KKI

Policy Brief

KE-2021/44

Dynamics of the ASEAN-China

Economic Relations in the COVID Era

Az ASEAN-Kina gazdasagi kapcsolatok dinamikaja
a COVID korszakban

PETER GORECZKY

INSTITUTE FOR FOREIGN AFFAIRS AND TRADE




KKI Policy Brief

Series of the Institute for Foreign Affairs and Trade

Publisher:
Institute for Foreign Affairs and Trade

Reviews:
Tamas Baranyi

Typesetting:
Tamas Lévart

Editorial office:

H-1016 Budapest, Bérc utca 13-15.
Tel.:+36 1 279-5700
E-mail: info@ifat.hu
http://kki.hu

The present analysis and its conclusions reflect the author’s opinion and cannot be
considered the official position of the Institute for Foreign Affairs and Trade,
the Ministry of Foreign Affairs and Trade, or the Government of Hungary.

© Peter Goreczky, 2021
© Institute for Foreign Affairs and Trade, 2021
ISSN 2416-0148

https://doi.org/10.47683/KKIElemzesek KE-2021.44


mailto:info@ifat.hu
http://kki.hu
https://doi.org/10.47683/KKIElemzesek.E-2021.44

Abstract: ASEAN's economic ties with China have proven to be more crisis-
proof than merchandise trade and direct investment flows with the rest of the
world. Before the pandemic, China had continuously increased its share in the
economic relations of Southeast Asia, and this trend seems to have continued
in the COVID era as well. In 2020 the region’s trade deficit with China decreased,
while China’s share in both ASEAN export and import climbed. The COVID crisis
further strengthened the importance of the technology sector and the need for
a digital infrastructure; as a consequence, the expansion of Chinese tech giants
in the region continued. Southeast Asian countries explicitly count on China in
returning to pre-crisis economic growth levels. Most ASEAN states consider
infrastructure development one of the catalysers of economic recovery, creating
the opportunity for China to proceed with the Belt and Road Initiative.
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Osszefoglalas: Az ASEAN régié szempontjabdl a gazdasdgi kapcsolat Kindval
,valsdgallobbnak” bizonyult, mint a vilag tobbi orszdgaval bonyolitott dru- és
téketranzakciok, igy folytatddott a valsag kitorését megelézé idészak trendje, mi
szerint Kina egyre nagyobb sulyt képvisel Délkelet-Azsia orszdgainak gazdasagi
életében. 2020-ban a régido kereskedelmi deficitje Kindval szemben csokkent,
ugyanakkor az orszag részesedése az ASEAN kereskedelmébdl az export és
az import oldalon egyarant novekedett. A COVID-valsdg tovabb erdsitette a
technoldgiai szektor jelentéségét és a digitalis infrastruktura-fejlesztés irantiigényt,
aminek egyenes kovetkezménye a kinai tech nagyvallalatok toretlen terjeszkedése
a régidban. A térség orszagai kifejezetten szamitanak Kindra abban, hogy a régio
mielébb visszatalaljon a jarvany kitorése eldtti gazdasagi novekedési palyara.
Az ASEAN-tagallamok tobbsége az infrastruktura-fejlesztésben latja a gazdasagi
kildbalds egyik katalizatordt, ami lehetéséget ad Kina szédméra az Ovezet és Ut
Kezdeményezés folytatdsara.

Kulcsszavak: ASEAN, Kina, Délkelet-Azsia, Ovezet és Ut Kezdeményezés, gazdas4g,
kereskedelem

INTRODUCTION

Southeast Asian Nations) region was considered a region of the global
economy with the highest growth potential. In 2020, the ASEAN economies
were hit by the first year of the crisis to different extents. According to World
Bank statistics, Vietnam, for example, achieved a GDP growth of 2.9%, while the
economy of the Philippines contracted by 9.6%. Due to geographic proximity

P rior to the COVID-19 pandemic outbreak, the ASEAN (Association of
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and regional production networks, all the countries in the region are deeply
interconnected with the Chinese economy. Recently, China's economic influence
has been further amplified by the Belt and Road Initiative (BRI), a response to the
enormous need for infrastructure development in the region. Beyond that, the
potential in the internet economy of the region appears to be a huge attraction
for China’s leading technology companies, and their expansion in Southeast Asia
has further increased the countries’ weight in economic relations. However, from
the perspective of the region, economic ties with China both provide a business
opportunity that cannot be missed and pose a risk of overdependence at the
same time.

The COVID-19 pandemic has had an unprecedented impact on the entire
global economy, as well as the interactions of particular regions and the national
economies within them. This policy brief explores the tendencies that can be
observed in the economic relations of the ASEAN region and China since the
outbreak of the pandemic. The policy brief focuses on trade relations, the inflow
of Chinese FDI (foreign direct investment), the technology sector, and cooperation
in the framework of the BRI.

TRADE RELATIONS AND CHINESE FDI

the weight of China in trade relations increased spectacularly, as did the

economic exposure of the region towards China as a result. Since during
the pre-COVID decade China's trade surplus in the ASEAN relation had multiplied,
it is worth looking at how the crisis influenced this exposure of the ASEAN
nations towards China. According to WTO statistics, in 2020 the volume of
global merchandise trade dropped by 5.3%, while the value of ASEAN-China trade
increased by 1.8% compared to 2019, based on ASEAN Statistics Division data.
Other sources, such as the Chinese customs authority, reported an even higher
growth rate. As a consequence of the crisis, in 2020 the ASEAN region became
China'’s largest trade partner, surpassing the European Union. In the case of both
export and import, trade relations with China have proven to be more immune to
the negative effects of the crisis than merchandise trade with the rest of the world.
This is particularly true for ASEAN export to China, which saw an expansion of
7.8% in 2020 compared to export to the rest of the world, which contracted by 3.7%
in a year-on-year comparison. Import from China decreased by just 2.3%, while
shipments from the rest of the world shrank by 10.8%.

In other words, the ASEAN-China trade relation proved to be relatively crisis-
proof, which can be traced back to a number of reasons. On the one hand, due
to geographic proximity, the regional production networks could recover faster
following the first shock than did global conveyor belts. Secondly, Thailand and
Vietnam, which play an increasingly important role in the regional value chains,

Q s the ASEAN-China Free Trade Area (ACFTA) became operational in 2010,
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successfully managed the first wave of the pandemic in spring 2020, and therefore
these countries could react immediately when the Chinese economy restarted.
As Figure 7 shows, beside Thailand and Vietnam, the more developed economies
of the region (e.g. Malaysia and Indonesia) are also responsible for the growth of
export to China. (In the case of Brunei, the extraordinarily high growth rate is due
to the low base effect.)

Figure 1
ASEAN countries’ trade with China (USD billion)
2019 2020 Change

Export Import Export Import Export Import
Brunei 0.4 0.7 1.2 0.6 172.4% | -14.4%
Cambodia 1.0 7.5 1.1 7.1 7.6% -6.3%
Indonesia 28.0 449 31.8 39.6 13.6% -11.8%
Laos 1.7 1.7 1.5 1.3 -12.3% | -23.0%
Malaysia 33.7 42.4 37.8 40.8 12.1% -3.7%
Myanmar 5.7 6.4 53 6.5 -7.3% 1.2%
Philippines 9.8 26.8 9.6 21.0 -2.0% -21.7%
Singapore 51.7 49.1 51.6 47.5 -0.1% -3.1%
Thailand 29.2 50.4 29.8 49.8 2.0% -1.0%
Vietnam 414 75.6 48.9 84.2 18.0% 11.4%
ASEAN 202.5 305.4 218.4 298.4 7.8% -2.3%

The increase in ASEAN export to China was mainly due to electronic devices
(particularly mobile phone sets, other data transmitting appliances, and integrated
circuits), as well as iron and steel products.

As aresult of these tendencies, the trade deficit of the region towards China has
decreased both in absolute terms and as a percentage of the total trade volume.
From the perspective of the ASEAN region, this can even be considered good news
if achieving a more balanced trade relation is the goal. However, China's share in
the total ASEAN trade climbed both in terms of export and import (Figure 2), i.e. the
exposure of the region did not decrease in this sense.
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Figure 2
China’s share in ASEAN countries’ total trade volume (compared to 2019)
Change
compared to 2019

Export Import
Brunei 11.6% -2.4%
Cambodia -0.6% -0.9%
Indonesia 2.8% 1.8%
Laos 0.0% -3.2%
Malaysia 2.0% 0.8%
Myanmar -0.2% 1.7%
Philippines 1.2% 0.3%
Singapore 0.5% 0.8%
Thailand 1.0% 2.8%
Vietnam 1.7% 2.4%
ASEAN 1.4% 1.6%

Obviously, differences can be observed. For example, among the CLMV countries
(Cambodia, Laos, Myanmar, and Vietnam), which traditionally depend on China in
terms of trade the most, only in the case of Vietham could China’s share increase
in both exports and imports.

Concerning foreign direct investments, FDI inflow to the ASEAN region from
third countries apart from China dropped by 29.5% in 2020, which corresponds
in scale to the 35% decrease in global FDI flows recorded by the United Nations
Conference on Trade and Development (UNCTAD). On the contrary, FDI inflow to
Southeast Asia from China dropped by only 15.1%, and intra-ASEAN FDI flows
climbed by 5.4% in 2020 despite the crisis (Figure 3).
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Figure 3
FDI inflow to the ASEAN region in 2019 and 2020 by source country or region
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In other words, the trends of FDI flow can be considered similar to the trade
dynamics: the economic relations with China proved to be more ‘crisis-resistant’
thandid merchandisetradeand FDItransactions withtherest of the world. Moreover,
intra-ASEAN FDI flows could increase again following consecutive falls in 2018
and 2019, which most probably reflects the fact that due to the crisis, nearshoring
had become a more popular strategy, and site selection turned towards locations
closer to corporate headquarters.

CHINESE TECH COMPANIES ARE KEEPING
THE MOMENTUM

n Southeast Asia there are 400 million internet users, out of whom 10% connected

in 2020 for the first time due to the impact of the COVID-pandemic on both

everyday life and working conditions. The global pandemic did not break the
market boom, thus the region remained in the focus of global tech companies,
including Chinese giants. Out of the latter, Tencent has opened its first data centre
in_Indonesia since the outbreak of the pandemic, which was to provide cloud
computing services for the companies of the largest economy in the region. Tencent
plans to establish further data centres in the region, for example in Thailand.
The other emblematic Chinese tech firm, Alibaba also continued its expansion in
the region during the crisis, and cloud computing service provider Alibaba Cloud
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announced its third data centre in Indonesia in summer 2020. Beyond that, Alibaba
Cloud will assist digital transformation in the Philippines through the Alibaba Cloud
Philippines Ecosystem Alliance by promoting cloud and data analysis solutions.
In this way the Chinese company has committed itself to training local partner
companies and IT experts. Meanwhile, Singapore seems to be emerging as a hub
of Chinese tech giants. In September 2020 Tencent announced that similarly to
Alibaba and ByteDance, it will set up its regional headquarters in the city-state.

The ongoing expansion of Chinese tech companies in the region in 2020-2021 is
due to a number of factors. On the one hand, the COVID crisis is further accelerating
the digitalisation of the economy, while perhaps hitting the ICT sector the least.
Thus, Southeast Asia remains one of the regions with the greatest potential
for leading global tech companies. On the other hand, due to the deteriorating
relationship with the US and its allies, Chinese tech firms are facing increasing
difficulties in the Western markets; however, in Southeast Asia so far, they have not
had to worry about hostile government regulations. Nevertheless, US-based tech
firms have a strong presence in the region, which also drives Chinese companies
to strengthen their positions through expansion among growing competition.
Finally, the domestic market is also becoming a more difficult terrain for Chinese
tech giants, as in early 2021 state authorities introduced anti-monopoly rules that
aim to restrict companies like Alibaba, Tencent, or JD.com.

THE SHOW MUST GO ON:
THE BELT AND ROAD INITIATIVE

highlight a long-term demand for infrastructure development in the ASEAN

region. According to these statistics, Southeast Asia would need to invest
USD 2,760 billion in infrastructure development by 2030 in order to maintain its
growth momentum, tackle poverty, and respond to climate change. Despite the
COVID-crisis, in the middle and long run the region will surely remain one of the
hotspots of the global economy. However, disparities among the ASEAN nations
in terms of the development level of both hard and digital infrastructure should
be addressed in order to fulfil this potential. This means that the pandemic is
not changing the demand; moreover, infrastructure development may accelerate
economic growth and speed up the recovery. However, as a consequence of
the crisis, the faltering of the economies increases the chance of a debt trap
and therefore countries in the region have to be even more cautious to select
feasible projects that really generate national income. As researchers of the
ISEAS Yusof Ishak Institute declared in their analysis in spring 2021, Southeast
Asia has become a more valuable region for BRI projects, partly because of
the recession of Western economies and partly due to growing geopolitical

T he estimates published in the report of the Asian Development Bank
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tensions. These arguments can be complemented with the geographic proximity
and existing cultural and economic ties that provide a more friendly playing field
for infrastructure development projects in a crisis era. It is thus worth looking
at whether the COVID-crisis has changed the attitudes of the ASEAN countries
towards the BRI in this context.

Prior to the COVID-outbreak, Brunei supported the implementation of the BRI,
as the country counted on Beijing's assistance as well as the investments of
its companies when realising the Brunei Vision 2035 modernisation strategy. In
April 2021 the sultan declared that the BRI was assisting the recovery of the
economies in the region, indicating that Brunei's attitude had not changed due to
the crisis. In the case of Myanmar, its supportive standpoint did not change either,
which was not surprising in light of the fact that China had de facto recognised
the military junta in charge following the coup of February 2021. After coming
into power, the new leaders of Myanmar soon reorganised the committees
coordinating BRI-related projects. Moreover, on 7 May the junta is said to have
approved the Mee Lin Gyaing LNG-power project, to a value of USD 2.5 billion,
which is considered to be a BRI-related investment. China also held a test run of
the new transportation route between the two countries in August with a shipment
of around 60 containers. Before the crisis, Vietnam had a number of reasons to
avoid committing itself as a supporter of the BRI. However, the pandemic seems
to have overwritten some of its motivations. As a consequence of the latest wave
of COVID-19, the country reluctantly approved China’s Sinopharm vaccine and
accepted a vaccine shipment offered by China according to unofficial sources.
Based on this, Vietham may even commit to some BRI-related infrastructure
projects in the future in order to boost economic growth. As the country’s prime
minister has declared, Vietham is ready to deepen cooperation with China in
terms of trade, investments, and connectivity.

In Laos and Cambodia the implementation of flagship BRI projects did not
stop due to the crisis, and the economic development of both countries is still
very much dependent on China. The new Laos-China railway line will soon be
completed, while Cambodia signed a free trade pact with China in October 2020.
In the case of Indonesia, the Jakarta-Bandung railway construction usually
attracts a lot of media attention; however, according to the latest reports, the
project costs are rising, which may result in a delay of the implementation.
Nevertheless, the country is ready for further cooperation with China in the
implementation of the BRI. In the Philippines, the construction of a China-funded
new bridge has been completed despite the crisis, and the local foreign minister
has declared that his country is ready to work together with China on creating
synergies between the Master Plan on ASEAN Connectivity 2025 and the
Belt and Road Initiative. The leaders of Thailand have not been driven away by
the crisis either, and in October 2020, following successive delays, they signed
a deal with Chinese officials on a rail line connecting the two countries. The first
phase of implementation has commenced, with completion expected for 2026.
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In 2018, Malaysia decided to give up three BRI investment projects due to
financial concerns, and in 2019 the country agreed with Beijing to build a shorter
version of the eastern rail line, which is the local flagship project of the Belt and
Road. Despite the crisis, in September 2020 the Malaysian government returned to the
original, more ambitious plans to build the rail link with the longer route. On the other
hand, based on nominal GDP per capita, Singapore is by far the most developed
economy of the ASEAN region, so the city-state can comfortably focus on its own
interests when making decisions about participation in the BRI. A member of
the local government declared in September 2021 that Singapore will collaborate
with China on the implementation of some BRI investments. He stated that ‘in
such times, the BRI plays an even more important role in strengthening regional
and multilateral cooperation by promoting connectivity in infrastructure, in finance
and in trade'.

CONCLUSIONS

rise, thus it was a beneficiary of the fact that the Chinese economy could

grow in 2020 despite the COVID crisis — in contrast with the economies of
the EU, the USA, or Japan. The pandemic did not change the fact that the proximity
of one of the world's largest consumer markets and manufacturing powerhouses
provide a number of opportunities for economic development that most countries
in the region can benefit from. The economic interactions between China and the
ASEAN region connect two enormous and growing markets that will generate a
huge number of business opportunities for both parties in the future as well.

One of the main conclusions of this policy brief is that from the perspective of
the ASEAN region, the economic ties with China have proven to be more crisis-proof
than trade and FDI relations with the rest of the world. As a consequence, the pre-
crisis trend of China increasing its weight in the economic relations of the ASEAN
bloc has continued. It seems obvious that the Southeast Asian countries explicitly
count on China in driving their economies back to pre-crisis growth trajectories
as soon as possible. However, chances of this seem to be deteriorating for now.
Although analysts in February 2021 forecasted a V-shape recovery, the new wave of
COVID infections have shaken the region's economies, which has also manifested
in downgraded GDP expectations. In light of this, China's role as a market, an
investor, or the provider of financial resources for infrastructure development can
be further enhanced. These expectations are reflected well by the fact that the
ASEAN countries support the BRI almost unanimously and are making efforts to
move on with their flagship infrastructure development projects. As the example
of Malaysia highlights, even more ambitious development plans can be reinstated
despite the crisis, which had been downsized for cost reasons a few years ago.
Even Vietnam, which had been mostly unresponsive to the BRI, seems to be open

D uring the past decade, Southeast Asia was a winner of China's economic
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to cooperation, while the ministers of the ASEAN nations declared at the latest
online BRI summit that 'ASEAN needs more Belt and Road money’. All this reflects
that most countries in the region consider infrastructure development a catalyser
of economic recovery, which provides an opportunity for China to further increase
its weight in this field. This is evident even if some ASEAN countries, like Vietnam
are making efforts to diversify their partnerships in terms of infrastructure
development. It seems that the crisis is further accelerating the demand for
financing infrastructure development in the region, and China thus does not need
to worry about losing its leading position in this field, not even in the long run.

The same applies to the technology sector and digital infrastructure
development. The COVID crisis has only increased the significance of the former
and a need for the latter, which directly triggers the continuous expansion of
Chinese tech giants in the region, independent of Beijing's strategic masterplans.

Every ingredient is given for China to increase its weight in the economic
relations of the region, with Southeast Asian countries fully aware of the risks.
At the same time, the Western countries are showing increasing attention towards
the region. It may vary by country whether this will provide an opportunity for
decreasing exposure to China. For example, in the case of Myanmar, there has
been even less chance for this since the coup in February 20271. On the other hand,
it will be crucial whether Western narratives to counter China will really enhance
economic relations and boost cooperation in technology and infrastructure
development projects.
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