among notable developments in recent years are the conclusion in November 2017 of ministerial-
level negotiations on the protocol to amend the agreement to add a provision related to trade in services 
and investment and the start of the application in March 2018 of preferential tariffs to Indonesia, the 
only country among the 10 ASEAN member countries to which such tariffs had not been applied under 
this agreement. 
ASEAN-India Free Trade Agreement (AIFTA) 

Under AIFTA, 80% of all product items, which account for 75% of the total value of trade, were 
designated as normal track items, with tariff abolition scheduled for some items by the end of 2013 and 
for others by the end of 2016. For 4% of sensitive items, which account for around 10% of the total, 
tariff abolition is scheduled for the end of 2019. In 2015, the agreement on services and investment was 
put into force. 

                                              
140 All product items are classified into the following categories: (A) “Early Harvest” items (agricultural 

products), (B) “Normal Track” items, (C) “Sensitive” items and (D) “Highly Sensitive” items 
141 Oizumi (2018). 
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ASEAN-Australia-New Zealand Free Trade Agreement (AANZFTA) 
What is distinctive about AANZFTA is that it covers, for the first time, e-commerce, the movement 

of people, intellectual property and competition policy, which are not covered by the above four FTAs, 
in addition to trade in goods and services, investment and economic cooperation. More developed 
ASEAN member countries were required to abolish tariffs on around 90% of all product items in 2013, 
while less developed ones are required to do so in or later than 2020. 
FTAs with other countries/regions 

In November 2017, ASEAN concluded an FTA and an investment agreement with Hong Kong, 
which are scheduled to be put into force in January 2019. 
(B) Effects of the formation of the FTAs and future developments 

The tariff abolition rate relative to all product items differs across the above FTAs. The average 
tariff abolition rate for the 10 ASEAN member countries is highest, 98.8%, under ATIGA, followed by 
93.5% under AANZFTA, 92.5% under ACFTA, 89.8% under AKFTA and AJCEP and 77% under 
AIFTA (Table I-2-3-1-79). 

The high degree of liberalization under ATIGA has brought benefits in terms of promoting division 
of work within ASEAN, enhancing industrial competitiveness in individual countries, and attracting 
investments by foreign companies by emphasizing the scale merit of the market. On the other hand, the 
possibility cannot be denied that it will create problems--for example, while some countries may be 
selected as the destination for investment, others may not. Therefore, there are also activities that run 
counter to the liberalization, such as protecting domestic industries by creating non-tariff barriers in 
exchange for abolishing tariffs.142 

The current focus of attention is RCEP, which ASEAN aims to conclude as an FTA that goes beyond 
the ASEAN+1 framework and which would be a comprehensive agreement whose fields of negotiation 
include trade in goods and services, investment, economic and technical cooperation, intellectual 
property, competition, and dispute settlement. As ASEAN, which has proposed RCEP, has a significant 
role to play, it is trying to exert initiative under the regional economic framework of the Asia-Pacific 
region by promoting RCEP at the same time as deepening the AEC. 
 
2. India 

Here, we will provide an overview of economic trends in India, which has actively carried out 
structural reforms since the inauguration of the Modi administration in May 2014 under the banner of 
creating a “New India” by 2022 and where the digital economy is rapidly developing. 
(1) Macroeconomic trends 
(A) GDP (GVA143) 

                                              
142 For example, Viet Nam, in which the auto industry is immature, abolished tariffs on automobiles in 2018 

based on ATIGA, and at the same time, it made the procedures necessary for import more complex than 
before. As a result, Viet Nam was accused of virtually making the tariff abolition ineffective. 

143 Real gross value added estimated from the viewpoint of production. The trend in GVA is considered to 
track the trend in monthly economic indicators more closely than the trend in GDP, which is affected by 
net indirect taxes, does. 
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protectionism and emphasized that globalization should be promoted.152 He also mentioned that in the 
past 20 years, the world has changed dramatically because of advances in IT (information technology) 
and sciences and called for the establishment of a multipolar new international order that includes 
emerging economies. Concerning domestic policy measures, Prime Minister Modi expressed his 
intention to continue fundamental social and economic reforms and appealed for attention to the progress 
made in market-opening policy measures and tax system reform that were intended to attract foreign 
capital. 

Since taking office in May 2014, on the back of a high support rate,153 Prime Minister Modi has 
implemented a quick succession of structural reform measures that were previously difficult to carry 
out. Among the historic major reforms implemented by him are the abolition of high-denomination 
banknotes,154 which was carried out in November 2016 without prior notice, and the introduction in 
July 2017 of the GST, which unified a complex web of multiple taxes. 

Although these drastic structural reform measures have caused temporary confusion and a growth 
slowdown, they are being supported both within and outside India as processes essential for developing 
India from an emerging economy to a major global power and achieving sustainable growth.155 
(3) Progress in the Digital India ICT policy 

The Modi administration’s structural reform measures include many campaigns, such as “Make in 
India,” “Skill India,” “Startup India,” “Clean India,” and “Smart City.” Here, from among those 
campaigns, we will take up “Digital India,” which is closely related to the Indian people’s everyday life 
and which has rapidly made progress in recent years. 

This is an ICT policy initiative announced in August 2014 as a flagship structural reform. It focuses 
on the following three objectives 156: (A) providing digital infrastructure to all Indian people; (B) 
introducing on-demand administrative services; and (C) empowering the Indian people through 
digitization. In order to achieve these objectives, nine pillars have been set and plans are scheduled to 
be gradually implemented by fiscal 2018 to provide all villages with digitized e-administrative services 
(Figure I-2-3-2-9). 

The Indian government’s website uses pictograms and pictures as a way to raise awareness of digital 
policy measures widely among the Indian people and promote the use of digital services by facilitating 
understanding through visual representations (Figure I-2-3-2-10).  

                                              
152 India participated in the Davos meeting for the first time in around 20 years since 1997, and this was 

the first keynote speech made by an Indian leader. 
153 According to a survey by Pew Research Center, the support rate was 88% in November 2017, three 

years after he took office. 
154 In a televised speech at 8 p.m. November 8, 2016, Prime Minister Modi announced that the existing 

500-rupee note (equivalent to approx. 800 yen; 1 rupee = approximately 1.6 yen) and the existing 1,000-
rupee note would become invalid at midnight November 9 (only four hours after the speech). The Indian 
people had to either deposit the obsolete notes at banks or exchange them for new notes (500-rupee and 
2,000-rupee notes) from November 10 till December 30, 2016. As a result, more Indian people opened 
bank accounts. According to the Reserve Bank of India, 90% of all obsolete notes in circulation were 
recovered within one month after the announcement. 

155 The Mumbai Sensex, India’s major stock price index, was continuing to rewrite its record high (as of 
February 2018), and in November 2017, Moody’s, a credit rating agency, upgraded India’s rating (from 
Baa3 to Baa2; foreign-currency basis) for the first time in around 14 years since January 2004. 

156 The government of India describes these as the three key vision areas. 
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and also because usage is concentrating on means of high convenience following an increase in the 
range of services available. 

The progress in the shift to cashless payment in India is not only attributable to promotion by the 
government but is also due in large part to the effects of entry by private-sector companies. For example, 
PayTM, the largest e-wallet service in India that has adopted the PPI system, can be used anywhere, 
from food stands to large shopping malls, as it is supported for its ease of use.163 As entry by foreign 
companies is also increasing,164 the digital payment market is expanding (Figure I-2-3-2-16). 
 
Figure I-2-3-2-16  Photos of a food stand and a food truck in Delhi 

(examples of dissemination of cashless payment) 

 
Notes: The photos show a truck of Chinese foods at which a variety of credit cards can be used for 

payment (left) and an ice cream stand at which PayTM is can be used for payment (right). 
Not a few such stands and trucks refuse payment by cash as they have no change. 

Source: METI (the photos were taken in Delhi in March 2018). 
 

The Modi administration’s digital policy is different from the previous administration’s policy in 
that instead of closing systems related to its various digital policy measures to administrative services, 
the administration has adopted an open architecture165 capable of collaboration with various private-
sector services. First, infrastructure was developed under the government’s initiative, 166  and then, 
domestic and foreign companies entered the market, linking their services with each other. As people 
came to use services whose convenience improved, the usage rate of the infrastructure developed by the 
government rose to a high level as a result. That is how the digital policy has unfolded. 
(4) Expansion of the e-commerce market 
(A) Rapidly expanding e-commerce market 

The value of e-commerce-based retail sales in India is forecast to continue increasing year after year, 

                                              
163 Users load the necessary amount of money from bank accounts into a specialized e-wallet app and make 

payment through a specialized QR code system at stores. 
164 Examples include Google Tez and Amazon Pay of the United States and Samsung Pay of the ROK. 

Currently (as of March 2018), WhatsApp under Facebook is reportedly conducting a test in preparation 
for starting an e-payment service. As WhatsApp is a messaging app used by more than 200 million 
people in India, its entry is expected to drastically change the e-payment market in the future. 

165  Open architecture refers to a system under which use of hardware and software is made wholly or 
partially open to the public so that anyone can make products in accordance with specifications made 
public. 

166 Actually, National Payments Corporation of India (NPCI) is responsible for infrastructure development. 












