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Abstract

The rise of China and India as industrial powers is now regarded as an opportunity
~her than a threat for member countries of the Association of Southeast Asian Nations
£2SEAN). The paper shows that whether or not this view is consistent with the underly-
s economic forces depends on the country in question.

Singapore and Malaysia seem to gain through inter- and intra-industry specialization
3 free trade agreement (FTA) is formed between ASEAN and China. Thailand appears to
=ain significantly through intra-industry specialization vis-a-vis China. An FTA between
sseAN and China may significantly impact Japan as well, since Japanese companies
Szve heavily invested in these two regions for the past three decades.

The promotion of economic cooperation between ASEAN and India, on the other
&and, may make sense in the long run, but its immediate impact on both sides as well
2s on Japan still seems to be limited.

=L classification: F14, F23
Eeywords: FTA, inter-industry trade, intra-industry trade

1. Introduction

Since the 1990s, China has accelerated its economic growth, with an annual
sverage rate as high as 10 percent throughout the 1990s [Okamoto 2005a:48]. The
$897-1998 Asian crisis—which disrupted many economies in East Asia, especially
ss=aN—did not affect China as severely. On the contrary, the Chinese economy
soatinued to grow at about 7 percent annually in subsequent years.

Initially, the rise of China as an industrial power was regarded as a threat to
4N economies. Because of its almost inexhaustible supply of unskilled labor
"= its absorption of huge amounts of foreign direct investment (FDI), China was
" serceived as a great challenge to ASEAN countries in their home and third-country
" markets [Wang 2005:35].
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Whereas China’s rise in the 1990s caused a great deal of concern among ASEAN
countries, China’s expansion during the first decade of the 21st century instead seems
to have generated confidence among them [Wang 2005:17]. The cornerstone of this
shift is a framework agreement on comprehensive economic cooperation between
ASEAN and China, including the establishment of an ASEAN-China FTA by 2010 for
the original ASEAN members, and 2015 for the new members.! As such, China’s
expanding economy is now regarded more as an opportunity than threat.

ASEAN also concluded a framework agreement on comprehensive economic
cooperation with India in Bali in October 2003.2 Ever since India unveiled its “look-
east policy” in the early 1990s [Ambatkar 2001:85], its economy has continued to
grow steadily, although not quite as rapidly as China. In particular, the development
of information technology (iT)-related industries, especially software development,
has been remarkable in India. ASEAN also seems to regard India as an opportunity
rather than threat to its members’ business. An interesting question is whether the
rapid shift in the policy stance of ASEAN vis-a-vis China and India is consistent with
underlying economic forces.

According to Langhammer and Hiemenz [1990:59], regional integration among
developing countries often fails to lead to the realization of expected benefits.
This is partly because there is little scope for either inter-industry or intra-industry
specialization among countries in the scheme, as they tend to possess comparative
advantage in the same products [Langhammer and Hiemenz 1990:68]. Exactly for
this reason, the swift shift in the policy stance of ASEAN presents an intellectual
puzzle and a policy question [Wang 2005:17].

The objective of this paper is, therefore, to compare trade structures among
ASEAN, China, and India, and to investigate whether ASEAN and China and ASEAN
and India are more competitive with or complementary to each other. If they are
more or less complementary, there may be room for them to gain through trade—
through inter-industry trade, intra-industry trade, or both. If they are competitive
with each other, on the other hand, there may not be much room for gain through
specialization and trade.

In section 2, the paper briefly compares the economic performance of ASEAN,
China, and India in the world economy. Section 3 then calculates the indices of
revealed comparative advantage (RCA) for ASEAN, China, and India, respectively,
and observes whether there is room for gain through inter-industry specialization. In
section 4, the indices of intra-industry trade between ASEAN and China and between
ASEAN and India, respectively, are calculated to investigate whether there is room
for ASEAN to gain through intra-industry specialization vis-a-vis China and India.
Section 5 conducts market share analyses and observes whether ASEAN and China
compete with or complement each other in third markets such as the United States

IFor details of the framework agreement on comprehensive economic cooperation be-
tween ASEAN and China, see www.aseansec.org.

2For details of the framework agreement on comprehensive economic cooperation be-
tween ASEAN and India, see www.aseansec.org.
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& J=nan. Section 6 presents an overview of how a closer economic cooperation
-=n ASEAN and China and between ASEAN and India might impact Japan.
s=on 7 summarizes the findings.

_ ASEAN, China, and India in the global economy

 Bwernational trade and production

The word “BRICs”—an acronym for Brazil, Russia, India, and China—is
= 5eard in the center stage of international politics these days. India and China
ssmecially considered as two of the most promising and influential countries

sically and politically in the 21st century. To what extent then are China and
saining importance in the global economy relative to ASEAN?

First. ASEAN, China, and India are compared in terms of production and trade
1). Table 1 shows the remarkable rise of China as an economic power in
—ects. As China grew very rapidly over the past decade, its share, including
Kong, will soon reach 5 percent in global gross domestic product (GDP) at the
exchange rate vis-3-vis the US dollar. If the Chinese currency is revalued,
sere will increase sharply.

C:ina’s actual economic power may be better reflected in trade figures, since
=conomic value of nontradable goods included in GDP figures is difficult
re. The same table shows that the share of China, including Hong Kong,
: _ndise trade will reach almost 9 percent both in terms of export and
It share almost doubled only within a decade or so. The share of China
~reased rapidly in services trade. Although China still runs trade deficits in
w==_its share in global services export (including Hong Kong) increased from
sent to 4 percent.

= 1 also shows India’s steady rise, although its growth rate is much slower

of China. Most striking in India is the rapid growth of the services sector,
\& =rew much more swiftly than its merchandise exports. The share of India in
services exports increased from 0.6 percent to 1.4 percent between 1990 and
. while that in global merchandise exports increased only from 0.5 percent to

scent during the same period.

“Tasie 2 also illustrates some characteristics of India’s growth pattern. India has
o =t successful in attracting export-oriented FDI in IT and IT-related services
L= This is one of the important factors to explain why services trade has been
w=e much faster than merchandise trade in India.

dynamism of ASEAN as a whole, unlike that of China and India, seems to
—— lost after the 1997-1998 crisis. Table 1 shows that the share of ASEAN in
el economy both in terms of production and trade declined during the first

= the 215t century. The decline of ASEAN in merchandise imports seems to



76 Okamoto: China and India, challenges and opportunities for ASEAN

be particularly significant. This indicates the fact that after the crisis, ASEAN was
very much constrained by its capacity to borrow from abroad in order to purchase
goods and services. Although the situation varies from country to country, ASEAN
as a whole does not seem to have fully recovered from the crisis.

Table 1. Shares of ASEAN, China, and India in the world econom y (%)
1990 1995 2000 2003

GDP (current US$)
China 1.6 24 34 39
(+ Hong Kong) 2.0 2.9 3.9 43
India 1.5 1.2 14 1.6
ASEAN 1.5 2.1 1.7 1.7
Merchandise exports (current US$)
China 1.8 29 3.8 5.8
(+ Hong Kong) 4.1 6.2 6.9 8.8
India 0.5 0.6 0.7 0.7
ASEAN 40 6.0 6.3 5.6
Merchandise imports (current US$)
China 1.5 2.5 34 53
(+ Hong Kong) 3.9 6.2 6.5 83
India 0.7 0.7 0.8 0.9
ASEAN 44 6.5 52 4.6
Commercial service exports (current US$)
China 0.8 1.6 2.0 2.7
India 0.6 0.6 1.2 14
ASEAN 38 6.0 44 3.9
Commercial service imports (current US$)
China 0.5 2.1 2.5 3.3
India 0.8 0.9 1.3 1.3
ASEAN 3.6 6.3 5.5 5.1

Source: Author’s calculation using World Bank, World Development Indication Online.
Note: ASEAN includes only Indonesia, Malaysia, Philippines, Singapore, and Thailand.
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Table 2. Export-oriented FDI projects in call centers,
shared services centers (SSCs), and IT services by destination, 2002-2003

Call centers SSCs IT services

No.of Shareof | No.of Shareof | No.of Shareof
projects total (%) | projects total (%) | projects total (%)

_ 30 21.7 4 6.3 60 23.9
Hong Kong) 32 232 4 6.3 74 29.5

: 60 435 43 672 118 47.0
46 33.3 17 26.6 59 23.5

Maee: See Table 1.

2 Sfow of FDI
. The loss of dynamism of ASEAN is also observed in the flow of foreign direct
w=—ent. Table 3 shows the inflow of FDI in ASEAN, China, and India both in
of the absolute amount and their shares in total. As shown in Table 3, FDI
=< to flow into China and India increasingly. The combined share of China
“onz Kong exceeds more than 10 percent of the global FDI flow. As observed in
3. India also succeeds in attracting FDI increasingly, especially after 2000. In
e total inflow of FDI in India is larger than that of any other ASEAN country,
: Singapore.
The absolute amount of FDI inflow, on the other hand, tended to decline in most
wx countries after the 1997-1998 Asian crisis. The loss of dynamism is most
=ant in Indonesia, from which foreign firms seemed to continue to withdraw
= e crisis. In 2003 the inflow of FDI in the Philippines dropped significantly as
Akhough not as bad as Indonesia and the Philippines, neither Malaysia nor
3 has regained its strength in attracting FDI after the crisis. Consequently,
share in world FDI flows as a whole declined by 2-7 percent after the crisis.
- is the only exception: the amount of FDI inflow to Singapore in the 2000s
s the precrisis levels.

The =01 trend indicates that ASEAN, as a region, has been losing its economic
sness after the crisis, while China and India are viewed as increasingly
global partners. Does the closer economic cooperation between ASEAN
» future economic superpowers provide a way for ASEAN to revitalize its
economies and regain their economic strength vis-a-vis China and India?
depends on their trade structure.
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Table 3. Inflow of foreign direct investment in ASEAN,
China, and India, and their shares in the world total

1992-1997
(a) US$ million (Annual average) 2000 2003
China 32.799 40.715 53.505
Hong Kong, China 7.781 61.939 13.561
India 1.676 2.319 4.269
ASEAN 21.241 21.150 15.407
Indonesia 3518 -4.550 -.597
Malaysia 5.816 3.788 2.474
Philippines 1.343 1.345 319
Singapore 8.295 17.217 11.409
Thailand 2.269 3.350 1.802
World 310.879 1,387.953 559.576

1992-1997
(b) % (Annual average) 2000 2003
China 10.6 2.9 9.6
(+ Hong Kong) 13.1 7.4 12.0
India 0.5 0.2 0.8
ASEAN 6.8 1.5 2.8

Source: UNCTAD [2004].
3. A revealed comparative advantage approach

3.1. RCA index and spearman s rank correlation

Balassa [1989] first proposed a way to investigate the changing pattern of
comparative advantage in goods and services empirically: the index of revealed
comparative advantage. The index is calculated as follows:

RCAy = (X, /2X; ) /(X [2Xs,) M

where X}, is the export value of product group i of country j, L.Xj; is the total export
value of country j, X;, is the world export value of product group #, and Z.X;, is the
total world export value. RCA; exceeding 1 indicates that country j has a comparative
advantage in the production of product i in the global economy. RCA,; less than
1 indicates the opposite. The RCA indices are calculated for each ASEAN member
(Indonesia, Malaysia, Philippines, Singapore, and Thailand) as well as for China
and India at the two-digit level of the Standard International Trade Classification,
Revision 1 (siTC R1).

3See Balassa [1989] for details with respect to RCA index.
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Then, the indices are ranked for each country respectively, and Spearman’s rank
mmstation coefficients between the rankings of RCA indices are calculated between
ji=ax and China, and between ASEAN and India, respectively. If the coefficient
bpsitive and statistically significant, their trade structure is very similar and
Empetitive. This implies that there may not be much room for ASEAN and China
¢ ==+~ and India to gain through inter-industry specialization. If the coefficient is

ive and statistically significant, on the other hand, their trade structure is very
t from and complementary to each other. In the latter case, the formation of
74 could bring about substantial gains through inter-industry specialization.

Findings

Table 4 shows the results. Both Thailand and the Philippines possess high

an’s rank correlation coefficients with both China and India, and in most of

e vears the coefficients are statistically significant. This means that both Thailand

ahme Philippines have a trade structure quite similar to that of China and India.

Fw statistical results imply that the inter-industry specialization may not develop

fmact between the former (the Philippines and Thailand) and the latter (China and
P}. even if closer economic cooperation is promoted between the two.

4. Spearman’s rank correlations coefficients of the rankings of the RCA
indexes between ASEAN and China, and between ASEAN and India

AN Year China  India ASEAN Year China  India

r

b
[' 1990  -0.11 0.19 1990 003  0.05
i 1991 -0.15  0.18 1991  -0.02  0.06
| 1992  -006 022 1992  -0.01  0.05
1993 002 033 ** 1993 000  0.04
' 1994 003 029 ** 1994  0.03  0.05
| A 1995 001 023 * & 1995 004  0.06
| ‘§ 1996 000  0.10 E; 1996 0.1  0.05
- 1997 000 0.3 2 1997 012  0.10
E 3 1998 -0.08  0.08 = 1998  -0.06  0.04
) 1999  -0.07  0.07 1999  -0.11  0.07
P 2000 -0.02  0.09 2000 -0.08  0.06
. 2001 001  0.06 2001  -0.07  0.02
r 2002 -0.04  0.09 2002 -005  0.16
2003 -006  0.13 2003 -0.07  0.11
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Table 4. Spearman’s rank correlations coefficients of the rankings of the RCA
indexes between ASEAN and China, and between ASEAN and India (continued)

ASEAN Year = China India ASEAN  Year  China India
1990 -0.11  -0.04 1990 037 *** 044 **
1991  -0.19  -0.05 1991 041 ** 047 ***
1992 -0.14  -0.03 1992 050 *** 049 ***
1993  -0.08  0.06 1993 049 *** 0.51 ***
1994  -0.12  -0.04 1994 041 ** 040 **
b 1995 -0.10  -0.05 - 1995 033 ** 044 **
g 1996 -0.03  -0.07 8 1996 037 ** 037 ***
E 1997 004  -0.10 5 1997 038 ** 033 **
1998  0.03  -0.07 1998 034 * 034 **
1999  -0.05  -0.12 1999 031 * 033 **
2000 -0.06  -0.09 2000 029:* p32.*
2001  -0.03  -0.09 2001 027 ™ o™
2002 -0.05  -0.06 2002 NA NA
2003 -0.07  -0.09 2003 021 p.38 *=
ASEAN  Year China India
. 1990  0.15 026 °

1991 0.11 028 **
1992 0.14 0.21
1993 0.18 030 **
1994 024 * 028 *
1995 0.17 030 **
1996 026 * 026 °
1997 029 ** 0.21
1998 030 ** 023 *
1999 028 ** 0.20
2000 028 ** 0.19
2001 0.27 ** 023 *
2002 025 * 0.10
2003 0.21 0.06

Source: Author’s calculations using figures from the
United Nations Commodity Trade Statistics Database (UN Comtrade).
Notes: *** represents statistical significance at 1 percent level.

** represents statistical significance at 5 percent level.

* represents statistical significance at 10 percent level.

China includes the trade value of Hong Kong.

Philippines
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Spearman’s rank correlation coefficients are, on the other hand, low or even
st between three other ASEAN countries (Indonesia, Malaysia, and Singapore),
China and India. Moreover, none of the coefficients are statistically significant.

smplies that it is undetermined whether both groups are more competitive
o complementary to each other. In other words, in some respects their trade
sures may be very similar and competitive, and in others they may be very
ar from and complementary to each other.

intra-industry trade approach

Smportance of intra-industry trade in the modern world

The opening of the Chinese and Indian economies to the world could serve as
s==endous opportunity for ASEAN as well if there are strong prospects for intra-
= trade (IIT) brought about by rising income, product differentiation, and

smies of scale [Chirathvat and Mallikamas 2005:102-103]. This is true even
averall trade structure is very similar between two countries.

Eieipman and Krugman [1985] pioneered in showing that countries can gain

=h intra-industry specialization. The earlier models (e.g., Helpman and

swean [1985]) tended to focus on the product differentiation and the horizontal
sson of labor in final products.

More recent models show a gain through trade in intermediate inputs [Jones

1 Okamoto [2005b] empirically showed the rise of intra-industry trade in
w=diate inputs in the Asia-Pacific region during the 1990s and their potential
== on industrial productivity growth of the countries in the region.

Swra-industry trade index
The 1T index is calculated as follows:

EH#=[l_|xf}k‘MER|/(Xijk+M9*):| &

== X, is the value of product group i that country j exports to country k, and
i the import value of the same product group i that country j imports from
— k. The index takes a value between 0 and 1. The higher the index, the more

=

o countries are engaged in intra-industry trade.

In this paper, the IIT index is first calculated at the four-digit level of SITC R1.
= the author aggregates them into the IIT index at the one-digit level using the

of trade (summing up the values of export and import at the four-digit level
R1) between two countries as a weight.
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4.3. Findings

Table 5 shows the IIT indices calculated between individual ASEAN countries
(Indonesia, Malaysia, Philippines, Singapore, and Thailand) and China, and ASEAN
and India, respectively. First, we find that the values of IT index of product category
ranging from 5 to 8 of SITC R1 are much higher than those of product category
from 0 to 4 of siTC R1. This indicates that, as trade theory suggests, there is much
more room to gain through intra-industry specialization between two countries in
manufactured than in nonmanufactured goods.

Second, ASEAN countries tend to have higher IIT values vis-a-vis China than
India, except product category 5 of SITC R1. There are two reasons for this. First,
India’s goods market is still highly protected, so that there is not much room for two
countries to engage in intra-industry trade. According to the trade policy review of
India summarized by the Secretariat of the World Trade Organization (WTO) in 2002,
its applied most-favored-nation (MFN) tariff rate is still about 32 percent. Although
there are no comparable data, the average tariff rate of China seems to be at least
much lower than that of India.4 Second, multinational companies (MNCs) have been
active in direct investment activities both in China and ASEAN since the latter half
of 1980s, so that the intra-firm activities have been developed fast between China
and ASEAN.

Also, the degree of development of intra-industry trade is different among
individual ASEAN members. Malaysia, Singapore, and Thailand tend to show
higher values of IT index than Indonesia and the Philippines, especially in such
product categories as 6, 7, and 8 at the one-digit level of sITC R1. This implies
that a country such as Thailand tends to have much room to gain through intra-
industry specialization with China, although there may not be much room to gain
through inter-industry specialization as observed in section 3. A country such as
the Philippines may not, on the contrary, gain much by way of a China-ASEAN
FTA because the overall trade structure of the Philippines is very similar to that of
China, and intra-industry trade between the two countries has not been developed
substantially thus far.

Malaysia and Singapore may, on the other hand, gain a great deal through a
China-ASEANFTA. This is partly because the overall trade structure of both countries
is dissimilar to that of China, so that there is some room for them to gain through
inter-industry trade. Besides, they tend to show high values of IIT index in trade
with China, especially for machinery (product category 7 at the one-digit level
of SITC R1). This means that the closer economic cooperation between Malaysia,
Singapore, and China may generate significant gain both through inter- and intra-
industry trade.

4According to Chirathvat and Mallikamas [2005:84], the import-weighted average tariff
rate of China is around 9.4 percent.
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Table 5. IIT indices between ASEAN and China,
and between ASEAN and India
China India

v DN MYA PHI SIN THA | IDN MYA PHL _SIN THA
%0 31 03 01 23 37| 04 06 00 306 01
1995 22 40 41 74 26| 06 14 15 187 04
2000 30 29 34 184 85| 56 46 29 355 3.0
2003 41 11.0 42 93 189]| 49 32 29 194 53
990 00 49 00 27 00| 00 05 00 00 00
g%9s| 01 135 50 513 208| 00 188 00 03 00
2000 08 79 00 172 498| 00 53 59 23 L6
2003 03 286 06 84 336 01 231 00 92 02
%0 00 01 14 24 06] 69 01 03 28 08
1995 26 24 03 88 24|112 18 13 91 30
2000 60 29 24 93 34|88 15 11 97 32
203 51 31 69 74 27|55 173 136 70 50
990 27 00 00 106 01| 00 85 00 18 00
3995 138 03 109 87 30| 00 00 426 146 04
2000|312 24 194 42 251 03 01 10 292 277
2003|467 240 432 07 05| 08 05 348 41 27
3990/ 08 01 00 05 04} 00 00 00 06 00
1995 03 01 01 30 00| 00 00 00 20 09
2000 01 13 00 159 10| 01 03 00 122 21
2003 01 02 08 154 208| 00 01 129 226 02
1990 | 30 108 54 285 137| 25 183 144 226 64
1995|251 175 71 287 173391 254 46 388 152
2000 148 179 183 301 176|440 381 125 310 303
2003 236 190 222 215 267|284 414 77 333 270
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Table 5. IIT indices between ASEAN and China,
and between ASEAN and India (continued)

China India
SITC YR IDN MYA  PHI SIN THA | IDN MYA PHI SIN THA
6 1990 100 58 ©06 87 20| 18 38 08 240 37
6 19951 98 70 20 384 12| 83 105 155 206 103
6 2000 15.0 233 6.6 242 21.7[/108 128 4.1 21.8 167
6 2003209 329 55 407 2711134 157 32 245 172
7 1990 00 244 22 518 55 0.1 213 14 351 113
7 1995} 80 403 173 490 338 24 214 17.5 423 35.1
7 2000 249 59.2 36.1 622 635184 602 227 337 175
7 2003|369 552 39.6 572 747217 233 15.7 149 386
8 1990 02 120 122 207 15.1 1.2 4.1 1.4 11.8 21.8
8 19951 122 25.1 6.2 287 265| 69 144 141 125 192
8 2000 305 313 20.6 232 294|175 270 222 22.6 382
8§ 2003254 437 142 243 337 ‘ 194 342 147 139 36.9
Notes:
(1) IDN —Indonesia, MYA — Malaysia, PHI — Philippines, SIN — Singapore,

THA — Thailand.
(2) SITCRI1 0-Food and live animals
SITC R1 1 - Beverages and tobacco
SITC R1 2 — Crude materials, inedible
SITC R1 3 — Mineral fuels
SITC R1 4 — Animal and vegetable oils and fats
SITC R1 5 — Chemicals
SITC R1 6 — Basic manufacturers
SITC R1 7 — Machinery
SITC R1 8 — Miscellaneous manufactured goods
(3) T indices were originally calculated at the four-digit level of SITC R1.
The author aggregated them into the one-digit level IIT index using the trade share
as a weight.
(4) China includes the trade value of Hong Kong.

Indonesia shows a trade structure dissimilar to China’s, suggesting that a
China-ASEAN FTA may generate some gain for Indonesia through the enhancement
of inter-industry trade. There may not be much room to gain, however, through
intra-industry trade in manufactured goods, since the T indices in this category
are still low between Indonesia and China. -

Figure I, which summarizes the trade relationship between ASEAN and China,
clarifies the fact that trade relationship between an individual ASEAN member
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(China varies from country to country. Thus, the magnitude and the source of
ar loss through the closer economic relation may be quite different among
¢ members. Thus, unlike the case of Europe, the flexibility is necessary in the
tation of the closer economic cooperation between ASEAN and China.

Figure 1. Matrix of RCA index and IIT index

Spearman’s rank correlation coefficient
of the rankings of the RCA indices
between ASEAN and China

Low or minus High

g g -
£ o ;

_‘3_; S %ﬂ Sl\{lalaysm Thailand
=g ingapore
+
s 2
= d 3 : T
- 4 3 Indonesia Philippines

Source: Author’s construction.

t share analysis in major international markets

ASEAN, China, and India in major international markets

L The formation of an FTA with China and India may also affect ASEAN through

ampact on FDI flow. Without doubt, FDI, especially, export-oriented FDI, has

an important role in the economic development of China and ASEAN.5 The

may affect ASEAN greatly if ASEAN and China or ASEAN and India compete in

same type of products in the third markets such as the United States and Japan.

¥ S5s case, the formation of an FTA between two countries may give an incentive

B 204Cs to consolidate the export-oriented production sites that currently exist

i &ifferent countries. ASEAN may gain or lose through the formation of an FTA

Eepending on whether the FTA enhances the cost advantage of ASEAN more than
[Chma. India, or vice versa.

If ASEAN and China or India do not, however, compete in the same category of
peaducts in the international major markets in the first place, both may gain through
i formation of an FTA. Or both parties may not be affected at all by it.

#Se= Okamoto [1994], for instance, on the role of FDI in Malaysia’s economic develop-
mest.
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5.2. Market share analysis

Initially, the overall competitiveness of ASEAN, China, and India in the major
international markets is examined. Table 6 shows the market shares of ASEAN, China,
and India, respectively, between 1993 and 2003 in three major international markets:
Japan, the United States, and the European Union. First, India is growing, but its
relative position in the international goods market is still considerably low. Second,
the market shares of ASEAN, China, and India are all small in Europe, although that
of China seems to be expanding rapidly even at the low level of penetration. Third,
there seems to be severe competition between ASEAN and China in the Us market,
since the share of China in it has expanded from 7.3 percent to 13.2 percent between
1993 and 2003. That of ASEAN, on the other hand, declined from 7.3 percent to 6.6
percent during the same period. ASEAN seems to be losing its competitiveness in
the United States vis-a-vis China.

Interestingly, while China’s share increased dramatically in the Japanese
market from 9.4 percent to 20.1 percent between 1993 and 2003, that of ASEAN also
increased slightly from 14.7 percent to 15.3 percent during the same period. The
rapid penetration of Chinese products in the Japanese market is clear and without
question, but ASEAN’s competitiveness has not been eroded in Japan in spite of it.

Table 6. Shares of ASEAN, China, and India
in the major international markets (%)

Japan United States European Union
ASEAN China India | ASEAN China India | ASEAN China India
1993 | 14.7 9.4 1.0 7.3 7.3 0.8 2.5 2.5 0.5
1994 | 144  10.9 1.0 7.9 7.5 0.8 25 25 0.6
1995 | 14.5 11.6 0.9 84 Ta 0.8 2.5 2.3 0.6
1996 | 15.1 124 0.8 8.4 7.9 0.8 2.8 2.6 0.6
1997 | 148  13.1 0.8 8.2 8.5 0.9 3.0 2.8 0.6
1998 | 14.2 13.9 0.8 8.1 9.1 0.9 2.9 3.0 0.6
1999 | 14.9 14.4 0.7 7.7 9.4 0.9 2.9 32 0.5
2000 | 15.7 150 0.7 73 9.5 0.9 3.0 3.6 0.6
2001 | 156 17.0 0.6 6.8 10.1 0.9 2.8 3.8 0.6
2002 | 153 18.8 0.6 6.8 11.9 1.0 2.7 4.1 0.6
2003 | 15.3  20.1 0.6 6.6 13.2 1.1 2.8 4.6 0.6

Source: Table 4.

Notes:

(1) The European Union includes the following European countries: Belgium, France,
Germany, Italy, Luxembourg, Holland, Denmark, Ireland, Britain, Greece, Portugal
and Spain.

(2) China includes the trade value of Hong Kong.
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earman s rank correlation coefficients of the rankings of the market shares
wen ASEAN and China

= above difference between the Japanese and the US markets seems to be
=d by Tables 7 and 8. Table 7 shows Spearman’s rank correlation coefficients
rankings of the market shares in the US market between China and each
: member. Their market shares are, first, calculated at the four-digit level of
_ Then, rank correlation coefficients are calculated for each of the broader
= categories.6 High rank correlation coefficients imply that the kind of product
s and each ASEAN member exports to the United States is quite similar. In
ords, ASEAN and China highly compete with each other in exports to the US
m=ss. Low or negative rank correlation coefficients mean that they export more

ws different types of product to the United States. Table 8 shows the results for
nese market.

Table 7. Spearman’s rank correlation coefficients of the ranking
of market shares in the United States between ASEAN and China

Rank correlation coefficients Statistical significance
YR IDN MYA PHI SIN THA |IDN MYA PHI SIN THA
1990 037 025 006 021 022 |*** * *

1995| 053 045 025 044 024 |** ™ * =l
2000| 043 050 021 030 043 |*** ** * 5
2003 047 035 023 023 052 |°** ** * T
1990 | -0.27 -031 003 -0.11 020
1995 | -0.30 -0.37 0.00 -0.08 0.13
2000 037 -0.19 0.14 -0.19 032
2003 | 0.15 067 -024 030 -0.24
1290 | -021 -0.33 -0.12 -0.09 -0.01 .
1995 -0.13 -0.10 0.00 -0.05 -0.11
2000| 0.06 -0.02 0.10 -0.05 -0.11
2003| 0.06 -0.07 0.18 -0.02 -0.06
1990 | -0.54 -0.28 -0.65 -095 -0.34 ke
1995 | -0.50 -0.51 na -0.74 -0.69 8 St
2000 -0.19 -020 0.66 -0.44 -0.05 "

2003 | -0.33 -0.09 na -048 -0.24

China cannot be presented in the same manner as ASEAN-4; the 1993 figures of
i Hong Kong are available separately, but in 2002 the figures of both countries

mned and are not separable.
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Table 7. Spearman’s rank correlation coefficients of the ranking
of market shares in the United States between ASEAN and China (continued)

Rank correlation coefficients Statistical significance
SITC YR IDN MYA PHI SIN THA |IDN MYA PHI SIN THA

4 1990 -0.69 -0.55 -0.78 -0.40 041 |* =
4 1995|-0.78 -0.14 -0.87 -0.54 052 |*** o
4 2000 -0.29 -0.57 -038 0.03 0.29 =i
4 2003|-0.51 -021 -034 -0.04 -0.02 |*
5 199§ -0.01 -0.14 -0.01 -0.03 -0.10
5 1995{ 020 -0.14 0.07 003 0.13
5 2000 023 -0.05 0.1 017 0.09 |*
5 2003 0.11 0.2 0.11 -027 0.11 i
6 1990 026 028 034 0.10 039 |** -3
6 1995 0:34. 023 043 0190 Q46 | T R e 8
6 2000 028 021 035 0200 037 [N M Asm me s
6 2003] 039 027 044 004 042 [T = & & s
7 1990| 021 047 023 036 0.53 T L
7 1995 055 054 045 041 059 |t v e omoawm
7 2000 052 052 036 040 048 |t v v e oawm
7. 20031 054 054 040 031 055 v vem aem e e
8 1990 049 046 056 -0.07 0.59 |*** o i -
§ 1995 ] 051 038 038 =015 047 [r =% 2 e
8 2000| 052 0.10 026 -017 045 |** ¥ e
8§ 2003| 046 0.00 0.9 -032 037 |* il

Source: See Table 4.
Note: See Table 4.

Table 7 shows that ASEAN and China exhibit relatively high rank correlatios
coefficients, which are also statistically significant especially in such product
categories as food (0), basic manufacturers (6), machinery (7), and miscellaneous
manufactured goods (8). This means that ASEAN may lose the market share furthes
to China unless ASEAN makes an effort to sell differentiated and higher value added
‘products in the US market, given the fact that China has a cost advantage over many
of the ASEAN countries due to the ample availability of low-cost labor.
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Table 8 shows the results between ASEAN and China in Japan. The Spearman’s

& correlation coefficients of the rankings of their market shares in the Japanese

= 2re much lower than those of the United States. Besides, many of the

= ients are not statistically significant. This implies that ASEAN and China do

secessarily compete in the Japanese market. It is possible that MNCs in ASEAN
ina already differentiate between the types of product exported to Japan.

8 Spearman’s rank correlation coefficients of the ranking of the market
shares in Japan between ASEAN and China

Rank correlation coefficients Statistical significance
YR IDN MYA PHI SIN THA | IDN MYA PHI SIN THA
1290 -0.03 -0.05 -0.08 -0.18 0.19
1995 0.12 0.08 0.00 0.08 0.30 , =
2000! 0.16 -0.01 0.16 004 035 i3
2003 0.13 003 0.04 007 029 i
1990 | 034 051 -031 -023  0.59
1995 -041 025 -044 -0.18 0.29
2000 -0.41 -046 0.03 0.14 0.04
2003 -022 0.1 045 -006 036
1990  -0.16 -0.30 -0.14 -024 -0.18 e e
1995 0.10 -0.05 0.01 0.03 0.07
2000 -0.12 0.0 -0.03 0.0l 0.07
2003 -0.13 0.02 -0.07 0.00 -0.12
1990  -0.17 -0.14 0.04 -037 -0.39
1995 | -048 -0.58 -0.51 -0.85 -063 |7 * gt
2000 -0.78 -0.40 -045 -045 -0.70 | ™% G
2003 | 066 -082 -068 -0.62 -042 [* ™ * °
1990  -0.45 -0.67 -0.85 -0.50 -0.28 i 2

1995 -026 -0.52 -060 0.13 0.24 i ”

2000 -0.12 -049 -0.88 -0.14 0.09 i 1

2003 0.03 -064 -051 -0.12 0.04 i

1990 -0.02 -0.16 -0.02 -0.19 -0.06
1995 | -0.17 -0.14 -0.10 -0.29 -0.09 i
2000 0.10 -0.10 -0.17 -026 0.12 g
2003 010 0.03 -027 -036 0.11 Al
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Table 8. Spearman’s rank correlation coefficients of the ranking of the market
shares in Japan between ASEAN and China (continued)

Rank correlation coefficients Statistical significance
SITC YR IDN MYA PHI SIN THA | IDN MYA PHI SIN THA
5 1990 -0.02 -0.16 -0.02 -0.19 -0.06
5 1995 -0.17 -0.14 -0.10 -0.29 -0.09 i
5 2000 0.10 -0.10 -0.17 -026 0.12 e
5 2003] 0.10 0.03 -027 -036 0.11 G
6 1990 0.11 0.09 0.16 -0.09 0.11 s
6 1995| 0.14 0.03 0.18 -0.02 0.04 * “
6 2000 0.07 0.02 0.13 0.00 0.09
6 2003 003 0.02 0.15 -008 0.06 i
7 1990 0.13 034 0.18 031 0.50 b o SR
7 19951 039 054 051 041 041 (** ™ e o e
7 2000 0.15 031 022 0.02 0.21 < S 3
7 2003 026 044 038 0.19 029 [** v e i
8§ 1990 050 029 067 -0.06 0.54 |** ** . i
8 1995 047 025 044 -0.18 037 (*** * iy =
8 2000f{ 034 0.15 026 -032 036 |* 3 ig e
8 2003| 037 022 032 -022 035 ™ °* e W

Source: See Table 4.
Note: See Table 4.

6. Implication for Japan

The closer economic cooperation of ASEAN with China and India may make a
great impact on Japan as well, since Japanese companies have invested significantly
in Asia for the past two decades.

6.1. Japanese companies abroad

Figures 2 and 3 show sales revenues of Japanese companies abroad over
the period 1993-2002 by broad industry category and by region, respectively.
According to Figure 2, overseas economic activities of Japanese companies are
active and increasing in the manufacturing sector, but they tend to be stagnant in
the nonmanufacturing sector. This indicates that Japanese companies are more
competitive in the former than in the latter.
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Figure 2. Sales revenue of Japanese companies abroad

Nonmanufacturing

T T

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
_Year

| Swwrce: METI 2005.
- The figures of the year of 2003 are preliminary.

Figure 3. Sales revenue of Japanese companies abroad by region

North America

Asia

Europe

| 1
" i " i i i
+ J + ¥ + U

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003
Year

Seurce: METI [2005].
Moe: 2003 figures are preliminary.

According to Figure 3, sales revenues of Japanese companies abroad are
ding the most in Asia. Although their sales revenues are increasing in North
Smerica, the gap between North America and Asia is shrinking significantly. This

gicates that Japan will be influenced in the near future by the evolution of economic
sonship in Asia more than in any other region.



92 Okamoto: China and India, challenges and opportunities for ASEAN

Table 9 shows further breakdown of sales revenues of Japanese companies
abroad by location for each industry at the end of 1997 and 2002. This table indicates
that while the share of Japanese companies in Asian newly industrialized economies
(NIEs) declined in many of the industrial sectors, that of Japanese companies in
China increased substantially. On the other hand, ASEAN continues to occupy an
important role in Japan’s overseas activities, since there has been almost no big
change in the share of sales revenues of Japanese companies in ASEAN except in
the steel industry. ASEAN and China currently seem to be the two most important
regions for the operation of Japanese companies in Asia.

6.2. Closer linkage among Japanese companies abroad?

The linkage among overseas Japanese companies themselves does not seem
to be fully developed yet, however. Table 10 shows both the revenue of Japanese
companies in ASEAN-4 by sales destination and their amount of procurement of
materials, parts, and components by source country.” It is very clear that Japanese
companies abroad procured more locally than from Japan between 1993 and 2002.
Japanese affiliates also began to sell their own products more back to Japan than
to sell them locally during the same period. This reveals that the backward and
forward linkages have been developed in ASEAN-4 after Japanese companies invested
substantial resources in ASEAN through a form of FDI.

The shares of “other Asia” in Table 10 are, on the other hand, constant during
the same period, although the absolute amount of transaction increased significantly.
This implies that the closer economic relationship between ASEAN and the rest of
Asia, such as China through the formation of an FTA, will enable Japanese companies
abroad to exploit further gain through specialization either in the form of inter- or
intra-industry or both.

In contrast, impacts of the closer economic relationship between India and
ASEAN on Japan will be limited at least in the short run. This is precisely because
Japanese flow of FDI into India is still considerably small compared to China and
ASEAN. Figure 4 shows the outward flow of Japanese FDI into three: ASEAN, China,
and India. According to Figure 4, not only did Japanese FDI not flow very much
into India for the past decade but also no clear increasing trend of FDI from Japan
to India has emerged. It is very important to add, though, that India will play an
important role in Asia in the medium term or in the long run, since India seems
to be on a sustainable growth path, its economy is stable, and, more important, its
software sector plays an important role in the global economy.

"Data of China cannot be presented in the same manner as ASEAN-4; the 1993 figures of
China and Hong Kong are available separately, but in 2002 the figures of both countries
are combined and are not separable.
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Table 10. Japanese manufacturing companies in ASEAN-4
1993 2002 1993 2002
(a) Sales by destination (million, %)
Local 1520.281 4,032.968 46.8 43.6
Japan 572.744  2,236.807 17.6 242
Other Asia 728.794 1,860.222 22.4 20.1
North America 205.034 526.987 6.3 5.7
Europe 85.391 341,702 2.6 3.7
Others 134,464 245.535 4.1 2.7
Total 3246,708  9,244.221 100.0 100.0
(b) Procurement by source (million, %)
Local 700.245  3,311.112 394 51.7
Japan 705.475  2,002.445 39.7 31.3
Other Asia 271.474 964-437 153 15:1
North America 20.710 71.670 1.2 1.1
Europe 15.876 26.986 0.9 04
Others 64.009 27410 3.6 04
Total 1,777.789  6,404.060 100.0 100.0
Sources: MITI [1995]; METI [2005].
Figure 4. Japanese outward FDI by destination
8,000
7,000 1
3 6,000 +
>5,000 |
£ 4000 - —4—China
g 3000 | —8— ASEAN-4
= 2,000 —4— India
1,000 1
I e = ""A_‘;‘F‘:'—'*:ﬁ‘@‘—
E 28 83 & 858283z g8 g 2
222 3RS D AHET R AI RS
Year
Source: www.mof.go.jp (accessed 21 October 2005).
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T Conclusion

The further rise of China as an industrial power, especially after its entry into the
%70, is now regarded as an opportunity rather than a threat for ASEAN. The above
==<ults show that whether this view is consistent with the underlying economic
Srces or not depends on the country in question. Both Singapore and Malaysia
<==m to gain both through inter- and intra-industry specialization if an FTA is formed
Serween ASEAN and China. Thailand appears to gain significantly as well through
era-industry specialization vis-a-vis China. An FTA between ASEAN and China
ey significantly impact Japan as well, since Japanese companies have invested in
#ese two regions substantially for the past two to three decades.

Indonesia and the Philippines, on the other hand, may not gain much. First,
ere has not been much intra-industry trade between China and these two ASEAN
semtries. Moreover, China and the Philippines have a very similar overall trade
‘sucture. This implies that the Philippines may not gain much through closer
‘=sonomic cooperation with China or India.

Substantial efforts are necessary to promote the industrial development of
‘Imdonesia and the Philippines. Otherwise, the formation of a China-ASEAN FTA may
‘e up speeding up the force of divergence that seems to have set in among ASEAN
‘ssuntries since the 1997-1998 crisis (see Okamoto [2005a: 50-52]).

. The promotion of economic cooperation between ASEAN and India, on the other
‘#and. may make sense in the long run, but its immediate impact on both sides as well
= on Japan still seems to be limited. First, the success of India continues to depend
|am the services sector. Second, there is still very little intra-industry specialization
I Sesween ASEAN and India. Third, the inflow of Japanese FDI into India is still small.

- T5= announcement of the formation of an FTA between India and ASEAN may make
Lynnomlc sense in the long run, but substantial benefits may not be expected at

|hst in the short run.
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