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| REPORT BACKGROUND 

This month’s report covers the new helms of Southeast Asia’s largest economy, Indonesia, which has 
just concluded its new cabinet formation called as the “Onward Cabinet”, carrying President Jokowi’s 
second term development agenda. We are also covering the rest of the countries in Southeast Asia 
and Asia, such as Vietnam’s galore on attracting investments as a repercussion of US-China Trade War 
and Thailand, Myanmar, and Philippines using baht and renminbi currencies as trading tool. Addition 
to that, you will also get updates on the various strategic infrastructure projects in the region.  

A special edition on the geopolitical and security impact of the varying trade disputes that are currently 
sitting as a growing concern in the region. Lastly, the report also touches on issues around trade 
negotiations and how will it pave the new trade agenda in the next 5 years and the Indian economic 
directives. 

| INDONESIA – the “Onward Cabinet” on its onward mission 

President Joko Widodo’s started his second term by touting his “dream” to make Indonesia a 
developed country by 2045.  A high-income Indonesia would also make it one of the world’s five 
largest economies, and President Jokowi’s plans to achieve this by (i) avoiding the middle-income trap, 
(ii) raising GDP per capita by over five times to 320 million rupiah per year, or US$22,700 per year, (iii) 
grow GDP by seven times to US$7 trillion, and (iv) lower the poverty rate from the current 9.41% to 
nearly 0%. The Onward Cabinet promises policy continuity and political stability; however, 5% growth 
would require extra heavy lifting as the prospects for the needed structural reforms would be not 
without challenges. 

Based on various analyst reports, the composition of the “onward cabinet” which consists of more 
than 50% of ministers from previous cabinet may not be able to drive the required speed of changes 
that is a prerequisite to attract foreign investments. The positive upturn of the “onward cabinet” is 
the additional compositions of ministers coming from the professional sectors, which are expected to 
bring a breath of fresh air in the much-needed reforms and a forward approach towards development 
of the country. Hopes are high on the Minister of Education, Culture and Higher Education, Nadim 
Makarim, who pioneered Gojek to become one of Indonesia’s fastest growing unicorn. What is 
different with the “onward cabinet” is a mandate of a total reform of Indonesia’s education system, 
which has not been seriously reformed since its independence. 

One notable appointment within the “onward cabinet” is the appointment of Jokowi’s former political 
rival, General (ret) Prabowo Subianto  as the Minister of Defence, and the additional appointment of 
five senior military and police officers into the key posts, such as Minister of Religious Affairs (to ward 
off radical movements that has threatened Indonesia’s national sovereignty over the past years), Chief 
of Police and other line ups that aims to ensure political security and balance in the country, however, 
it pose to risk on Indonesia’s 20 year old democracy. 

| The New Hype at Indonesia’s Parliament & Key Approaches from Government 

This year’s state agenda and composition, plus the politics has added a new hype of change both 
within the legislative and the executive offices. While government is focused on the “onward agenda”, 
the parliament is taking steps to make key structural changes that would serve as a pivot in bringing 
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Indonesia into the competitive arena. The 2020 budget (passed in late September) outlines the 
country’s source of income and expenses, experience a 3% increase from past years budget, 
amounting to a total of US$ 180 billion. The budget is aimed to improve domestic economic conditions 
while making avenues for future global economic uncertainties. Much of the spending will be made 
on increasing the quality of human capital, infrastructure and designing an efficient and corruption 
free bureaucracy.  

The impacts would be felt in the following fields:  

1. Tax cuts for income and value-added taxes 

The government is offering tax cuts for income tax and value-added tax (VAT) to meet the revenue 
target from those two categories. This includes investment incentives tax benefits, tax amnesty 
program, low tax on companies involved in vocation trainings, tax allowance for investments in 
regional enterprises.  

For value-added tax, the government will provide tax cuts for imports of strategic goods such as 
machinery and factory equipment. Additionally, the government will not collect VAT for imports of 
mass transportation vehicles such as aircraft, vessels and trains. 

2. Three new social security cards 

The government will provide three new social support cards for low-income Indonesians, (i) “College 
Smart Indonesia Card” for low income students, (ii) “Pre-Employment Card” helps job seekers and low 
income workers to get vocational trainings, (iii) “Basic Foods Card”, food subsidies for 15.6 million low 
income families. 

3. Increased budget for villages 

The budget for village funds saw a 5.2 percent increase compared to 2019, to around US$60 billion to 
build infrastructure for education, health care, clean water services, as well as roads in villages. 

4. A drop in total subsidies 

The total funds allocated to subsidies dropped by 14 percent to around US$8.8 billion. The 
government achieved this by being selective in determining the subsidy recipients for electricity. 
Families with 450- and 900-Volt Ampere (VA) connections receive electricity subsidies. 

5. Health budget cut and increase in defence and the police 

Every ministry received a budget increase, except for the Ministry of Health, which saw a reduction of 
US$28 million to around US$4 billion. 

The Defence Ministry and the National Police received the largest budget increase. The Defence 
Ministry’s budget grew by 20 percent to around US$9.2 billion, while the budget for the National 
Police increased by 11 percent to US$7.3 billion. 

| Indonesia - Future Threats 
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The next two years are important for Indonesia’s political economy. Indonesia will face challenges of 
potential stagnation from global economy uncertainties due to the US-China trade war 
and geopolitical developments in the Middle East. 

The International Monetary Fund (IMF) has decreased its forecast for global growth to just 3.2 percent 
in 2019, from its initial projection of 3.3 percent. For next year, the agency estimates a 3.5 
percent growth rate, lower than its previous forecast of 3.6 percent. 

The slowdown of the global economy will undoubtedly impact conditions at home. The upcoming 
recession will most likely be caused by supply shortages and will take longer to recover compared to 
the 2008 economic crisis. Demand shortages triggered the 2008 economic crisis. 

Thus, the 2020 state budget is a strategic step to weather the coming storm. With the budget, 
Indonesia will continue reforms on its national economic structure and, at the same time, encourage 
innovations and improve connectivity to value-added global production chains. 

Hopefully, Indonesia will rise in the Global Innovation Index. In 2019, the country was ranked 78 out 
of 2019 countries, far lower than other South East Asian countries such as Thailand (43rd), Malaysia 
(39th), Singapore (15th), and only slightly higher than Cambodia (84th). 

If Indonesia survives the coming global economic turmoil and domestic challenges, it can come out as 
a nation with a more stable economy and a strong culture of innovation. 

| INDONESIA UPDATES 

State owned utility partners with 20 brands to push electric vehicle adoption 
Indonesian state-owned utility company PLN announced this week that it has signed MoUs with 20 
companies to accelerate the adoption of electric vehicles in the country. According to PLN acting chief 
Sripeni Inten Cahyani, the 20 companies can be split into three groups: firstly, companies such as Go-
Jek, Grab and Pertamina which will help install electric charging stations; secondly, automakers such 
as Mitsubishi and BMW which will help develop electric vehicles; and thirdly, state-owned electronics 
manufacturer LEN which will help develop a home-grown charging station. 

| SOUTHEAST ASIA REGIONAL UPDATE 

 Brunei – Brunei’s economy rebounds 6.7% in second quarter of 2019 
Brunei’s GDP grew by 6.7% at US$4.74 billion in the second quarter of the year, an 
improvement from the 0.5% dip it saw in the previous quarter. The rebound — which also 
represents its biggest improvement in quarterly growth for the first time since 2016 — was 
largely due to growth in the oil and gas industry, which expanded by 8.7% to US$2.91 billion. 
The country’s non-oil and gas sector also grew by 4.1%, fuelled largely by the 21.8% growth in 
the financial sector. 
 

 Thailand – Thai export post a 1.39% dip 
Thailand’s exports continued on a downtrend trend in September with a 1.39% year-on-year 
dip but recovered from August’s 4.0% plunge, fuelled largely by higher exports of industrial 
goods such as electrical goods and parts, agricultural products, as well as automobiles and 
parts. Meanwhile, imports in September also declined by 4.24% on the year. Thailand’s 
exports in the first nine months of 2019 fell by 2.11% on the year, while its imports also fell by 
3.68% on the year during the same period. 
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 Thailand & Myanmar – Thailand, Myanmar to use baht, kyat for cross-border transactions 
The central bank governors of Thailand Veerathai Santiprabhob and his Myanmar counterpart 
U Kyaw Kyaw Maung inked two memoranda of understanding (MoU) on the side-lines of the 
IMF-World Bank meeting held in the US on October 18. The first MoU seeks to promote the 
use of the native currencies of each country when conducting border trade, as opposed to 
using other currencies such as the US dollar for payments through banks. The second MoU 
aims to promote bilateral cooperation in the areas of financial innovation and payment 
services. 
 

 Cambodia –  Construction sector sees US$6.5 billion in investment inflows for the first nine 
months of 2019 
Investment in Cambodia’s construction sector saw a 34.7% year-on-year spike from January 
to September this year totalling US$6.5 billion, according to a recent government report. The 
report also found that 3,433 construction projects which will span over 13 million square 
metres were approved during the period, up from the 2,541 projects worth US$4.8 billion that 
were approved last year. With this, over 46,991 construction projects worth over US$48 billion 
have been approved since the year 2000, with the most investments coming from China. 
 

 Thailand – Thailand to colour palm oil biodiesel to combat smuggling 
Thailand will combat the issue of palm oil being smuggled from neighbouring countries by 
colourising its home-grown purified biodiesel before it is blended with diesel oil. According to 
energy minister Sontirat Sontijirawong, the colourisation will be rolled out in line with the 
government’s plan to adopt B10 as the main diesel option by early 2020. Once implemented, 
B10 biodiesel is expected to absorb 2.2 million tonnes of crude palm oil surplus annually or 
two-thirds of the current supply. The remaining one-third is typically absorbed by the food 
sector. 
 

 Malaysia & India – India traders urged India traders urged not to import Malaysian palm oil 
A Mumbai-based Indian oilseed extractors trade association called on its members to cease 
importing palm oil from Malaysia as “a mark of solidarity” with the Indian government who 
“has not taken kindly” to Malaysian Prime Minister Mahathir Mohamad’s remarks on the 
Kashmir conflict that were made at the UN General Assembly. India is presently the world’s 
top vegetable oil buyer, importing primarily from Indonesia and Malaysia. The country’s palm 
oil imports from Malaysia were worth US$1.65 billion in 2018. 

 

 Singapore – US – Singapore, US sign agreement to boost bilateral cooperation 
Singapore and the US inked an agreement last week on the side-lines of the G20 Finance 
Ministers’ and Central Bank Governors’ Meeting to bolster cooperation in infrastructure 
financing. According to a Singapore finance ministry statement, the agreement will help 
enhance knowledge sharing and promote infrastructure investments in Southeast 
Asia. According to Singapore second finance minister Indranee Rajah, 60% of infrastructure 
finance transactions within ASEAN are currently arranged by banks based in Singapore. 

 

| DIGITAL PREPAREDNESS 
 
The seamless connectivity of physical infrastructure can smoothen the flow of people and goods and 
the same can be said of internet infrastructure and its ability to connect ideas and processes. 

▪ Digital technology bridges production gaps by linking producers and buyers directly 
(disintermediation), thus strengthening and shortening supply chains. 

https://cariasean.us5.list-manage.com/track/click?u=3f20b9323b7415eb5146e7eeb&id=c468f9c0cf&e=e9d2de306c
https://cariasean.us5.list-manage.com/track/click?u=3f20b9323b7415eb5146e7eeb&id=c468f9c0cf&e=e9d2de306c
https://cariasean.us5.list-manage.com/track/click?u=3f20b9323b7415eb5146e7eeb&id=b8f3212a55&e=e9d2de306c
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▪ The World Bank also estimated that by widening the spectrum of sharing through the 
dematerialisation process, digital tools allow for more efficient use of assets. A 10% rise in 
fixed broadband penetration could boost GDP growth by 1.4% in developing economies 
worldwide. 

▪ A recent study also found that Southeast Asia appears to be on the right side of the digital 
divide. In 2018, there were 350 million internet users in Malaysia, Singapore, Indonesia, 
Philippines, Vietnam and Thailand—about 35% more than in 2015. 

▪ As of January 2019, Southeast Asia’s internet penetration rate was 63%, above the global rate 
of 57%, while its mobile social media penetration rate was 61% (a total of 402 million users) 
which is significantly above the global average of 45% (Figure 8.1). 

▪ Internet usage and time spent on social media daily in ASEAN countries is currently higher 
than more developed economies such as the US or Japan. 

▪ Such high penetration rates are unsurprising considering around 90% of the region’s internet 
users access the worldwide web via smartphones. 
 

Amidst this landscape, Southeast Asia's internet economy is expected to generate gross merchandise 
volume (GMV) of US$300 billion by 2025 driven by sectors such as e-commerce, ride-hailing, online 
media and online travel. 
 

| 4.0 IR CHALLENGES 
 
Is ASEAN ready for the Fourth Industrial Revolution (4IR) given 
that the region is among the fastest growing internet regions in 
the world? One sobering perspective is that the exuberance may 
be somewhat premature when much of ASEAN is “pre-industrial 
on an industrial scale”. 
 
The exception is Singapore, which is predicted to face the highest 
rate of job displacement in the region due to technological 
disruption at 20.6% of the workforce according to a report by 
Oxford Economics and Cisco in 2018. (Figure 8.2). 
 
The problem of job displacement could be attributed to the large 
skills mismatch as Singapore also accounts for the largest skills 
mismatch between the projected workforce to be made 
redundant and the projected incoming vacant positions with a 
score of 14.3 (Figure 8.3). 

However, the Singaporean government has taken note of the 
problem and is introducing job retraining schemes in industries 
threatened by technological changes such as the wholesale 
and maritime industries. 

Irrespective of technological readiness, ASEAN must come to 
terms with 4IR. It has been estimated that given ASEAN’s 
manufacturing sector-dependent economies, successful 
adoption of 4IR could potentially bring about productivity gains 
amounting from US$216 billion to US$627 billion by 2025. 
 



 ASEAN INTERNATIONAL ADVOCACY & CONSULTANCY 
INDONESIA | SINGAPORE | LAOS 

E-MAIL: SHANTI@VENTUREADVISORY.ASIA 

 

The onus is now on ASEAN governments to deliver customised and agile policymaking in business 
ecosystems characterised by greater technological adoption, more fluid labour markets and 
entrepreneurial behaviour that favours the establishment of start-ups. 
 

Long-term strategies to mitigate the negative consequences 
of job displacement will require collective stakeholder 
efforts involving governments, businesses, educational 
institutions, technology providers and workers’ groups. 
Nimble policymaking would also involve multi-sectoral and 
public-private sector teams and the testing of prototype 
programmes in an iterative and evidence-based way. 
 
Pilots and experiments should be attempted, before scaling 
up policies that work. There are already instances of the 
Monetary Authority of Singapore and Bank of Thailand 
taking on these approaches. 

 
Just as important, regulatory innovation needs to be accompanied by governance and enforcement 
competency, transparency and accountability at all levels to maintain business confidence in such a 
climate. 
 

| GEOPLOTICAL RISK – TRADE PROTECTIONISM – DUAL USE OF TECHNOLOGIES 
   (Hinrich Foundation) 
 
There has never been a time when trade policy was conducted entirely separate from broader 
geopolitical issues. But trade has now become deeply and inexorably intertwined with national 
security issues and geopolitical risk.  
 
We’ve arrived at this point through the confluence of three factors:  
 
1) the growing usage of new dual use technologies (technologies that can be used for civilian or 
military applications) 
 
2) intensifying geopolitical issues 
 
3) the failure of our existing WTO rules to provide coherent guidance on how to manage the interface 
between trade and security.  
 
While these new realities are playing out most notably in US China relations, virtually all countries will 
be drawn in and trade policy will need to be recalibrated to reflect these complexities. 

Implications of dual-use technologies for trade policy 

Dual use technologies are infusing national security strategy dimensions into a growing range of 
products in ways that could not have been imagined even a decade ago.  

The Internet of Things, 5-G technologies, AI, and smart-everything (smart cities, smart phones, smart 
trains, smart roads, etc.) means that seemingly mundane, everyday products now need to be assessed 
for their potential national security and societal implications.  
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Drones used by a weekend hobbyist can contain technologies needed for military-use automated 
unmanned aerial vehicles. Wireless sensor networks which make life better in areas ranging from 
forest fire detection to wine cultivation can also be used by militaries to monitor enemy troop 
movements.  

Automobiles which offer the convenience of autonomous driving contain technologies that can be 
used to conduct battlefield operations such as supply convoys. Weather apps are dependent on 
satellite technologies which also have military uses such as reconnaissance and navigation. And the 
same technologies that make video games so realistic can be used to train highly skilled fighter pilots. 

National security strategy now at forefront of US China trade relations 

Trade policy is now being recalibrated to reflect the complexities raised by dual-use technologies. 
Policy instruments such as investment reviews and export control regulations (and in some cases, 
restrictions) are being fortified to more stringently monitor which countries are able to receive 
potentially sensitive dual use technologies. 

Import policies are also being adjusted to prevent potential malevolent foreign manipulation (through 
sophisticated imported technologies) of critical domestic infrastructure, and/or heightened 
vulnerability to cyber espionage activities. 

The Huawei sanctions provide a good example. China’s national champion and global 5-G leader has 
not only been excluded from meaningful participation in the development of US 5-G networks, the US 
is also pressuring allies to implement a similar Huawei China ban. And US firms that have been 
supplying Huawei with critical technologies are at risk of facing Huawei sanctions.  

China FDI into the US is facing much tougher scrutiny (especially in sensitive technology sectors) under 
the recent Foreign Investment Risk Review Modernization Act of 2018 (FIRRMA), which expanded the 
jurisdiction of CFIUS to do investment reviews related to US national security strategy and concerns 
over cyber espionage. 

In return, China’s “unreliable entities” list targets foreign companies that have “severely damaged the 
legitimate interests” of Chinese firms. While details are vague, US tech giants like Google, Qualcomm, 
and Intel could be subjected to trade retaliation in response to US restrictions placed on Chinese 
companies on the basis of security concerns. 

China’s Military-Civilian Fusion is heightening tensions with US 

The more intense focus in the US on the security aspects of trade policy and China FDI has been 
partially fuelled by China’s forthrightness in describing its own national security strategy. 

Under the “Military-Civilian Fusion” (MCF) China technology strategy, the Chinese government is 
explicitly tapping private companies, investment funds, and research organizations to secure dual use 
technologies abroad that can be channelled into Chinese military applications. But the policy has a 
considerably grander strategic scope than just high-tech weaponry. It envisions a highly synergistic 
and mutually reinforcing synchronization between China’s economic development objectives 
(especially in China technology sectors) and its military aspirations. 

In a sense, this means that trade policy needs to cope not only with an increasing number of dual use 
technology products, but also dual-use institutions (private companies, investment vehicles, research 
organizations, etc). 
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As a consequence, US China relations in trade are now being conducted with a steadily increasing 
national security awareness. 

Ethics and technology 

The nature of dual-use technologies can further complicate trade policy deliberations by raising value-
laden societal issues not typically included in the realm of trade. For example, the potential for facial 
recognition technologies to be used to conduct sophisticated (and arguably intrusive) surveillance of 
citizens will bring into sharp relief the philosophical and governance differences between the US and 
Chinese systems. Debates related to ethics and technology will only get more frequent in the future.  

| GEOPOLITICAL RISK HEIGHTENING TRADE TENSIONS 

Towards a new cold war? 

Just as dual use technology has led to more products being subjected to export control restrictions 
rising geopolitical risks have intensified suspicions and mistrust between nations.   

There is a growing belief within foreign policy circles that we are witnessing the opening stages of 
what could be an extended period of “super power rivalry” in US China relations, with some going so 
far as to suggest that we are in a Thucydides Trap or entering a New Cold War.  

While such a characterization ignores fundamental differences between now and then, the 
combination of China’s rising technological and economic might, along with obvious differences in 
governance, values, and philosophies does suggest a period of intensifying competition in US China 
relations, if not outright US China rivalry.  

This heightened sense of competition breeds a more guarded approach to economic integration 
between the countries. Increased levels of trade and FDI, especially in strategic sectors, are no longer 
uniformly viewed as benign or desirable – from either country’s perspective, leading some to argue 
that we could be heading towards a decoupling of global value chains 

Towards a global trade war? 

US China relations are not the only ones under strain as their trade relationships taking on more overt 
geopolitical overtones.  

Historical tensions and antipathies are now playing out in Japan Korea trade. Each country has slapped 
trade restrictions on the other, ostensibly due to security concerns. The more proximate cause 
however was a South Korean court decision which stirred up still-festering wounds from Japan’s 
colonial era. In any case, geopolitical issues are now driving a sharp deterioration in Japan Korea trade, 
which has to date been a large and mutually beneficial trade and investment relationship. 

Meanwhile, in the Western Hemisphere, the US recently threatened to implement punitive tariffs on 
Mexico on the basis of entirely non-trade-related geopolitical issues: dissatisfaction with Mexico’s 
migration policies. 

In Southeast Asia, products and services which include or reference the politically sensitive “nine-
dash-line” map (which takes an expansive view of China’s territorial claims) are being restricted, 
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modified, or in some cases prohibited. The resulting trade distortions are being felt in sectors ranging 
from motor vehicles with navigation apps to motion pictures. 

Moving forward, the impact of geopolitical issues on trade will likely intensify. For instance, an 
increasing number of third countries will find themselves drawn into the tensions of the US China 
relations whether they wish to be or not.  

Consider article 32.10 of the US-Mexico-Canada Agreement (USMCA), which essentially says that if 
one of the partners enters into an FTA with a “non-market economy” the other two parties can 
abrogate the trilateral deal and default to a bilateral agreement.  The implications of this provision are 
crystal clear.  Although the word “China” does not appear, it is clearly directed towards China and is 
designed to give Canada or Mexico reason to pause before they consider pursuing a China trade 
agreement. Perhaps more importantly, US officials have been entirely open about their intention that 
this provision serve as a template for inclusion in future trade agreements.  

The broader geopolitical issues that permeate US China relations are thereby being explicitly inserted 
into bilateral or regional trade agreements the US pursues with third countries. 

Trade negotiations and trade policy deliberations are now being influenced by geopolitical risk to an 
extent we have rarely seen before. 

| WTO RULES NEEDS REFORMS 

WTO rules unfortunately do not shed much light on how to manage the complexities of trade, 
geopolitical issues, and security. 

While WTO rules do attempt to nominally deal with trade actions taken based on national security, 
these provisions are glaringly insufficient. 

GATT Article XXI(b)(iii) permits a WTO Member to take any action “which it considers necessary for 
the protection of its essential security interests taken in time of war or other emergency in 
international relations.” 

The remarkable broadness of this provision gives license to member economies to essentially do what 
they deem appropriate under the rubric of national security strategy. This might have been a workable 
approach in previous times, when trust and restraint were higher, but it is entirely inadequate in 
today’s world.  

Russia WTO national security case signals initial progress on clarifying WTO rules 

A WTO Dispute Settlement ruling in April 2019 marks the first potential, tentative step towards greater 
clarity on WTO rules for trade and security. Ukraine had brought the case against Russia, arguing that 
in the aftermath of Russia’s 2014 military intervention, Russia had contravened WTO rules by 
restricting Ukraine’s access to trade routes. 

In its defence, Russia argued that it was justified in taking these steps under the national security 
provisions contained in GATT Article XXI.  The WTO Dispute Settlement Panel however rejected 
Russia’s argument, in particular its claim that the national security provisions were “self-judging”.  

This was the first time that the national security exception had been invoked or probed, and as such 
is the first attempt to flesh-out exactly what it means. But we still have a long way to go.  And in the 
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meantime, Pandora’s box has been opened, and trade actions will continue to be taken on the basis 
of national security concerns that are oftentimes flimsy at best. 

Needed: More transparency and better WTO rules 

Trade policy was undeniably simpler when national security and geopolitical issues were largely 
relegated to the background. In adjusting to the new realities, a couple of principles might be helpful.  

Trust has dwindled and there is no longer an inclination to give trade partners the “benefit of the 
doubt” (see article published in the East Asia Forum on 16 May 2019). If there is any ambiguity about 
the national security implications or the underlying strategic intentions behind a policy or program, 
the default position will be to assume the worst and act accordingly. That will frequently mean more 
restrictive policies, including tariff and non-tariff barriers, investment reviews, and less trade and 
investment. 

Transparency and dialogue – to the maximum extent possible – are therefore more important than 
ever. While it is inevitable that an increasing portion of trade and investment will be restricted or 
prohibited on the basis of national security strategy, we should avoid unnecessarily widening that net 
through misunderstanding or a lack of clear information. 

A second useful approach would be to delineate the WTO rules on national security more explicitly. 
The starting point should be to specify what circumstances do – and do not – justify taking trade 
actions based on national security grounds.  

Ultimately, more explicit rules on justifiable use of this provision would have to be codified.  While 
this would not be a comprehensive solution, it would put us on much clearer and firmer ground than 
today’s “anything goes” environment. 

Greater transparency and clearer WTO rules will help us – at least somewhat – navigate this new 
landscape in which trade, security, and geopolitics are tightly intertwined.  But there is no escaping 
the simple reality that trade policy has now become more complex – and combustible – than any time 
previously. 

| INDIA – Creating Enemies or Friends? 

In the post-war period, much unresolved history, lack of political trust and many political differences 
have been managed around, and overwhelmed by, a shared commitment to the benefits of free trade 
under those same rules. If confidence in those rules is lost, political differences are likely to come to 
dominate relations between states, including those in Asia, and undermine economic and political 
security. 

There are no better examples of how this works than the contrast between China and Japan, where 
adherence to the global rules sustains the third largest trade relationship in the world despite fractious 
political relations, and India and Pakistan where, absent bilateral adherence to global trade rules, 
political fractiousness dominates the South Asian relationship. 

The uncertainty now fomenting around the hostile international economic policy environment is 
affecting global investment and growth and there are few positive signs on the horizon. Indeed, all 
signs point to a worsening of trade tensions, increased protectionism and the collapse of economic 
growth. 
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It is within this climate that Asian countries including Australia are trying to conclude negotiation of 
the Regional Comprehensive Economic Partnership (RCEP) agreement. RCEP has its rationale as an 
agent for boosting Asian growth potential. But because of the worsening global economic headwinds, 
the RCEP agreement takes on heightened strategic significance. 

RCEP is centred on the ten ASEAN states of Southeast Asia and also includes China, Japan, South Korea, 
Australia, New Zealand and India. Should the negotiations succeed this year, RCEP will be the largest 
regional grouping in terms of both economic weight and population ever to have been concluded. 

The broad regional arrangement for freeing trade gives cover for trade liberalisation among countries 
that otherwise wouldn’t be able to make progress bilaterally. China, Japan and South Korea have 
shown they need a broader framework than bilateral negotiations to achieve deeper cooperation. 
Importantly, RCEP also offers a way for India to join and expand the East Asian supply chains at a time 
when both India and East Asia desperately need the boost. 

The main obstacle to concluding agreement has thus far been India’s hesitation to commit to credible 
liberalisation and reform. That is a product of pervasive anxiety about Chinese industrial 
competitiveness and failure to accept and articulate the critical gains for industrial employment and 
income growth from trade liberalisation connected to its domestic reform priorities. 

India earlier played the role of spoiler by wielding its veto power in the World Trade Organization and 
it has avoided using trade or economic agreements strategically to further its own reform. 

Indian Prime Minister Narendra Modi’s Act East strategy, seeking to go beyond the previous 
government’s Look East policy, has been strong on rhetoric but lacks effective follow through. It has 
been an ‘At Ease’ stance, reflecting reluctance to bite the bullet on difficult reform commitments. 

Yet the Indian economy is slowing rapidly, buffeted by mishandled reforms like demonetisation. And 
while India’s relationship with the United States is looking up, the two countries still have significant 
unresolved trade problems symbolised by President Trumps’ removal of India’s trade concessions 
associated with its developing country status. 

Global economic uncertainties, domestic economic troubles and India’s ambition to define its own 
space in a more multipolar world have changed India’s international economic policy calculations. 
There is a growing sense of urgency and strategic opportunity that seems now to drive India’s 
international policy choices. 

As Mari Pangestu and Peter Drysdale explain in this week’s feature essay, ‘although India was slow to 
grasp the strategic significance of RCEP — like ASEAN, Japan and other countries, it has now elevated 
early conclusion of RCEP as a foundational element in its quest for a new multipolar global order and 
embrace of Asia’s dynamism’. 

The RCEP negotiations have dragged on for so long, with India the main but not only problem, that 
the idea of concluding the agreement without India has been floating around. But Pangestu and 
Drysdale note that ‘when key ASEAN members leant towards leaving India behind, China and Japan 
did not waver from the strategic importance of keeping India in’. 

For India, RCEP provides a way to align and lock in reforms that help it join the global value chains in 
East Asia and integrate into the global economy. More open trade and investment, connected to 
India’s strengths in services, will open East Asian as well as global markets for India. The agreement 
provides important cover for progressing bilateral economic relations with China. 

A main worry in India is that opening up to China will decimate Indian industry. All of India’s trade 
agreements with other East Asian countries have led to increased Indian trade deficits, the argument 
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goes. But India’s trade deficits have been growing in other trading relationships too and it’s not clear 
that the agreements have anything to do with this trend. And it’s certainly not clear that the Trump-
like focus on trade deficits is a relevant problem to worry about. India’s trade deficit is just the flip side 
of its capital imports, which are crucial to fuelling faster investment growth in its huge economy with 
faster than average population growth. 

ASEAN and many other countries have benefited from opening up to China. The adjustment has to be 
managed with appropriate safeguards, but large imports of Chinese intermediate goods and 
components are essential to lift India’s industrial competitiveness. 

A concluded RCEP will help India manage its economic relationship with China, not bilaterally but in 
partnership with Japan, Australia and all of Southeast Asia. Opening up to trade and international 
commerce helps to lift living standards and productivity and lower costs. As former WTO Director-
General Pascal Lamy often observes, ‘trade works because it is painful, and it is painful because it 
works’. 

As Pangestu and Drysdale say, ‘like other ASEAN economic arrangements, RCEP is not merely another 
free trade agreement — it is an economic cooperation arrangement’. The interest in East Asia is to 
work with India in fulfilling its commitments and to socialise the ideas of openness and economic 
reform that have brought prosperity to East Asia in a living, dynamic agreement. 

The economic cooperation agenda has an important externality that will serve India and East Asia well 
in the current international climate. ‘Like all ASEAN-centred economic cooperation arrangements in 
Asia’, Pangestu and Drysdale explain of RCEP, ‘such arrangements are founded on political 
cooperation and underpin political security’. 
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DISCLAIMER: The “Monthly Business Report” presented herewith are gathered from the various regional meetings attended, 
high level one-on-one dialogues, group discussions and workshops. This report is also a result of desk research. S..ASEAN 
International Advocacy & Consultancy (AIAC) do not make any guarantee, or representation, express or implied, as to the 
adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any 
information be doubtful, readers are advised to make their own independent evaluation of such information.  
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