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Abstract: Rapid development of ASEAN - China economic relations since the early 1990s is
thought to play an important role in strengthening strategic partnership between the two sides. By
analysing the practice and trends of ASEAN - China economic relations as well as the association
of such relations with the partnership between the two parties, the paper points out that besides
promoting the strategic partnership, ASEAN - China economic relations have created certain
impediments such as reducing the trust of ASEAN in China. For economic relations to become the
factor promoting ASEAN - China strategic partnership, both sides need to find the way to improve
the mutual trust. Particularly, China needs to win ASEAN’s trust in its actual motive when
promoting the relationship between the two sides.
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1. Introduction the pattern of “2+7” touches up two
perceptions and seven petitions® while the
modality of “3+X” presents the development
relationship based on three pillars and one
unidentified cooperation programme. These
three pillars are political security, economic

affairs and human exchange.

In July, 2018, ASEAN and China marked
the 15™ anniversary of establishing their
strategic partnership. Bilateral relations
between the two sides continue to develop
through the ASEAN - China strategic

partnership vision 2030, passed in ASEAN -
China Summit organised on 14 November,
2018. In accordance with the vision to 2030,
the framework of ASEAN - China developed
in 2013 was elevated from the “2+7”
cooperation framework  to “3+X”
cooperation framework [15]. Specifically,

Economic cooperation is a crucial area
promoting ASEAN - China vision on the
strategic partnership. Apart from promoting
the two-way trade of goods and services,
China pays ever-more attention to the FDI
increase and infrastructure construction in
ASEAN countries. Meanwhile China’s
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increasing attention to small ASEAN
countries is highly spoken of, the vision of
ASEAN - China strategic partnership to
2030 also needs to mind concerning issues
of ASEAN countries such as increasing
trade deficit in the trade relationship with
China and loss of political autonomy due to
the extensive reliance on China in terms of
economic affairs.

2. China- ASEAN bilateral economic relations

2.1. Trade

Economic relations between China and
ASEAN have grown steadily since the
middle of the 1990s. Bilateral trade in goods
went up from USD 13.3 billion in 1995 to
USD 113.5 billion in 2005 and up to USD
514.8 billion in 2017 [22]. During this period,
the growth rate of two-way trade reached
about 18% per year, which was impressive in
comparison to the growth rate of about 7%
per year in ASEAN’s trade with the world.

The value of two-way trade in services
also increased rapidly in the period of 2005-
2016. This value rose from USD 161 billion
to USD 657 billion for China and from
USD 252 billion to USD 643 billion® for
ASEAN. Recently, ASEAN has reached the
trade surplus of USD 8 billion and China
has witnessed the trade deficit of USD 243
billion. Such statistics indicates that China
has imported many services from other
parts of the world rather than ASEAN. With
regard to bilateral trade, China has exported
technical services and labour to ASEAN
and imported transport, finance and
construction  services from ASEAN
countries [9]. The trade in tourism services
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IS huge and continues to potentially show
increase. In 2017, about 20.5 million
Chinese tourists came to ASEAN countries
(about 18% of the total tourists entering
ASEAN) and 10.5 million tourists from
ASEAN countries flocked to China (8% of
the total tourists entering China) [23], [13].

The proportion of China’s investment
flow to ASEAN has increased from 3 to
10% (USD 2-9.8 bhillion) while ASEAN
countries are moving towards the finalisation
of their economic community and receiving
a huge amount of FDI. The production
network promoting closer cooperation has
increased  investments  from  China,
especially in the manufacturing of ASEAN.
On the contrary, the FDI flow from ASEAN
to China has tended to go up with Singapore
as the front runner out of the crowd.
Economic relations between the two sides is
ever-more consolidated by ASEAN - China
Free Trade Agreement (ACFTA). Both sides
signed this agreement in 2004 and started the
roadmap of reducing taxes on some products
between ASEAN-6 countries and China in
2010" and between CLMV countries
(Cambodia, Laos, Myanmar and Vietnam)
and China in 2015. The countries had
passed the Early Harvest Programme (EHP)
before forming the FTA. Accordingly,
China had decided to reduce taxes
immediately for ASEAN members on some
agricultural products.

The service and trade agreement was
signed between the two sides in January,
2007. The liberalisation in tourism is very
note-worthy for the mutual interest of both
sides [6]. Although the trade presence of
multinational and cross-border companies is
sensitive, ACFTA promises to encourage
investment flows in areas such as business,
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construction,  tourism, transport  and
education. Investment agreement between
the two sides was inked in 2009 to promote
cooperation by enhancing the transparency
of regulations and protecting the interest of
investors. ACFTA was then elevated in
2016 with renovations in fields such as
rules of origin, trade facilitation, service
liberalisation and investment promotion.

- Comparisons of ASEAN - China trade
in goods

The relative presence of ASEAN in China’s
market and vice versa concerns ASEAN
countries. According to Figure 1, the
presence of ASEAN goods in China’s trade

basket has increased over time. The relative
import of China from ASEAN, after going
up from 7% to 11% in the period of 1995-
2005, has been continuously improved in the
post-ACFTA period (after 2010). However,
the presence of China’s goods in the trade
basket of ASEAN increased by five to six
times in the period of 1995-2017. In the
post-ACFTA period, the market share of
China in ASEAN’s import soared much
more rapidly than in ASEAN’s export. This
proved that Chinese enterprises penetrated
into ASEAN market more efficiently than
enterprises from other countries.

Figure 1: Trade Exchange between ASEAN and China, 1995-2017
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Source: Calculations from the database of CEIC Data Company Ltd (CEIC).

According to statistics in Table 1, the
separate market shares of ASEAN countries
in China’s import and export are quite

humble. The statistics shows that the
penetration of Malaysia into China’s market
is the highest among ASEAN countries due
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to China’s increased import of petroleum
from Malaysia; meanwhile, the market
share of Singapore in China’s trade basket
has reduced due to the declining role of this
country in exporting petroleum to China.
Conversely, the presence of China in the

trade baskets of all ASEAN countries
increased in the period of 2005-2017. In the
recent years, the goods export of China has
been the highest in Cambodia, followed
respectively by Myanmar and Vietnam.

Table 1: Market Shares of ASEAN Countries in the Trade Basket of China and Vice Versa

(Unit: %)

Market share of

Market share of

Market share of Market share of

ASEAN in the ASEAN in the China in the China in the
export of China import of China  export of ASEAN import of
ASEAN
2005 2017 2005 2017 2005 2017 2005 2017
Brunei 0.0 0.0 0.0 0.0 2.4 4.7 8.2 19.6
Cambodia 0.1 0.2 0.0 0.1 0.5 6.9 16.6 34.2
Indonesia 11 15 1.3 1.6 7.8 13.7 10.1 215
Laos 0.0 0.1 0.0 0.1 4.3 28.6 9.3 215
Malaysia 14 1.9 3.0 3.0 6.6 13.4 11.6 18.4
Myanmar 0.1 0.4 0.0 0.2 3.9 36.5 21.2 314
Philippines 0.6 14 1.9 1.0 9.9 11.1 6.3 17.2
Singapore 2.2 2.0 2.5 1.8 8.6 14.7 10.3 13.9
Thailand 1.0 1.7 2.1 2.3 8.3 12.4 9.4 19.8
Vietnam 0.7 3.2 0.4 2.8 9.9 14.5 16.0 25.8

Source: Calculations from the database of CEIC.

The ever-more presence of Chinese
goods at ASEAN market concerns ASEAN
countries because they face not only the
trade deficit with China, but also the
increasing possibility of political tension.
Figure 2 indicates that apart from
Singapore, all other ASEAN countries
experienced trade deficit with China in
2017. Meanwhile Brunei, Indonesia and
Philippines have experienced trade surplus
with China before facing trade deficit
recently, Vietnam and Cambodia witnessed
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their trade deficits with China during the
period of 2005-2017. This posture proves
that the export of China to ASEAN
countries, which gained advantages in the
past, continues to be strengthened after
ACFTA was signed in 2010.

For Indonesia, from the beginning, this
country has shown its concerns about
ACFTA. It is because the trade balance of
Indonesia has been declined in production
area, which leads to the political tension
within the country. Indonesia was not
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satisfied with the discrimination posed by
China. Specifically, in accordance with
EHP, Indonesia has to pay higher tax than
Malaysia and Singapore for processed
cacao imported from China. Therefore,
Indonesia considered to re-negotiate a part
of ACFTA (220 kinds of tax on iron, steel,
textile, garment and footwear industries)
but it was not successful. After that,
although China promised to invest in the
infrastructure of Indonesia and increase the
import from Indonesia. However, the concern

about job loss caused by the import of low-
quality goods from China has led to public
demonstrations in many cities of Indonesia.

Hence, although the economic partnership
between ASEAN and China is often viewed
as positive, the likelihood of economic
conflicts does exist due to differences in
the development scale and plan between the
two sides. This affects the comprehensive
ASEAN-China strategic partnership in
the future.

Figure 2: The Trade Balance of ASEAN Countries with China (% GDP)
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2010
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Source: Calculations from the database of CEIC.

2.2. China’s Investment in infrastructure of
ASEAN within the framework of ACFTA

In addition to trade relations, China’s
investment in infrastructure of ASEAN
countries plays a crucial role in enhancing
and promoting the connection between

ASEAN and China. To hit that target, the
two sides cooperated to develop the traffic
and transport system in a holistic manner in
2003 after both sides acknowledged that
“developing an integrative traffic network
will create important infrastructure for
ASEAN-China free trade area” [24]. In
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2016, the two sides ratified the strategic
plan for cooperation in transport between
ASEAN and China and decided to find
solutions for cooperation in shared
priorities between the Master Plan on
ASEAN Connectivity 2025 (MPAC 2025)
and China’s Belt and Road Initiative (BRI).
Both sides agreed to promote transboundary
projects such as Kunming - Singapore
Railway Connectivity, Lancang - Mekong
Cooperation, ASEAN - China Port Cities
Cooperation Network and ASEAN - China
Information and Logistics Cooperation.

In addition, ASEAN countries and China
are currently having cooperation projecting
in areas such as electricity, traffic and
telecommunication. Both state-owned and
private multinational enterprises of China
are actively taking part in infrastructure field
of ASEAN. Specifically, in CLMV region,
Chinese companies are the biggest investors
in projects on building hydropower plants,
dams, roads, bridges, sea ports and railway
networks. In addition, at the proposal of Mr.
Wen Jiabao, China’s former Prime Minister
in 2009, China -ASEAN Investment
Cooperation Fund has invested in ASEAN
since 2010. What is more, from January,
2016, Asian Infrastructure Investment Bank
(AllB) started to provide loans for
infrastructure  development to ASEAN
members. Indonesia is the top country,
followed by the Philippines and Myanmar,
in the list of beneficiaries of AIIB’s loans.

Besides positive postures in the
cooperation between the two sides, there
remain concerns about the fact that China’s
investment can hurt the economies of
countries receiving loans from AIIB or
China - ASEAN Investment Cooperation
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Fund. China’s support is not only the
financial provision, but it also expands to
issues such as project management,
equipment and building material supply and
labour. This posture creates worries for
economies receiving funding from China.
For instance, in Cambodia, many local
people complain that new jobs generated by
China’s investment are only for Chinese
immigrants. Even small local enterprises are
hurt when Chinese workers tend to buy daily
essential stuff from Chinese-owned shops
[16]. Similarly, local people in Indonesia
complain that Chinese companies often
bring along “their workers and machines,
creating conflicts with local people” [20].
Projects funded by China are also evaluated
as having negative impacts on environments
of investment receivers. Recently, Thailand
has decided to speed up the approval of
China’s project investing in the power plant
which was deemed to go against the law on
environment protection of this country [21].

Interests of China when investing in big
projects such as Forest City in Malaysia,
Sihanoukville Port City in Cambodia,
China - Laos Railway and especially
Kyaukpyu Economic Special Zone in
Myanmar are considered disadvantages for
national debts of investment receivers
because it is related to the ability to refund
debts and other strategic risks that these
countries have to face in the future.
Notably, for Cambodia and Laos, China
accounts for 50% of the total debts of these
two countries. This dependence forces
Cambodia to take into consideration
political and diplomatic interests with
China through costs that ASEAN countries
have to suffer from [18]. In the future, once
the debt burden exceeds their stamina, these
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countries may have to use state-owned
assets such as deep water ports or oil and
gas mines to refund the debts for China.
This is likened to a “debt trap”, through
which Beijing can get strategic assets.
Therefore, ASEAN countries have to take
extra precautions in accessing to big
investments from China.

3. The role of ACFTA in China - ASEAN
strategic partnership

ASEAN and China started the “strategic
partnership for peace and prosperity” in
2003. Acknowledging the complexity and
considerable changes in the global economy,
the countries realise that such cooperation,
including in political, security, economic and
social areas plays an important role in
serving the short-term and long-term
interests of both sides [11]. Especially in
economic cooperation, ASEAN and China
agree to boost ACFTA to enhance
cooperation in agriculture, human resource,
investment and information technology.
However, there are still outstanding
questions, namely “can ACFTA be
promoted further?” and “can the achieved
results of economic link make contributions
to the enhancement of strategic partnership
between the two sides?”.

ACFTA was first put forward by Mr.
Zhu Rongji, China’s former Prime Minister
in 2000. At that time, many ASEAN
countries were suffering from negative
impacts of 1997-1998 Asian financial crisis
and had to face the serious fall in their
economic growth. Simultaneously these
countries felt uncomfortable with the

accession of China to the World Trade
Organisation (WTQ) in 2001 because China
could thereby attract the majority of FDI in
the region. To ease such tension, ACFTA is
considered the solution helping ASEAN
countries and China to have opportunities to
access to the market of each other. Gaining
on that ground, China has set objectives to
help ASEAN countries through their
emergence [10]. The benefits of signing
ACFTA are shown more clearly after the
global economic crisis in 2008. When the
economic growth of western countries was
slowing down, ACFTA became the mean of
strengthening the economic cooperation
among countries which were thought to
play a crucial role in promoting the global
economic growth. Therefore, on the
occasion of the 10" anniversary of
ASEAN-China strategic cooperation in
2013, Mr. Li Kegiang, China's Prime
Minister, proposed the “2+7” cooperation
framework for the next decade (2013-
2023). In that pattern, two is enhancing the
strategic ~ confidence and  economic
cooperation in a more intensive and extensive
manner and seven is cooperation areas in the
framework of ACFTA and better
construction of infrastructure®. Members
then agreed to upgrade ACFTA by
improving conditions to access to the
overall market and the trade balance
between the two sides as well as expand
scope and area of the cooperation
framework. ACFTA signatories set the
objective of enhancing two-way trade and
investment to respectively USD 1 thousand
billion and USD 150 billion by 2020 [12].
Despite speaking highly of initiatives
and posture in signing ACFTA of China,
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ASEAN  countries still take extra
precautions in two following points. Firstly,
ACFTA seems to benefit China more than
ASEAN countries. Due to the higher
competitiveness, Chinese enterprises penetrate
into ASEAN market more efficiently in
comparison to  ASEAN  enterprises
infiltrating into Chinese market. This trend
leads to the trade deficit in goods for all
ASEAN members but Singapore, thereby
creating an aversion to China’s goods and
the hostility between local enterprises and
the governments in many ASEAN
countries. Secondly, small countries worry
that the overdependence in terms of
economic affairs on China will weaken
their rights and abilities to negotiate in
security issues. ASEAN countries can
thus lose the self-determination in their
external policies with China in the future.
This was proved in the past when China
used Phnom Penh to stop the statement of
ASEAN Foreign Ministers” Meeting on
the protest against China with regard to
issues in the China Sea [17]. In addition,
the protest of the Philippines against
China’s declarations in the South China
Sea tends to decline under the
administration of President in comparison
to the administration of President Aquino
because Duterte thinks that the economic
support from China is more important
than its sovereignty claim in the South
China Sea.

Therefore, while ACFTA and related
infrastructure initiatives are  crucial
mechanisms for enhancing trade and
investment between ASEAN and China,
the strategic partnership between the two
sides has not yet been finalised and
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strongly developed. From the late 1990s
onwards, China has tried to strengthen
economic relations with ASEAN, but the
increasing trade deficit and inadequate
mutual confidence are hindrances to
ASEAN - China relationship. The mutual
confidence of China and ASEAN in
security issues seems to fail to match the
trade value of both sides [5]. This is
considered the decisive point that China
should make a necessary change in the
future. To mark the milestone of 15 years
of strategic cooperation, Beijing has
proposed to elevate the current “2+7”
cooperation framework to “3+X” one,
through which China tended to create a
new cooperation framework based on three
pillars, namely political security, economic
affairs and people exchange, to match the
objectives of ASEAN  Community.
Because the number of agendas for
cooperation has not been determined yet,
China needs to pay more attention to
concerns of ASEAN so that the “3+X”
cooperation framework can take effect and
be more valuable.

According to China’s statement in the
past on the improvement of trade balance
between the two sides, it needed to have
specific action plans. China - ASEAN
exhibition®, starting in 2004, was a useful
forum for producers and manufacturers in
ASEAN to introduce their goods and
products in the Chinese market. However,
this forum is not enough to narrow down
the trade deficits that ASEAN countries
have to face in their trade relations with
China. In addition, the service area needs to
be strengthened. Meanwhile China is a
considerable importer of services in
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transport, tourism and others, Singapore,
Thailand and Malaysia are leading
exporters of these services. This creates a
huge trade potential among these countries
in the service area, thereby promoting
ASEAN - China trade and service relations.

In the current context, ASEAN and China
need to expand the scope of cooperation to
new fields, including e-commerce. With the
4" industrial revolution, the two sides should
promote cooperation in areas such as
technology  innovation and  digital
economics. When ASEAN started the
cooperation mechanism within the region in
developing a network of smart cities in
2018, China played a big role in sharing
experience because it had more than 500
underway smart city projects [19].

Finally, although the joint efforts and
cooperation between ASEAN and China
can be created between MPAC of ASEAN
and BRI of China, these projects need to
be developed in the way that both sides
can benefit from them. China should not
consider investments in MPAC as a way for
this country to have strategic assets from
ASEAN countries by creating influence and
dependence, through which China can raise
its military influence or access to natural
resources. Instead, investments in projects
within the framework of MPAC from China
must be a prerequisite to enhance the
manufacturing and technology transfer and
generate jobs for ASEAN countries. Most
importantly, through such investments,
China should set the objective of promoting
integration  within the framework of
ASEAN countries in a stronger manner
instead of manipulating geopolitical issues
in the future of the South East Asia and

making it the backyard of China. In that
situation, economic relations between the
two sides do not have any role in promoting
ASEAN - China strategic partnership.

4. Conclusion

Economic cooperation is an important
aspect and factor in ASEAN - China
strategic partnership. Over the past many
years, the trade and investment between the
two sides have made contributions to
strengthen ASEAN - China economic
relations. However, there remain concerns
within ASEAN countries about the trade
deficit, leading to the enormous economic
and political dependence on China, which
can cause ASEAN countries to lose their
negotiation abilities in political affairs and
external policies.

Currently, when China wants to elevate
the existing China - ASEAN relationship
through the vision of ASEAN - China
strategic partnership, this country needs to
mind and pay more attention to concerns that
ASEAN countries are facing to find concrete
solutions to create the mutual confidence,
the crucial foundation for developing a
strong strategic partnership between ASEAN
and China. After all, economic link must
bring about benefits for all countries and
people before it can make active
contributions to a form of institutionalising
the vision to 2030 of ASEAN - China
cooperation and strengthen ASEAN - China
strategic partnership. Only if ASEAN
believes in China and can phase out the fear
of trade deficit and the economic reliance on
China, will ASEAN be confident to elevate
the strategic partnership with China to a new
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level of comprehensive strategic partnership
in the future.

Notes

! The paper was published in Vietnamese in: Nghién
ciru Pong Nam A, sb 7, 2018. Translated by Vu
Xuan Nuoc.

2 Specifically, two shared perceptions are to continue
developing the confidence and good neighbourhood
between the two sides, including issues in the South
China Sea and to focus on promoting the win-win
economic cooperation.
actively discuss the possibility of signing a good
neighbourhood agreement, start the negotiation on
elevating ACFTA, speed up the regional
infrastructure connectivity, promote the regional

Seven petitions are to

financial cooperation to prevent risks, prompt the sea
cooperation, strengthen the cooperation in security
areas and enhance the cooperation in science and
technology and human exchange.

¥ Calculations based on statistics, which are collected
from the trade date system of the WTO.

*1n 2010, ASEAN countries importing Chinese goods
bore an average import tax rate of 0.6% (in comparison
to the previous rate of 12.8%); meanwhile, China was
only taxed 0.1% (in comparison to the previous rate
of 9.8%) in importing goods from ASEAN countries.

> Other cooperation programmes include signing a
good neighbourhood agreement, starting the
negotiation on elevating ACFTA, speeding up the
regional infrastructure connectivity, promoting the
regional financial cooperation to prevent risks,
prompting the sea cooperation, strengthening the
cooperation in security areas and enhancing the
cooperation in science and technology and human
exchange [14].

® The China-ASEAN EXPO (CAEXPO) exhibited
goods and products from ASEAN countries and

20

China. This event has been organised and hosted by
China once a year since 2004. Sideline events of
CAEXPO comprising ASEAN — China Investment
and Business Summit were held to gather the
government and private sector to discuss viewpoints
on issues of common interest of the two sides.
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