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The Development of
Fragmentation in East Asia and its
Implications for FTAs

Fukunari Kimura

1 De facto integration in East Asia

Has East Asia recently experienced de facto integration? The answer is
yes and no. The “yes” factors and the “no” factors in fact interact with
each other, and this interaction is an essential element in the forma-
tion of international production and distribution networks in this
region. To discuss policy issues, such as the designing of de jure inte-
gration, it is crucially important to understand in what sense the East
Asian economy has integrated.

“The integrated economy” in pure economic theory is defined as an
economy realizing an identical equilibrium to the theoretical (or ficti-
tious) one in which all goods, productive factors and other economic
elements, such as technology, are perfectly mobile so that prices of all
goods and factors are equalized across markets or geographical areas. In
other words, the economy replicates the equilibrium such that the
economy does not have any spatial dimension (i.e. the economy is
dimension zero without congestion). Theoretically, such an equilib-
rium can be reached even if not all goods, factors and other economic
elements are perfectly mobile; for example, an equilibrium where the
factor price equalization theorem holds in the standard Heckscher-
Ohlin model can replicate the integrated economy equilibrium even if
productive factors are immobile across national borders.

The actual economy, of course, never literally replicates the inte-
grated economy equilibrium. However, using such a pure benchmark,
we can evaluate the degree of economic integration by assessing the
closeness to this theoretical equilibrium. There are at least two ways to
measure the degree of economic integration. One is to check the
mobility of goods, productive factors and other elements, and the

16
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other is to assess the degree of equalization in prices of goods and
productive factors.

The European economy, particularly of the core member countries, is
regarded as a well-integrated economy but is not yet fully integrated in
certain senses. Actually, even the United “States” of America is not per-
fectly integrated in the pure theoretical sense. A core-periphery model
in the economic geography literature typically describes these eco-
nomies so that tradable goods (in particular, horizontally differentiated
manufactured goods with increasing returns technology) and phy-
sical/human/knowledge capital can move across nations/regions with
low transport costs while unskilled labor or consumers barely move,
which results in the formation of agglomeration in the balance of
market access effect, the cost-of-living effect, and the market crowding
effect.! A key feature is that production conditions are roughly the
same everywhere and almost everything is mobile across nations/
regions. Only mild differences in transport costs across goods/factors
generate market-oriented industrial location.

What has happened in East Asia? The East Asian economy has
definitely become increasingly integrated recently but so far has moved
in a direction widely divergent from the European case. It is true that
intra-regional trade ratios have drastically increased and intra-industry
trade instead of inter-industry/one-way trade has expanded in share.
However, factor prices, particularly wages, are still far from equalized
due to the international immobility of labor. Production processes are
extensively fragmented beyond national borders, but such forces do
not immediately equalize factor prices in the region. Rather, service
link costs connecting remotely located production blocks have become
low enough to take advantage of differences in wages and other loca-
tion advantages. Production technologies as well as managerial ability
for vertical production/distribution networks are transplanted to devel-
oping countries through foreign direct investment (FDI) and other
channels of technology transfer. Furthermore, the agglomeration of
industrial activities becomes one of the important elements of location
advantages in FDI; benefits from agglomeration are generated not
only by economies of scale in service links but also by facilitating
arm’s-length (inter-firm) transactions. The forces of fragmentation
and agglomeration have generated production-condition-oriented
industrial location and have constructed sophisticated international
production/distribution networks in East Asia.

It is true that policy integration in East Asia is far behind the region’s
de facto economic integration and East Asia can learn much from the
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experiences of other regions which have formally integrated. However,
we should not naively apply the whole institutional design of existing
integration models, such as the EU model, the NAFTA model, or the
Latin American model, to East Asian integration. We must first analyze
the nature of de facto integration in the region very carefully. Eco-
nomic preconditions as well as the policy background for de facto inte-
gration have to be examined. Then important policy issues should be
pinpointed so that some of them can be incorporated when designing
East Asian de jure integration.

The next section presents an analytical framework for explaining the
mechanics of fragmentation and production/distribution networks in
East Asia, and section 3 provides some empirical evidence. Section 4
examines the policy background of the development of production/
distribution networks and discusses the implications of institutionaliz-
ing economic integration. Section 5 concludes the chapter.

2 The mechanics of fragmentation in East Asia

The most salient phenomenon in the recent international trade in East
Asia is the formation of international production/distribution networks.
Networks are found in various industries, but most important, both qual-
itatively and quantitatively, are those in machinery industries including
general machinery, electric machinery, transport equipment and pre-
cision machinery. Machinery industries involve a large number of multi-
layered vertical production/distribution processes, and East Asian firms
including Japanese firms have a competitive edge in exploring modula-
tion techniques and constructing vertical value chains. International pro-
duction/distribution networks in East Asia are distinctive and are the
most developed in the world at this point in time in (i) their significance
in each economy, (ii) their extensiveness in covering a number of coun-
tries in the region, and (iii) the sophistication in their structure consisting
of both intra-firm and arm’s-length transactions.?

The literature on fragmentation theory and its empirical applications
has grown since a seminal work by Jones and Kierzkowski (1990) and
has proved its applicability in analyzing the mechanics of cross-border
production sharing at the production process level.® International pro-
duction/distribution networks in East Asia, however, have developed
beyond the original idea of fragmentation, and some expansion of the
analytical framework is needed. Kimura and Ando (2005) propose the
concept of two-dimensional fragmentation, particularly to analyze the
mechanics of networks in East Asia.
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Figure 1.1 displays various types of fragmentation in a two-dimen-
sional space. The horizontal axis denotes geographical distance. From
the original position, located at the origin, a production block can be
detached and placed at a geographical distance. The dotted line in the
middle is a national border, separating cross-border fragmentation
from domestic fragmentation. On the other hand, the vertical axis rep-
resents the (un)controllability or disintegration of a firm. A fragmented
production process may be conducted by either intra-firm establish-
ments or unrelated firms. The dotted line is the boundary of a firm,
separating arm’s-length (inter-firm) fragmentation or outsourcing from
intra-firm fragmentation.

When does fragmentation make sense? First, there must be sub-
stantial production cost reduction in a fragmented production block
(see Table 1.1). Geographical distance may provide opportunities to
explore different production conditions. In particular, cross-border
fragmentation enables firms to enjoy diversified location advantages
including workers’ wages, economic infrastructure, policy environment
and other advantages. The uncontrollability axis yields chances to
utilize the strengths of business partners. Instead of doing everything

Figure 1.1: Two dimensions of fragmentation

Uncontrollability 4

I
Competitive ! Internet
spot bidding |
[ R ——
- | -‘~~~

-

- h Sa
Doiméstic Cross-bordey

Afm’s length

arm’s length >
/fragmentation

fragmentation

G
~ ’
SubcoMirgcting o ,/
- Outséurcing -
_____________ ~ _ﬁ._._..,.._._._.—.r_‘___________
I
I
Domestic : Cross-border
intra-firm | intra-firm
fragmentation | fragmentation
I
I
r/ |
—> | R
Original position "Distance

Source: Kimura and Ando (2005).



20 East Asia’s De Facto Economic Integration

Table 1.1: Cost structure of two-dimensional fragmentation

Service link cost Production cost per se
Fragmentation cost due to geographical location advantages
(distance) distance
Fragmentation cost due to weaker “de-internalization”
(uncontrollability) controllability advantages (counterpart's

ownership advantages)

Source: Kimura and Ando (2005).

in-house, arm’s-length fragmentation or outsourcing may make the
whole production system more efficient.

Second, service link cost for the connection between fragmented
production blocks should not be too high. Fragmentation beyond
national borders and/or the boundary of a firm is inevitably accom-
panied by substantial service link cost, but such cost must be low enough
to enjoy total cost reduction.

Figure 1.2: Total cost reduction with fragmentation

Total cost4
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Source: Kimura and Ando (2005).
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Figure 1.2 illustrates the relationship between the saving of production
cost per se and the cost of service links. For simplicity, the cost structure of
production is represented by a constant variable cost without fixed cost,
displayed as an upward-sloping line as output increases. Production cost
saving per se is found in the difference in slope between production with
and without fragmentation. The service link cost comes in only in the
case of fragmentation, which explains the higher intercept. The larger the
production cost saving, the flatter the slope of the cost curve in the case
of fragmentation, and the more likely fragmentation occurs. The smaller
the service link cost, the lower the intercept of the cost curve in the case
of fragmentation, and again the more likely fragmentation occurs. This
argument can apply to both types of fragmentation.

In East Asia, because of the large diversity in income levels and
development stages across countries/regions, there exist various oppor-
tunities to explore different location advantages through cross-border
fragmentation. In addition, the tradition of Japanese shitauke and
Taiwanese subcontracting in addition to innovative processing trade
arrangements between Hong Kong and Guangdong provide a proto-
type model of arm’s-length fragmentation. Two kinds of service link
cost have lowered due to both technological innovation of transporta-
tion/telecommunication systems and policy effort in facilitating
trade/FDI and improving governance.

In East Asia, geographical fragmentation and agglomeration go
hand in hand. In contrast with market-oriented agglomeration in
Europe, agglomeration in East Asia is typically motivated by pro-
duction-side logic. One channel is the nature of increasing returns
to service links; fragmented production blocks tend to concentrate
in some specific location with low service link cost. Another channel
is the desired combination of geographical proximity and arm’s-
length fragmentation; close communication between upstream and
downstream firms facilitates inter-firm arrangements in the vertical
production division of labor. In contrast with agglomeration in
Europe where market-driven agglomeration of differentiated pro-
ducts is formulated, agglomeration in East Asia is often production-
driven.

3 Evolving patterns of industrial location and
international trade

The patterns of industrial location and international trade in East
Asia have drastically evolved since the 1990s. Until the 1980s, these
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patterns were basically dictated by the traditional theory of compara-
tive advantage. Developing countries specialized in resource-based and
labor-intensive industries while Japan and some of the newly indus-
trialized economies (NIEs) had capital- and human capital-intensive
industries. The trade pattern in East Asia was typical of North-South
trade, based on industry-wise location patterns. In the 1990s, however,
the relative importance of such one-way trade declined, and instead
intra-industry trade, particularly in machinery, expanded in share. In
particular, back-and-forth international trade in machinery parts and
components increased explosively as production-process-wise division
of labor gained in importance.

Figures 1.3 and 1.4 present the drastic changes in the importance of
machinery/machinery parts trade in East Asia.* In 1990, Japan was a
predominant exporter of machinery, particularly for finished products.

Figure 1.3: Machinery goods and machinery parts and components: shares in
total exports and imports in 1990-1994
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Figure 1.4: Machinery goods and machinery parts and components: shares in
total exports and imports in 2000

%

80 Philippines
Singapore
Malgysia
70 Bpan
1 Korea
60— p
Thailand
h H Hong Kong fi,
SOHIHH FH Fi » -
i M M China
408 HI HT 88 - .-
304 HI HIH | 1] -7 LML N | | §| |Jndonesi
201 FH M slinlinln'ln u In
1011 it FH n'ln sin'lnln n'ln
Oe ? S PO SO &, N @ & @ 2.0 P @ O 2 9 0 N2 O S
R s G R LESONR ooo & (\\&c}\oé\&@\\%'ba\fé‘&’
& B e T TS ® &G & F s S @ &
ST I P < 00*0@\@00 Qs\é\obz/bé(\ e
USSR < \w“q N << < &’o‘\& I S ¢
B Exports: machinery goods @ Imports: machinery goods
O Exports: parts and components in machinery goods O Imports: parts and components in machinery goods

Note: Data for Russia and Slovakia is of 1999 due to the lack of data for 2000.

Source: Ando and Kimura (2004). Original data source: author’s calculation, based on
UN COMTRADE for exports of Hong Kong and exports and imports for Russia and Slovakia
and UN PC-TAS for others.

By 2000, however, Japan became an important exporter of the machin-
ery parts and components as well as one of the major importers of
both finished products and parts. The ASEAN forerunners, notably the
Philippines, Malaysia, Singapore and Thailand, became active back-
and-forth traders of machinery parts and components. China was a bit
behind as of the year 2000 but was moving rapidly to the left-hand
side. We observe similar trade patterns between the US and Mexico and
between Germany and the Czech Republic/Slovakia/Hungary/Poland,
but the extensiveness of production networking is distinctive in East
Asia.

The nature of current intra-industry trade in East Asia is obviously
different from that of Europe. In the case of Europe, particularly in core
EU countries, horizontal intra-industry trade, defined by comparable
unit prices of exports and imports, occupies 15-25 percent of total
intra-regional trade.’ In contrast, in East Asia horizontal intra-industry
trade is still minimal while vertical intra-industry trade, i.e. intra-
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industry trade with large differentials in export and import unit prices,
is rapidly increasing. More importantly, vertical intra-industry trade in
East Asia does not follow a systemic pattern of “quality ladders”; i.e.
high-income countries do not necessarily export more expensive prod-
ucts and vice versa.® This means that vertical intra-industry trade in
East Asia is mainly due not to vertical product differentiation but
rather to production-process-wise division of labor.

An analysis of the behavior of Japanese firm affiliates in East Asia
suggests that arm’s-length transactions instead of intra-firm trans-
actions increase the share in international production/distribution
networks. We observe vigorous FDI in East Asia by Japanese manufactur-
ing small and medium enterprises (SMEs), which indicates vertical pro-
duction networking and agglomeration formation among Japanese
firms. In addition, numerous case studies suggest that transactions
among firms with different nationalities also become active as local
indigenous entrepreneurs gain competitiveness. This provides new chan-
nels for fostering local industries/firms, not through infant industry pro-
tection but by penetrating into international production/distribution
networks developed by MNEs.

4 Policy background and the implication for regional
integration

How was the formation of international production/distribution
networks realized in East Asia? Why were production/distribution
networks not formulated in other regions such as Latin America?
As the East Asian Miracle report (World Bank 1993) emphasized, the
stability of macroeconomic fundamentals and solid initial conditions
such as abundant human capital were of course essential elements. The
international competitiveness of East Asian firms in machinery indus-
tries was obviously another important factor. In addition, we claim
that development strategies applied in East Asian developing econo-
mies were also crucial in the development of international production/
distribution networks.

The ASEAN forerunners applied a so-called dual-track strategic
approach to industrialization, fostering both import-substituting indus-
tries and export-oriented industries at the same time. One sharp con-
trast to the cases of Japan, Korea and partially Taiwan was these
countries’ active use of FDI from abroad. Initially, heavier weights were
placed on import-substituting industries where trade protection was
provided so as to yield sufficient incentive for either immature domes-
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tic industries or foreign companies to start producing and serving the
domestic market. Typical import-substituting industries were auto-
mobiles, domestic electric appliances, iron and steel, petrochemicals,
pharmaceuticals and others. Export-oriented industries, on the other
hand, were either resource-based/labor-intensive industries such as
food processing and garments, or MNEs’ operations in textiles and
garments and electronics industries, which were typically located in
export processing zones carefully insulated from the domestic
economy.

Major policy reforms in the ASEAN forerunners occurred in the latter
half of the 1980s and the early 1990s and were triggered by serious
recessions in the mid-1980s and the emerging threat of China in the
1990s as a massive FDI attractor. Policy-makers in the ASEAN forerun-
ners realized that foreign companies were already in the core of their
manufacturing sector, and their strong fear of losing FDI made them
change their FDI policy from selective acceptance to essentially an
“accept everybody” policy with aggressive FDI facilitation. To avoid
potential flight of strategic MNEs, host countries faced a number of
urgent tasks, including the improvement of the investment climate,
effective connection with domestic industries, and the formulation of
agglomeration. Well-planned, deliberate policy packages did not seem
to exist initially, but as a result of cumulative efforts towards attracting
FDI, the policy environment for accelerating the formulation of inter-
national production/distribution networks was prepared.

These countries still kept trade protection for import-substituting
industries. Trade protection contradicts the policy of attracting network-
forming FDI. To invite outward-oriented foreign companies, host
countries must convince investors that they have the best or second-
best location advantages in the world. Import levies on parts and
components are surely negative factors for them. To partially solve
this policy contradiction, countries extensively applied duty drawback
systems as well as various trade/FDI facilitation measures.

The formation of international production/distribution networks
created new channels for technology transfer from developed to
developing economies. The production-process-wise division of labor
instead of the old-style industry-wise location choice allows various
types of production sharing between developed and developing coun-
tries, even in high-tech industries. The development of sophisticated
vertical division of labor provides opportunities for local indigenous
firms to participate in international production networks, which accel-
erates further technology transfer. The policy package for industrial
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promotion started to be fundamentally revised. The traditional infant
industry protection argument gradually lost its charm, and fostering
local supporting industries became more clearly emphasized.

Were these changes special to East Asia? We would like to claim
“yes.” Most of the developing countries outside East Asia still apply
import-substituting policies for industrialization. The fear of notorious
MNEs is not yet overcome, the acceptance of FDI is still picky and
selective, and policy-makers do not understand the existence of harsh
competition in attracting FDI in the world. Mexico and Central and
Eastern European countries (CEECs) are perhaps exceptions. Even in
Mexico, however, efforts to foster local supporting industries are
weak, and most of the cross-border production sharing between the US
and Mexico still consists of simple intra-firm fragmentation. CEECs are
not very successful in formulating agglomeration because of relatively
low population densities and decentralized policies for industry
location. The relatively small wage gap with Western Europe and
infrastructure development in the near future may intensify the foot-
loose behavior of MNEs located in Czech, Hungary, Poland and other
CEECs.

Admitting that the East Asian economy followed its own path of de
facto integration, does de jure integration of East Asia require a special
design? Yes, certainly. Free trade agreements (FTAs) are flexible policy
tools in terms of speed, scope and sequencing. In contrast to rigorous
WTO rules, FTAs can be designed with large degrees of freedom so as to
accommodate the policy issues of participating countries.

There are two issues for policy reform through FTAs which are com-
mon to the ASEAN forerunners and China. One is to restructure
inefficient import-substituting industries in the framework of interna-
tional competition. Despite the voices of skeptics such as the World
Bank (1993) and Noland and Pack (2003), there surely exist cases in
which industries became competitive because of temporary import pro-
tection and other government interventions; i.e. at least Mill’s criterion
for infant industry protection argument holds. Of course, Bastable’s
criterion - i.e. that the inter-temporal cost-benefit balance must be
favorable — may or may not be met, depending on the case. In the
ASEAN forerunners and China, there are examples in which inward
FDI is utilized in the import-substitution schemes. Automobiles in
Thailand and cellular phones in China are such examples. But, of
course, import-substitution-type industrial promotion policy requires
complicated fine-tuning, and has experienced numerous failures. How
to clean up such interventions and to make import-substituting indus-
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tries competitive is one of the most important policy issues for the
ASEAN forerunners and China.

To restructure the import-substituting industries, simple removal of
trade impediments will certainly be effective. These industries, whether
they are run by domestic or foreign companies, are typically under
heavy border protection, and the removal of tariffs and other trade
impediments will substantially alter the competitive environment.
Restructuring is important in East Asia not only for making import-
substituting industries more efficient, but also for solving policy con-
tradiction by promoting international networking. Furthermore, local
supporting industries attached to import-substituting industries are not
necessarily hopeless so that a proper soft-landing scenario can perhaps
be documented for some sectors in East Asia. FTAs can contribute
to the restructuring of import-substituting industries by eliminat-
ing tariffs and other trade impediments in the appropriate time frame-
work.

The other issue around policy formation via FTAs is to further
activate international production/distribution networks. Due to trade
liberalization for semiconductor-related parts and components in
the 1990s as well as the extensive use of the duty drawback system,
network-forming firms barely pay tariffs these days. But international
transactions are still far from friction-free; national border effects are
substantially high. East Asian trade effectively utilizes the logic of frag-
mentation, but there is a lot of room for reducing service link cost. In
particular, the strength of the East Asian economy is to serve sophis-
ticated markets with flexible small-lot/wide-variety supplies. Therefore,
lowering service link cost and speeding up feedback between upstream
and downstream inputs are fundamental issues for the East Asian
economy. Indeed, some firms in certain sectors such as Dell success-
fully develop an efficient supply chain management (SCM) system and
manage the whole production chain with abundant cash flows. How
far such a system is workable depends on the industry, but it indicates
a general direction to pursue.

More concrete policy items that should be included in East Asian
FTA in order to further activate international production/distribution
networks are suggested by examining Table 1.1. In each dimension
of fragmentation, either along the distance axis or along the un-
controllability axis, fragmentation can further be activated by (i) reducing
the service link cost and/or (ii) saving the production cost per se in frag-
mented production blocks. In the distance fragmentation, the reduc-
tion of service link cost could be realized by policies overcoming
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geographical distance and national border effect. Examples of such poli-
cies are the removal of explicit and implicit trade impediments, trade
facilitation, the development of transport and distribution services, the
betterment of transport and telecommunication infrastructure, the facili-
tation of personnel mobility, and the reduction in investment cost for
constructing production/distribution networks. The saving of production
cost per se, on the other hand, would come from policies strengthening
location advantages. Such policies include the development of human
capital through education and vocational training, the establishment of
stable and flexible labor regulation, the development of a healthy and
efficient domestic/international financial sector, the reduction in infra-
structure services cost for energy procurement, industrial estates and
others, the formation of agglomeration facilitating vertical division
of labor, and the establishment of a transparent and accountable
business environment through investment rule and intellectual property
rights.

In the uncontrollability fragmentation, the reduction of service link
cost may be realized by institutional building for reducing transaction
cost in arm’s length transactions. Examples of such policies are policies
reducing informational cost in searching and monitoring business
partners and providing the stability of contracts, policies promoting
modulation technology, and policies securing intellectual property
rights. The saving of production cost per se could come from policies
keeping and strengthening various types of potential business partners,
which include hosting foreign firms as well as fostering local entre-
preneurs in industrial agglomeration. A policy environment allowing
various types of contracts is also important.

Most of these policies are not covered by WTO policy discipline and
thus must be taken care of by regional trade arrangements. FTAs with
enlarged policy agendas are appropriate flexible channels to pursue
such policy initiatives. The ASEAN latecomers may also take advantage
of the existence of international production/distribution networks in
the region; rather than providing an overdose of near-sighted poverty
alleviation aid, we must try to integrate these economies in the net-
works. These are policy agenda items that we should incorporate in the
designing of East Asian de jure integration.

5 Conclusion

This chapter claims that East Asia is experiencing an unprecedented
path of de facto integration and therefore requires its own proper
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designing of policy-level economic integration. De facto integration is
represented by the formation of international production/distribution
networks, aggressively exploiting non-integrated elements, e.g. wage
differences, in globalizing corporate activities. The formation of inter-
national production/distribution networks has been backed up by the
drastic transformation of development strategies of developing coun-
tries. In this context, there are two policy agenda items to be incor-
porated in the designing of the East Asian FTA. One is to make a solid
commitment to the proper elimination of tariffs and other trade
impediments. The other is to incorporate an innovative policy package
to reduce the two kinds of service link costs and to reinforce the pro-
duction basis per se so as to further activate international production/
distribution networks.

The role of Japan is crucial in designing the East Asian FTA. We
should say that countries other than Japan do not have capability to
create a model FTA for the whole of East Asia, at least at this point in
time. In November 2004, China and ASEAN concluded the good trade
portion of China-ASEAN FTA.” This agreement presents a tariff elimina-
tion scheme in detail but unfortunately is not successful in accelerating
the industrial adjustment of major import-substituting industries such
as automobiles, certain chemicals, and iron & steel. Regrettably, it
is a much looser agreement than the ASEAN Free Trade Area (AFTA).
Talks between China and ASEAN do not seem to address urgent issues
in further activating international production/distribution networks.
China is thus far not very successful in presenting a model FTA. Korea
is a bit behind in concluding FTAs with East Asian countries. Japan is
in a responsible position in constructing high-quality FTAs in East Asia.

There are also, however, a lot of problems on the Japanese side. So
far Japan has not been successful in showing a strong will to reform
itself. It is good news that the agricultural lobby is now cooperating in
negotiating FTAs. However, the committed liberalization is not impres-
sive enough to prove Japan's strong will for liberalizing trade. The fre-
quent use of preferential allocation of quotas is another problem
because such concessions are more distortive than simple preferential
tariff elimination and are not internationally regarded as “free trade.”
The largely negative responses to the requests facilitating the move-
ment of persons also do not indicate any willingness to promote eco-
nomic integration. Only after presenting a strong will and vision, will
East Asian countries accept Japan’s requests penetrating into their
domestic policies. Further effort is called for if Japan wishes to be a part
of the leadership in East Asia.
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Notes

1. For the core-periphery model and the agglomeration literature, see Fujita
et al. (1999) and Baldwin et al. (2003).

2. See Ando and Kimura (2004).

3. Also see Arndt and Kierzkowski (2001), Deardorff (2001) and Cheng and
Kierzkowski (2001) for the fragmentation theory.

4. “Machinery” includes general machinery, electric machinery, transport
equipment and precision machinery. “Machinery parts” are defined at
the 6-digit level of HS classification. See Ando and Kimura (2004) for the
detail.

5. See, for example, the estimates by Fontagne and Freudenberg (2002).

See Ando (2004).

7. The whole text of the agreement is in http://www.aseansec.org/16646.htm.

o
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