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#1 EU. NAFTA., #7777, #7F VT DOAD, GNP PPP)DL#(1999 45)

A (100 77 N) GNP(10{EUS k)
EU 375 7,841.0
NAFTA 401 9,828.2
w7 T 1,425 7,984.8
(BAR, HE* &EH)
BT VT - KIFEE 1,937 9,556.0
(ASEAN*? + LT
7 3 HE)

HET . #5817 World Development Report 2000/2001
EU—- N7y TAT 2R (F—F AFRH)

BT OT - REERLS (F—F AFERH)

*1OBREED

2 FNRA(T—HF AFELRA), ¥ v —GNP (AFAH)

1 TREONDERY, HETUT7OAOIEEU, NAFTA® 35~3.7 5, GN
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26% X 0 37%I2 R LTWA, EU~EEBALL #nLizboon, TR
THAHNAFTACKE, »F 4, AFva) RUOBRIZITEEAL D TEL TS,

F-EAOTRE L EV,
Fo HTIOTOMANESEGTE (%)
W7 VT k| HA NAFTA | EU S
i R T B 1985 26.3 16.9 30.9 10.8 100
B R TR 1996 38.9 13.4 21.3 15.4 100
i AR 1985 26.3 22.8 15.1 10.9 100
i AR TFE 1996 37.2 18.4 12.9 12.7 100
Hif#7 : IMF  Direction of Trade Statistics Yearbook
*  BAAEEL
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China-ASEAN Economic Relations: Prospects and Challenges for an East
Asian Free Trade Area

Abstract

The emergence of regional trading blocs is increasingly becoming a major
development in the global economy today. Between China and ASEAN, there
have been moves made towards the formation of a free trade pact to enhance
both trade and investment linkages. This paper reviews, first and foremost, the
changing trade and export structures in China and ASEAN, and examines the
bilateral economic ties between these countries. It further discusses the
implications of the nature of economic relations between China and ASEAN,
and also points out that a free trade arrangement between China and ASEAN
would directly contribute to revitalising the two economies and therefore
reinvigorate all economies in Asia. Ultimately, a China-ASEAN free trade zone
would enhance the process of regional economic integration towards an East
Asian Free Trade Area (EAFTA). Lastly, the paper explores the prospects and
challenges for an East Asian trading bloc.

Keywords: Industrialisation, trade structure, economic interdependence, free
trade agreement



Introduction

Regional trading arrangements are increasing becoming a trend in the global
economy today, as witnessed by the proliferation of free trade agreements (FTA)'
since the late 1980s. There are a number of free trade agreements in the world. Within
East Asiaz, there have been a number of initiatives towards the formation of free trade
pacts. The ASEAN Free Trade Agreement (AFTA) is one such regional trading
arrangement to promote and enhance trade and investment linkages with member
countries. Between the Association of Southeast Asian nations (ASEAN) and China,
there are also overtures made towards establishing a China-ASEAN free trade zone.
In 1997, ASEAN and China set up an umbrella organisation, the ASEAN-China Joint
Cooperation Committee to oversee already established ASEAN-China political,

economic, security and science technology exchanges.

ASEAN’s interest in an FTA with China stems from its desire to leverage on
the spectacular growth of the Chinese economy. Over the past decade, economic
growth in China averaged around 10% per annum while its GDP per capita trebled. In
contrast, the ASEAN economies experienced slow growth and even stagnation and
decline largely as a result of unfavourable developments in world trade. At the 4®
ASEAN Informal Summit held in Singapore in November 2000, Chinese Premier Zhu
Rongji’s proposal in enhancing economic ties with ASEAN through a FTA was met
with warm response from the Southeast Asian grouping, who realised that the growth
of economic links with China was vital to the region’s long term growth and
development. For the relatively smaller-sized ASEAN economies, regional

cooperation offers one route to overcome their disadvantage of smallness by pooling

i . . . . .
An FTA is an agreement among countries whereby tariffs and non-tariff barriers (e.g.,

quotas, licensing and products safety regulation) are abolished among members. However
each member retains its own external tariffs and other regulations for trade with non-member
countries.

In policy terms, preferred usage is free trade agreement or free trade arrangement

rather than free trade area because in reality and practice, it is difficult to do away with all
trade barriers among member countries. — Linda Low, “Regional Trading Arrangements in the
Context of the Multilateral Trading System in Asia”.
’ East Asia includes Japan, China, the 4 Newly Industrialised Economies (NIEs) of
Taiwan, Hong Kong, Singapore and South Korea, plus the other ASEAN member countries
(Brunei, Cambodia, Indonesia, Laos, Malaysia, Philippines, Thailand, Myanmar and
Vietnam). ASEAN-4 refers to Indonesia, Malaysia, the Philippines and Thailand. ASEAN-5
includes Singapore.
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resources and combining markets. By itself, no ASEAN country has the market size
and economies of scale to justify major manufacturing investments. With an
economically booming China that has a population of more than 1 billion, ASEAN
hopes to boost the attractiveness and competitiveness of the market place for
investment, and also attract some of the flood of FDI which has been flowing into
China.” A regional arrangement with China would also provide a secure alternative
outlet for ASEAN’s exports and reduce dependence on increasingly protected North

American and Western European markets.

The extent of benefits derived from closer economic integration between
China and ASEAN hinges on the bilateral economic relations between the two. Both
China and ASEAN share an evolving ‘dynamic’ economic relationship which is both
complementary and competitive in nature. The dynamics of China’s broadening
economic ties with ASEAN are influenced primarily by China’s drive towards
economic modernization and integration of the Chinese economy with the region. An
economically resurgent China in pursuit of an open door policy has far-reaching
implications for the East Asian region, including ASEAN. The economic rise of
China, with its huge development potential, could be a positive factor in enhancing
the region’s growth potential. However, the economic impact of China’s market-
oriented reforms depends on whether these economies are complementary or
competitive to China. The extent of the impact for the individual ASEAN countries
will differ depending on the trade structure, factor and resource endowment, and

stages of economic development of each ASEAN economy.

The structure of the paper is as follows. The next two sections study the trade
pattern and economic interdependence between China and the ASEAN countries. The
nature of their bilateral economic ties as well as the underlying implication is
discussed. The final section contains some concluding remarks on the prospects and

challenges for an East Asian trading bloc.

3

In the early 1990s, ASEAN countries were very attractive FDI hosts and they
accounted for 61% of total Asian investments, with only 18% directed at China. In a reversal
of this trend, the lion’s share of FDI now flows into China. In 1999, FDI into China totalled
US$40 billion, or 42% of the total capital flowing into Asia. By contrast, FDI to ASEAN was
US$16 billion, or just 17% of the total.
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Trade Pattern and Export Trends in China and ASEAN

China is a large continental-sized economy with a vast population, in contrast
to the ASEAN countries (except Indonesia) which are generally small and medium-
sized economies. Before embarking on economic reforms in 1979, the Chinese
economy is basically inward-looking in its orientation, with central planning as the
governing economic forces dictating production and consumption patterns in China.
In contrast, the ASEAN-5 economies are by nature very open and outward-looking,
and primarily operated on the free market system. Since the past three decades,
ASEAN-S has become one of the world’s most dynamic regions on account of its
dynamic export growth, fuelled largely by foreign investment. China is also rapidly
catching up since 1979; though China lags behind the ASEAN-5 in terms of export-
oriented industrialisation, it has experienced phenomenal export growth in recent
years. Over the past two decades, Chinese exports have increased at a hefty annual
rate of 18% from US$13.7 billion in 1979 to US$249.2 billion in 2000, making China
the world’s seventh largest exporting nation.* China had also become the most
favoured destination of all developing countries for foreign direct investment (FDI),

attracting more FDI than the rest of Asia combined, even without WTO membership.’

A salient feature in the remarkable performance of China and ASEAN is that
these economies adopted outward-oriented strategies to accelerate the pace of
industrialisation, create employment, earn foreign exchange and propel economic
growth. By and large, China and the ASEAN-5 have achieved considerable success
and economic benefits by adopting the policy of export-oriented industrialization
(EOT), as manifested in their generally high export-GDP ratios and high export
growth as shown in Table 1.5 As a result of pursuing the EOI strategy (China was a

late convert to this strategy), China and the ASEAN-5 are able to reap the gains from

4 China became the largest exporter among the emerging East Asian economies in
o o o

1999, accounting for 3% of world exports.

: Besides the lure of a vast domestic market, low costs and abundant labour, China’s
willingness to tackle structural reforms is giving it an edge over Southeast Asian countries in attracting
foreign funds. From 1988 to 2000, actual or utilised FDI in China increased at an average rate
of 23% per annum to reach a cumulative total of US$339 billion.

6 Considering that large countries tend to be less dependent on foreign trade than small
countries, it is notable that the export to GDP ratios for China and Indonesia exceeded 20%.
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trade and specialization as well as to attract more FDI. It also enabled them to capture

a rising share of the world market for their manufactured exports.

An examination of ASEAN’s trade structure in the early stages of
industrialisation reveal the degree of export orientation in certain commodities. The
ASEAN-4 were originally resource-based economies depending heavily on the export
of national resources and primary goods for economic growth. In Indonesia where the
main primary export commodity is crude petroleum, exports of primary products
comprised some 70 to 80% of total exports in the 1980s. In Malaysia, two-thirds of
the total exports in the 1980s were primary goods, mainly rubber, palm oil, timber and
iron ore. The primary export proportions in the Philippines and Thailand were around
50-60% in the 1980s. The Philippines’ principal primary exports were sugar, coconut
oil and copper, whereas the key primary export commodity from Thailand was rice.”

Not surprisingly, exports of ASEAN-4 to China, which 1s less endowed in natural

resources, were initially dominated by primary products.

Industrialisation has occupied an 1mportant place in overall economic
development of ASEAN and China. Due to the merit of EOI, the economies of China
and ASEAN have undergone dramatic structural changes during the past few decades.
For the ASEAN-4, the manufacturing sector now contribute to a growing proportion
of GDP, with manufactures accounting for a rising share of total exports. As seen in
Table 1, by the end of the 1990s, manufactured exports in Malaysia, Thailand and the
Philippines, have accounted for approximately three-quarters of their total exports. In
Indonesia, oil and gas still constituted about 80% of total exports but now,

manufactured exports have increased to almost half of its total exports.

It is sufficiently clear that the manufacturing sectors in ASEAN has grown at
relatively high rates during the last thirty years. Table 2 brings out the
industrialisation process of ASEAN-5 over the past three decades. In 1975, ASEAN-4
still had a sizeable agricultural sector, which was 37% of GDP for Indonesia, 28% for
Malaysia, 27% for the Philippines and 31% for Thailand. By 1999, their agricultural
share had dropped to 19% for Indonesia, 11% for Malaysia, 18% for the Philippines
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and only 10% for Thailand. Correspondingly, the relative share of the manufacturing
sectors rose. For Indonesia, the share increased from 11% in 1975 to 26% in 1999. In

Malaysia and Thailand, manufacturing accounted for 31.6% and 32.4% of GDP in
1999 respectively, up from the share of 16% and 18% in 1975. In Singapore, the share
rose from 21% in 1975 to 26% in 1999. However, its share declined slightly in the last
two decades as a result of an increase in importance of the service sector. The
Philippines, being an early starter in manufacturing, with its share in GDP already at

24% in 1975, experienced a decline in share to 22% in 1999.

The share of value-added in manufacturing in the GDP indicates a country’s
level of industrialisation. The measure, nevertheless, is fraught with some difficulties.
Countries with heavy protection for manufacturing will overvalue their manufacturing
output in relation to non-protected activities and in relation to othér countries with
Jower protection; the underpricing of agricultural production to keep the urban cost of
living down similarly tends to depress agriculture’s share in GDP and exaggerate the
share of manufacturing production. These difficulties are further exacerbated due to
the differences in the measurement of the value-added in the services sector among
countries.® Notwithstanding this note of caution, Malaysia, the Philippines, Singapore
and Thailand can be regarded as the relatively more industrialised economies in the

region.

It may be interesting to note that as a result of export-led industrialisation,
ASEAN’s trade structure has become more diversified whereby their exports are no
longer confined to mainly primary commodities. During the 1970s and 1980s, some
ASEAN countries experienced changes in the commodity composition of their foreign
trade, reflecting changes in their comparative advantage. Singapore, for instance, has
successfully changed its export structure by substantially reducing its export share of
traditional labour-intensive goods while increasing the share of more capital-intensive
products such as electrical machinery and equipment. Similar changes can also be

observed in Malaysia, Philippines and Thailand.

7 Lim Chong Yah, “Southeast Asia: The Long Road Ahead”, World Scientific
Publishing, 2001, pp. 49.
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Table 3 shows the trade structures between ASEAN and China for selected
years of 1970 to 1996. In 1970, ASEAN countries’ exports (except Singapore)
consisted almost entirely of primary commodities such as fuels, agricultural and raw
materials, ranging from 92-93% for Thailand, Malaysia and the Philippines, to nearly
99% for Indonesia. As a result of successfully diversifying their export structure
through industrialisation, manufactured exports of these countries has witnessed
remarkable growth. By 1996, the share of manufactured goods in total exports had
risen to 51% in Indonesia, 70-85% in Malaysia and the Philippines, and 84% in
Singapore. Of the manufactured exports, the traditional labour-intensive products like
textiles and clothing, assumed greater importance (except Singapore) with some
advances in machinery and transport equipment (mainly in electrical machinery and
other consumer engineering products). By 1996, export share of textiles, yarn and
clothing had risen to 5% in Malaysia, 14% in the Philippines and 13% (from almost a
null base in 1970) in Indonesia. For Thailand, the export figure rose from 8% to 13%
from 1970 to 1995. As for Singapore, her reliance on exports of traditional labour-
intensive items has gradually shifted toward capital-intensive products. In 1996,
Singapore’s exports were essentially dominated by machinery and transport

equipment, accounting for 63% of her total manufactured exports.

Compared with the ASEAN countries’ export structure, China’s trade
structure also exhibited significant shifts and rapid changes following China’s
phenomenal export growth in recent years. China’s exports of primary commodities,
which accounted for slightly more than half of its total exports in 1970, were
substantially reduced. Exports are now dominated by manufactured exports. As
shown in Table 3, the share of Chinese manufactured exports rose steadily from 47%
of total exports in 1970 to 86% in 1996. In the process, light, labour-intensive
industrial products such as textiles, clothing, footwear and toys, etc, became the
dominant export items for which China undoubtedly enjoyed strong comparative

advantage due to its abundant low-wage labour supply.

The import structure of ASEAN (except Indonesia) show a cyclical trend of

growing importance of manufactured products and a declining share of primary

8 Helen Hughes, 1978, “Industrialisation and Development: A Stock-taking”, UNIDO, Industry

and Development, No. 1.
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commodities. In 1996, of the manufactured impbrts, machinery and transport
equipment were the predominant categories, accounting for 51% in the Philippines,
60% in Malaysia and over 40% for the rest. China has an import pattern quite similar
to ASEAN. The import share of manufactures grew rapidly while the importance of
primary commodities were maintained at around 20% in 1996. Of the manufactured
imports, machinery and transport equipment expanded sharply to 39% in 1996 from a
level of 27% in 1984, ° This can be attributed to China’s adoption of industrialisation

strategy and the rapid growth of FDI activities in China.
Nature of Sino-ASEAN Economic Relations and Implications

In the past decade, there was respectable growth in trade and economic
relations between China and ASEAN as a whole, with trade value totalling around
USS$8 billion in 1991 to over US$39 billion in 2000. In terms of trade volume,
China’s trade with Southeast Asia, as of 1999, from the highest to lowest, are with
Singapore, followed by a distance by Malaysia, Indonesia, and Thailand, then trailing
far behind is the Philippines (Chart 1). The significant growth in bilateral trade
between China and ASEAN, with Singapore accounting for the bulk of China-
ASEAN trade, stemmed mainly from the growth and expansion of their respective
economies. ASEAN is now China’s fifth largest trading partner, following the us,

Hong Kong, Japan and the European Union."

However, while bilateral trade increased steadily between China and ASEAN,
the degree of integration and interdependence between the two sides did not increase
in the same proportion. China-ASEAN trade does not account for a significant portion
of each other’s total trade. Mutually competitive rather than complementary structures
of China and ASEAN prevented significant growth in trade and investments from

taking place, with the possible exception of China-Singapore ties.

’ 1984 figure for China’s imports of machinery and transport equipment taken from

1990 issue of UNCTAD, Handbook of International Trade and Development Statistics.
0 ASEAN now account for about 7% of China’s foreign trade, and China account for
approximately 5% of total ASEAN trade.
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The relative trade interdependence between China and ASEAN is illustrated in
Table 4 . The ASEAN countries do not constitute a major market for China. In terms
of China’s exports to ASEAN-5, the highest to lowest in terms of percentage of
China’s total exports (using average of 1980 to 1999) are with Singapore (3.1),
Thailand (0.9), Malaysia (0.8), Philippines (0.7) and Indonesia (0.6). Altogether, the
ASEAN-5 received only an average of 6.1% of China’s total exports from 1980 to
1999.

From the ASEAN-5’s perspective, their imports from China also do not
represent a large percentage of their total imports. From 1980 to 1999, the average for
Singapore was 3.9%, followed by Thailand (3.2%), Indonesia (3%), Malaysia and
Philippines (both 2.5%). That China’s potential as a market for ASEAN is not being
tapped significantly can also be seen in that during the same period, Singapore
shipped only an average of 2.1% of its total exports to China. For Thailand, the figure
was 2.6%, for Indonesia 2.4% and for Malaysia, 1.9%. The Philippines shipped only a
meagre 1.3% of its exports to China. In fact, one can note that for ASEAN, China is
much more important as a source of supply for imports rather than as an outlet for

ASEAN’s exports.

That China and ASEAN are not each other’s major export markets suggest
their trade structures are fundamentally competitive than complementary. Both sides
are economically oriented towards the industrialised countries of the West and Japan.
As shown in Table 5, in 1999, 57% of China’s total exports and 57.5% of ASEAN-4’s
(average) were destined for the industrialised countries. It may be further added that
another indication for the presently low degree of economic interdependence of Sino-
ASEAN trade can be attributed to their small FDI inflow towards each other. As
illustrated in Table 6, the bulk of FDI in China originated from East Asia, comprising
Hong Kong, Taiwan, Japan and South Korea, and hence, China’s higher levels of
trade with these East Asian economies. On the other hand, the FDI share of the
ASEAN-5 in China had been rather small, rising from 2.4% in 1992 to 7.6% in 1996,
and then declined to 7% in 2000. Of the ASEAN share, Singapore is actually

responsible for about three quarters of FDI flows.



An important implication arising from the lack of complementarity of Chinese
and ASEAN economies is that ASEAN will compete head-on with China in the
developed countries’ markets in the export of both traditional and non-traditional
manufactured goods. China-ASEAN rivalry in the international market for
manufactures cannot be entirely ruled out given the similarity of industrial and export
structures in these Asian economies. As China drives towards economic
modernization, its trade expansion will intensify competition with, or even produce
some displacement effects on the ASEAN economies’ exports in the markets of
developed countries. As is already occurring, the ASEAN economies are facing
competitive pressures from China which is fast becoming a manufacturing threat to

many Asian countries, not just in Jow-tech areas but also in some high-tech sectors.

In the area of traditional 1abour-intensive industries like textiles, clothing and
footwear (TCF), China’s gains have come at the expense of ASEAN’s. While the
NIEs are viewed as less vulnerable because of their move up the value-added ladder,
the ASEAN-4 countries are somewhat apprehensive of China as a formidable rival in
the trade of labour-intensive goods. As illustrated in Chart 2, China-made TCF now
account for one-fifth of the US market share compared to a mere one-tenth market
share by the ASEAN-4 economies. With China’s WTO accession, ASEAN nations
will find it increasingly tough to compete with China which is already export
competitive in labour-intensive manufactures. Come 2005, China would considerably
boost its share of TCF exports when the US and Europe are required to drop all

remaining import quotas on garments and shoes.!! According to the World Bank, the

a World trade in textile and apparel was previously governed by the Multi-Fibre Agreement

(MFA) which permitted the use of quotas without compensation. On | Jan 1995, the MFA was
replaced by the Agreement on Textiles and Clothing (ATC) which applies to all WTO members.

According to the ATC, all textile and apparel products will be integrated into the WTO trading
regime, with elimination of quotas over a 10-yr period ending on 1 Jan 2005. Under the agreement,
WTO members will include 16% of their textile and apparel trade (based on 1990 import volumes) into
the WTO regime on 1 Jan 1995, another 17% on 1 Jan 1998, an additional 18% in 2002, and the
remaining 49% on 1 Jan 2005. For products still under quota systems within the transitional period,
existing quota growth rates on major suppliers will be accelerated by 16% from 1 Jan 1995 onwards,
25% from 1 Jan 1998 onwards, and 27% on 1 Jan 2002 until end-2004. For small suppliers (countries
accounting for 1.2% or less of import quotas), quota growth rates will be advanced by one stage (by
skipping the 16% stage).

However, according to the US-China WTO bilateral agreement, two ‘safeguard measures’
were imposed. First, a transitional safeguard will be put in place for 12 years on China’s admission into
the WTO (this is to minimise the risk of widespread market disruption caused by a surge in imports).
Second, for assessing anti-dumping charges, the US would continue to apply the ‘non-market
economy’ (NME) methodology for another 15 yrs.
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phasing out of quotas on textile and apparel exports could enable China to accelerate
its share of global apparel exports from 20% to 47%.'* That will send shockwaves
through Mexico, India, the ASEAN-4 and other nations whose exports rely on cheap

labour.

For non-traditional and more capital-intensive manufactures like consumer
and industrial electronics (e.g., computers, printers, disk drives, etc), the growth of
China’s exports is far more dynamic in terms of market expansion. In fact, over the
years from 1996 to 2000, machinery and electronics have grown to dominate China’s
export structure, rising form 32% in 1996 to 42% in 2000, and gradually displacing
the traditional items of TCE."” China is fast claiming the dragon’s share of US
electronics imports at the expense of other Asian countries. This brings to the fore the
adverse impact on ASEAN of the onslaught of China’s non-traditional exports to the
world market. As illustrated in Chart 3, although the electrical and electronic exports
of the ASEAN-4 and the NIEs combined are significantly higher than China’s, China
is rapidly taking on these Asian competitors as evident in its increasing share of the
US market for these products over the years. In 1990, for instance, China’s share of
the US electronics market was only around 2% but this share has now increased to
9.7% by 2000, comparable to 8.4% for Taiwan and 9.8% for South Korea, and higher
than the ASEAN-4 countries — 9.2% for Malaysia, 1.02% for Indonesia, 3.0% for the
Philippines, and 4.5% for Thailand. China is set to overtake both the NIEs and the
ASEAN-4 whose export competitiveness will be fast eroded by China’s growing

strength in these non-traditional items.

China’s growing share of the US market for electronics confirms China’s
emergence as a major outsourcing centre for the global electronics industry. Southeast
Asian countries such as Malaysia and Thailand are perceived to be more vulnerable as
they compete on cost and do not have as large domestic markets as China’s to attract

foreign electronics manufacturers to their shores. China’s rapid increase in

2 “China Coping With Its New Power”, BusinessWeek, 16 April 2001.
. John Wong, Sarah Chan, “China’s Rapidly Changing Export Structure”, EAI
Background Brief No. 85, 9 Apr 2001,
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electronics exports owes a great deal to foreign-invested enterprises from Taiwan'®
and MNCs from other countries using China as an assembly base for components or
finished exports. Given China’s ability to attract massive FDI relative to ASEAN,
China’s export momentum in the non-traditional and more capital-intensive items
would be sustained, with China’s WTO accession being a further catalyst for growth
as barriers to foreign investment fall. China’s electronics exports to the US are
therefore poised to overtake those of ASEAN in the next few years. This will
essentially pose a threat to a sustained economic recovery in ASEAN-5 which depend

on the global electronics industry as an important source of growth.

According to a White Paper report recently released by the Japanese
government, China is not only superior in the textile industry but is also gaining the
upper hand in manufacturing IT-related equipment and even creeping up on Japan in
high-tech sectors.”> China’s enormous pool of cheap labour as well as its large,
integrated and established industrial base, already gives it a huge competitive edge
over its ASEAN rivals. Unlike Japan and the NIEs which were forced to shed their
comparative advantage in labour-intensive products, China is an exceptional case
whereby it is able to contain the evolution of comparative advantage within its own
borders. This is because currently, the more developed coastal regions of China are
transferring their losing comparative advantage in labour-intensive products to
Central and Western China, which are presently the focus of China’s future
development efforts. This means that China, for years, can continue to flood the world
market with low-cost manufactured items even when many parts of China have
achieved middle-income status. Needless to say, ASEAN will face an even more

serious export threat from China, which can still retain its comparative advantage in

K China is already the world’s third-largest manufacturer of PCs sold with brand names

such as Dell and IBM, and it is moving quickly into more complex product lines. Most of the
investment has come from Taiwanese companies which have committed an estimated US$10
billion — mainly in electronics manufacturing — in China in the past two years. Within a
decade, the mainland will likely be the world’s largest producer of information technology
hardware. “China poised to be high-tech power”, The Straits Times, 31 May 2001; “China’s
Coming Tech Boom”, Asian Wall Street Journal, 23 May 2001.

3 “Economic Supremacy now lies with China, say Japan”, The Straits Times, 3 May
2001.
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labour-intensive products even though it is moving up the manufacturing chain

producing technologically advanced goods.
Prospects and Challenges for an East Asian trading bloc

Greater economic interdependence between the Chinese and ASEAN
economies would be required to boost bilateral trade between China and ASEAN
Given the similarity in trade structures and fundamentally competitive nature of Sino-
ASEAN economic relations, there are serious concerns in ASEAN that a closer
economic embrace with China through an FTA will bring fiercer competition than
opportunities. Countries like Thailand, Indonesia and Malaysia are already feeling the
heat from China which is flooding their domestic markets with cheap and quality
items. In Vietnam, for instance, Chinese-made motorcycles, including counterfeits of
world-famous brands, are swarming the local market in large quantities, threatening to
derail the government’s policy of nurturing the local motorcycle industry by luring
FDL'® Undisputably, China’s economic rise is unsettling ASEAN. Its economic
resurgence is acknowledged by Japan who publicly admitted that economic
supremacy is shifting to China, which could well replace Jape{n as the engine of
growth in East Asia. Indeed, concerns about a trade bloc dominated by China have led
the ASEAN economies to adopt a cautious approach and avoid rapid progress towards

aregional FTA.

Ultimately, a free trade zone between China and ASEAN would directly
contribute to revitalising the two economies and therefore reinvigorate all economies
in Asia. An FTA between China and ASEAN would enhance the process of regional .
economic integration towards an East Asian Free Trade Area (EAFTA). In East Asia,
there have been fledging steps pointing toward a nascent sense of East Asian
regionalism. Since the 1997 financial meltdown, ASEAN and the Northeast Asian
nations have come closer and agreed to a series of currency swap arrangements to
insulate the region from further financial crises. ASEAN leaders have also held
annual summit meetings with China, Japan and South Korea in the ‘Asean+3’

process. However, there have so far not been any formal regional pact involving these

e “China swamps Southeast Asia markets”, The Nikkei Weekly, 4 June 2001.

146



East Asian economies. There are a few main issues that must be addressed n

considering the case for an EAFTA.

Historically, the major players in the region, notably China and Japan, have
been political rivals. Although time, trade and intra-regional investments have gone a
long way toward bringing the former adversaries closer, they still do not appear ready
to form a FTA with one another. Unresolved territorial issues like the Diaoyu islands
(Senkakus) dispute still exist between Japan, China and Taiwan, while other regional
issues like the Korean Peninsula remain politically sensitive. Further, the South China
Sea territorial and maritime disputes remain a potential flashpoint in Sino-ASEAN
relations. Therefore, forming an EAFTA would be a formidable task considering the

deep-seated hostilities among some East Asian countries.

Another important factor that constitutes a major obstacle to any discernible
movement towards an EAFTA is the possible threat of retaliatory actions from outside
the region, particularly the US which absorbs most of East Asian exports. An
exclusive trading club would arguably have trade diversion effects on other non-
member countries and this might raise the specter of retaliation, resulting in
undesirable repercussions for the region which accounts for approximately one-fifth

of the world’s GDP and exports.

In addition, with many economically and politically diverse countries
involved, establishing an FTA would be extremely daunting. Countries in East Asia
are at different stages of economic development and there is the risk that ASEAN may
be eclipsed if an EAFTA were to be formed. Economically, ASEAN members pale in
comparison with their East Asian neighbours; the economies of China, Japan and
Korea combined produce more than five times as much as their poorer Southeast
Asian countries. Serious consideration of a FTA, either with China alone or all three
Northeast Asian partners, will foremost require ASEAN members to strengthen and
free up their own economies. However, this is a tall order for countries that have still
not fully recovered from the 1997 regional financial crisis since most have yet to
undertake comprehensive structural reforms and some are presently mired in domestic
political turmoil, like Indonesia. Without doubt, these will stall AFTA and delay

ASEAN economic integration, affecting member states like Vietnam, Myanmar, Laos
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and Cambodia which are still economically backward and not fully integrated with
their richer ASEAN neighbours. In view of the present political and economic
difficulties facing ASEAN, a headlong rush into EAFTA will inevitably undermine

the regional grouping.

Internally, there are also other complexities which will make the ultimate goal
of a comprehensive FTA difficult to achieve. Trade friction exists among countries
like Japan, Korea and China; Korea has long struggled with the problem of excessive
imports from Japan, resulting in a chronic trade deficit with that country. Similarly,
trade friction exists between China and Japan; in April this year, Japan imposed tariffs
of more than 100 per cent on stone leeks, mushrooms and rushes for tatami mats in a
bid to protect its producers from a flood of cheap Chinese farm imports. In retaliation,
China clamped down on imports of Japanese cars, triggering a new Sino-Japan trade
dispute. Given the tricky trade issues yet to be resolved arr{ong these economies,

establishing an EAFTA would certainly be a Herculean task.

At the 4" ASEAN Informal Summit held in Singapore last year, Zhu Rongji
raised the prospect of a China-ASEAN free trade zone but made no mention of
ASEAN evolving into a powerful East Asian trading bloc including its key dialogue
partners — China, Japan and South Korea. China favours, in principle, some sort of
open Asia Pacific economic cooperation. To China, cooperation is seen as facilitating
enhanced economic interaction with the most dynamic economies in the world — an
attractive prospect for an economy seeking to move from the autarkic development
strategy of the past to a more open economic development policy. Likewise too for
ASEAN countries which are orientated towards non-discriminatory and outward
looking regionalism in East Asia. In general, both ASEAN and China remain
committed to open trade and investment regimes as both are heavily dependent on the
industrialised countries like the US and Japan as their major markets and sources of
capital and technology. Without access to global markets, the opportunity for
economic dynamism in the region would be severely constrained. This is clearly a big
deterrent against any hard and closed regional FTA in East Asia. For these and other
reasons already discussed, establishing EAFTA will be fraught with numerous
obstacles. The materialization of such a trans-regional free trade area will also mean

that the process will not be swift but gradual.
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TABLE1 PERFORMANCE INDICATORS OF EAST ASIAN ECONOMIES
PPP
estimates Mfg Gross
GNP of GNP Annual | exports | Exports Gross Domestic
per- per- Export | as % of | as % of Domestic Investment
Population | capita capita Growth | total GDP | Savings as % as % of
M) | (Uss) Ew@ Growth of GDP (%) (%) | exports of GDP GDP
1960 | 1970 | 1980 | 1990 1990- 1990
1999 1999 1999 =70 | -80 | -90 | -98 1998 | 1999 | 2000 | 1990-98 1997 1999 97 1999 | -97 | 1999
Japan 127 32,230 | . 24,041 109 | 5.0 4.0 1.3 | -25* | 0.8° 2.3 39 95 11 34 30 30 29
China 1250 780 3,291 52 | 5.8 | 102 | 111 7.8 7.1 8.0 14.9 85 22 43 42 39 40
NIEs
South 47 8490 14,637 8.6 9.5 9.4 6.2 -6.7 10.9 8.8 157 87 42 36 34 37 27
Korea
Taiwan 22 13,248 n.a. 92 | 97 7.1 | na. 4.6 54 6.0 2.4 96 42 26 26 23 23*
Hong Kong 7 23,520 22,939 10.0 | 9.3 6.9 4.4 -5.3 3.1 10.5 9.5 93 132 32 30 31 25
Singapore 3 29,610 27,024 8.8 8.5 6.4 8.0 0.1 59 9.9 13.3 84 n.a. 48 52 36 33
ASEAN-4
Indonesia 207 580 2,439 3.9 7.6 6.1 58 | -13.1 0.8 4.8 8.6 42 54 33 24 33 14
Malaysia 23 3,400 7,963 6.5 7.8 53 7.7 -7.4 5.8 8.5 13.2 76 124 38 45 39 32
Philippines 77 1,020 3,815 5.1 6.3 1.0 3.3 -0.6 3.3 3.9 11.0 85 56 17 16 22 21
Thailand 62 1,960 5,599 8.4 7.2 7.6 74 | -10.8 4.2 4.2 11.1 71 57 34 32 39 21
Notes: (1) adenotes data obtained from Far Eastern Economic Review

(2) b denotes statistics from Asiaweek
(3) 1998 to 2000 GDP figures for China, NIEs and ASEAN-4 derived from Asian Development Outlook, 2001
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(4) * denotes figure extracted from Asian Development Outlook 2001
(5) n.a. denotes not available

Sources: World Bank, World Development Report 2000/2001, Washington D.C.: Oxford University Press; 2001 World Development Indicators; Asian Development Outlook
2001; Statistics Department, Taiwan Ministry of Economic Affairs, http://www.moea.gov.tw; “Bottomline”, Asiaweek, 4 May 2001; and “Prices & Trends”, Far Eastern
Economic Review, 13 April 2000.
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TABLE 2 ASEAN: SECTORAL DISTRIBUTION OF GDP (%)

Industry
Agriculture All Manufacturing Services

1975 | 1980 | 1990 | 1999 | 1975 | 1980 | 1990 | 1999 | 1975 | 1980 1990 | 1999 | 1975 | 1980 | 1990 | 1999
Indonesia 36.8 | 24.8 19.4 194 | 273 | 434 | 39.1 42.9 11.1 116 | 207 | 258 | 359 | 31.8 | 415 | 377
Malaysia 277 | 23.8 15.2 108 | 26.8 | 30.0 | 422 | 46.2 16.4 186 | 242 | 31.6 | 455 | 462 | 426 | 43.1
Philippines 266 | 25.1 21.9 17.6 | 330 | 3838 34.5 304 | 24.1 257 | 24.6 | 21.5 | 404 | 36.1 43.6 | 520
Singapore , 1.6 1.3 0.4 0.2 304 | 38.1 344 | 356 | 214 | 29.1 27.1 259 | 404 | 606 | 653 | 64.1
Thailand 30.5 | 23.2 12.5 104 | 25.0 | 28.7 37.2 | 40.1 18.1 21.5 272 | 324 | 445 | 481 503 | 49.6
China - 30.1 27.0 17.3 - 48.5 | 41.6 | 49.7 - 442 | 37.0 | 43.1 - 214 | 313 | 329
South Korea 24.5 14.9 8.5 5.0 33.8 | 413 | 43.1 43.5 260 | 297 | 28.8 | 31.8 | 41.7 | 437 | 484 | 515

Note: For 1975, GDP data are at constant market prices, 1980-1990, at current market prices.

Sources: Asian Development Bank, Key Indicators of Developing Member Countries of ADB (1984); Key Indicators of Developing Asian and Pacific Countries

(2000).
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Table 3 Trade Structures of China and ASEAN, 1970 and 1996

(2) *indicate figures extracted from Almanac of China’s Foreign Economic Relations and Trade, relevant issues.

B % Share of Merchandise Exports
Primary Commodities | Manufactured Goods of which Textiles and Clothing
Machinery & Transport Other Manufactures
Equipment

1970 | 1985 | 1996 | 1970 | 1985 | 1996 | 1970 1985 | 1996 | 1970 1985 1996 | 1970 | 1985 | 1996
China 54* S1* 15% 47* 50* 86* - 3 22 - 29 57 29° 24" 25
ASEAN-5
Indonesia 99 89 49 1 11 51 0 1 8 0 9 40 0 3 13
Malaysia 93 73 23 7 27 76 2 19 51 5 7 22 1 4 5
Philippines 92 43 16 8 27 84 0 7 57 7 17 25 2 7 14
Singapore 70 42 14 28 51 84 11 33 63 14 13 15 6 4 2
Thailand 92 61 264 5 38 734# 0 9 324 4 28 384 8 14 134

% Share of Merchandise Imports
Primary Commodities Manufactured Goods of which Textiles and Clothing
Machinery & Transport Other Manufactures
Equipment

1970 | 1985 | 1996 | 1970 | 1985 | 1996 | 1970 1985 | 1996 | 1970 1985 1996 | 1970 | 1985 | 1996
China - 33 20 - 61 79 - 39 39 - 12 27 - 6 12
ASEAN-5
Indonesia 20 27 29 80 72 71 35 35 41 32 19 17 12 4 6
Malaysia 42 28 13 57 72 85 28 44 60 22 19 18 6 4 3
Philippines 32 42 22 68 37 78 35 14 51 21 11 18 6 4 5
Singapore 42 43 16 56 55 83 23 31 56 28 19 21 12 5 3
Thailand 21 36 184 75 60 g1# 36 28 47# 26 18 234 9 5 4%
Note: (1) “~"means not available

(3) a denotes figure extracted from World Development Report 1994/1995; b denotes figure taken from China Foreign Economic Statistics, 1971-1991
(4) # denotes 1995 figures
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(5) Items in the table refer to products which are classified according to the SITC 2-digit level. Primary co
agricultural raw materials [2-(22+27+28)], fuels (3), ores and metals (27+28+68). Manufactured goods are
(7); other manufactures [(6 + 8) — 68]; textiles and clothing (26+65+84)

Source: UNCTAD, Handbook of International Trade and Development Statistics, 1990, 1996/1997, 2000.

mmodities consist of all food items (O+1+22+4),
[(5 to 8) — 68]; Machinery & transport equipment
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Table 4 Chinese Trade Interdependence with ASEAN

Exports to China as % of total
Chinese imports

Exports to China as % of the exporting
country’s total exports

1980 1986 1990 1994 1999 Average 1980 1986 1990 1994 1999 Average
(1980- (1980-
1999) 1999)
ASEAN 3.5 3.5 6.3 59 8.7 6.0 9.9 8.9 12.0 16.1
Singapore 1.1 1.3 1.6 2.1 2.5 1.7 1.6 2.5 1.5 2.2 3.4 2.1
Thailand 0.7 0.7 1.3 0.8 1.7 1.0 1.9 3.1 1.2 2.0 3.6 2.6
Indonesia 0.1 0.8 1.6 1.4 1.8 1.2 - 1.0 3.3 3.3 4.8 2.4
Malaysia 1.2 0.4 1.6 1.4 2.2 1.2 1.7 1.2 2.1 33 2.7 1.9
Philippines 0.4 0.3 0.2 0.2 0.5 0.3 0.8 2.1 0.8 1.2 1.6 1.3
Imports from China as % of total Imports from China as % of the exporting
Chinese exports y .
country’s total imports
1980 1986 1990 1994 1999 Average 1980 1986 1990 1994 1999 Average
(1980- (1980-
1999) 1999)
ASEAN 6.5 6.1 6.2 53 5.5 14.0 17.4 13.0 13.4 23.0
Singapore 2.3 3.9 3.2 2.1 23 3.1 2.6 5.6 3.4 2.8 5.1 39
Thailand 1.7 0.5 1.4 1.0 0.7 0.9 4.5 2.9 3.3 2.6 4.5 32
Indonesia 0.1 0.5 0.7 0.9 0.9 0.6 1.8 3.1 3.0 4.3 6.8 3.0
Malaysia 1.0 0.7 0.6 0.9 0.9 0.8 2.4 3.6 1.9 2.3 33 2.5
Philippines 1.4 0.5 0.3 0.4 0.7 0.7 2.7 2.2 1.4 1.4 3.3 2.5

Source: IMF, Direction of Trade Statistics, relevant issues.

155



TABLE 5 INTRA-REGIONAL TRADE IN EAST ASIA, 1999
To Industrialised Countries (%) China NIEs ASEAN-4 East East Asia
Total Exports Total USA Japan EU % % Yo Asia less Japan
(US$ Million) % %
China 194,931 57 21.5 16.6 16 - 273 3.2 471 30.5
Japan 419,207 53.7 31.1 : 18.7 5.6 21.6 8.6 35.8 35.8
NIEs
S. Korea 143,647 50.5 20.6 11 15.8 95 14.1 7.7 423 31.3
m?é: 121,590 n.a. 25.4 9.8 15.7 2.1 26.7 73 45.9 36.1
ong Song 173,793 49.4 239 5.4 16.9 33.4 6.4 32 48 4 43
Singapore > . . - . . . .
114,730 45.6 19.2 7.4 155 3.4 15.7 23.4% 499 425
ASEAN-4
Indonesia 57.282 55.7 16.1 20 15.3 4.8 23.4 57 53.9 33.9
%m._&.m_m 84,550 53 21.9 11.6 16 2.7 28.5 6.3 49.1 375
ippines 35.474 63.6 29.6 13.1 19.3 16| 238 6.9 45.4 323
Thailand ) . . . . : . . .
61,797 57.5 21.5 14.5 17.8 3.6 19 73 44.4 29.9

Notes: (1) East Asia region here comprises Japan, China, the four NIEs and ASEAN-4.

(2) * Figure for Indonesia is not available.
(3) n.a. denotes not available.

Sources: IMF, Direction of Trade Statistics Yearbook 2000; Statistics Department, Taiwan Ministry of Economic Affairs,
http://www.moea.gov.tw.
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TABLE 6 FOREIGN DIRECT INVESTMENT IN CHINA (US$ MILLION)

B 1992 1993 1994 1996 1997 1998 1999 2000
Actual Actual Actual Actual Actual Actual Actual Actual
Amount Amount Amount Amount Amount Amount Amount Amount
Invested %o Invested % Invested % Invested % Invested % Invested %o Invested % Invested %
Total 11292 100 27771 100 33946 100 42135 100 45257 100 45463 100 40319 100 40715 100
ASIA PACIFIC 9900 87.7 23333 84 28267 83.2 | 32714 | 77.6 | 30389 | 67.1 26626 58.6 23210 574 22202 54.5
Hong Kong 7706 68.2 17445 62.8 19823 58.4 | 20852 | 49.5 | 20632 | 45.6 18508 40.7 16363 40.6 15500 38.1
Taiwan 1053 973 3139 11.3 3391 10 3482 8.3 3289 7.3 2915 6.4 2599 6.4 2296 5.6
Japan 748 6.6 1361 49 2086 6 3692 8.8 4326 9.6 3400 7.5 2973 7.3 2916 72
South Korea 120 1.1 382 1.4 726 2 1504 3.6 2142 4] 1803 4.0 1275 3.1 1490 3.7
ASEAN 271.6 2.4 1005.9 3.6 2240.6 6.6 3184.3 7.6 3418 7.6 4197 9.2 3274 8.2 2837 7.0
Indonesia 20.2 0.18 65.8 0.2 115.7 0.3 93.6 0.2 80 0.2 69 0.2 129 0.3 147 04
Malaysia 24.7 0.22 91.4 0.3 509.4 1.5 460.0 1.1 382 0.8 340 0.7 238 0.6 203 0.5
Philippines 16.6 0.15 122.5 0.4 201.0 0.6 55.5 0.1 156 0.3 179 03 117 0.3 111 0.3
Singapore 125.9 1.1 491.8 1.8 1179.6 3.5 2247.0 5.0 2606 5.8 3404 7.5 2642 6.6 2172 5.3
Thailand 84.3 0.75 234 .4 0.8 2349 0.7 328.2 0.8 194 04 205 0.5 148 0.4 204 0.5
USA 519 4.6 2068 7.4 2491 7 3444 8.2 3239 7.2 3898 8.6 4216 10.5 4384 10.8
Others 873 7.7 2370 8.5 3188 9 5977 14.2 8192 18.1 10729 23.6 9619 239 10218 25.1

Sources: Statistical Yearbook of China (1992-2000); and China Monthly Statistics.
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Hybridization as Business Edge:
The Experience of Singaporean Businessmen in China
As a result of the integration of world economies, business activities are increasingly
becoming global. Singapore now facing myriad unfavourable conditions, among which a
small market, lack of raw material and cheap labour as well as exorbitant production cost,
Singaporean businessmen are driven to seek opportunities overseas. China is one of the

popular targets of investment in recent years.

However, it is not easy to succeed in China. To many Singaporean Chinese investors and
entrepreneurs, some obstacles were unanticipated. Despite the fact that China boasts a large
market and cheap labour, which make up for the many inadequacies investors in Singapore
have to contend with, there is a host of new problems to be overcome: social and cultural gap,
conflict of values, inadequate understanding of modes of operation of China’s market, lack of
experience, as well as difficulties in management created by distance. In the cases we studied,
the road to success was often a long and bumpy one, with not a few suffering severe knocks
and returning scathed. Nevertheless, there were others who managed to overcome hardships

and carve out a niche for themselves in the vast Chinese economy.

This essay attempts to probe the experiences of Singaporean Chinese investors in China,
particularly the difficulties they met with while exploring the mainland market, as well as
their responses and solutions to such difficulties. The analysis will hopefully provide a
glimpse into the commercial and cultural differences as well as similarities between these

two countries and serve as an examination of the cultural integration born of these similarities

and differences.

The sources of information for this essay were drawn from a survey conducted on the

development of Singaporean family enterprises overseas, which included recorded interviews
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with 20 respondents from various enterprises.’ The targets of investment for this group of
family business operators were Malaysia, Indonesia and, to a lesser degree, East Asia and a
few regions in Europe and America. Among them, 15 entrepreneurs had investment interests

in China.

The interviewees were all males, with 14 of them aged from 30 to 49, accounting for more
than 70 % of the total number of respondents. Aside from two Eurasians, aH were Chinese. In
terms of educational background, fifteen of them were English-educated, which accounted
for 75 % of the respondents; three were Chinese-educated, a mere 15 %, while two were
bilingual. In terms of educational qualification, 16 had tertiary education, which accounted
for 80 % of respondents, others were polytechnic graduates, while the least educated among

them had finished secondary school.

Eighty five percent of the interviewees were either managing director, general manager or

chairman of companies. More than 75 % of them regarded themselves as entrepreneurs.

Guanxi and Its Workings

Guanxi is an important element in the business conduct of the Chinese businessmen.
This kind of informal social interaction has always been a vital business strategy and resource,
the effectiveness of which cannot be underestimated. Guanxi can help expand business and
influence the way trade operators make their decisions; indeed it is not uncommon for
companies to channel their investment into trades outside their line of business because of the

availability of social ties and connections.
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One family enterprise set up 30 years ago owns subsidiary companies in Indonesia, Malaysia
and China. The general manager of the company repeatedly stressed during our interview the
fact that guanxi is all-important; that his company ended up investing in food and hotel
industries in China — businesses that were not within their original lines of business — because
of “their excellent relations with the Chinese”.
The management staff of the company are all clansmen to each other. During a group
tour to their hometown, Xiamen, they met with the local government officials and the
mayor, who offered attractive trading terms which got them thinking about investing.

This was more a chanced engagement than a pre-planned one.

My boss was born in Xiamen, where some of his relatives live. They are people in
respectable positions with good guanxi.

It is much the same with investing in Malaysia. Our investment in Indonesia was a
business expansion from the Malaysia operations. Although there was no direct link,
we managed to get to know the local clansmen through friends, and from there we
built up our guanxi.
Making good use of guanxi to make up for inadequate knowledge about the local market is a
much-used tool favoured by Chinese businessmen thinking of business expansion. As the
manager said:
As far as our bosses are concerned, the main aim 1s to obtain information through
personal or private guanxi, not through the government or other formal, official
channels. It is not even important whether the guanxi comes from the high-level
personnel.
However, building good guanxi with high-level personnel or government officials 1s
something that should never be overlooked. This manager from Singapore was frank in

admitting that friendship with government officials of Indonesia, Malaysia and China is very

useful indeed.
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It is evident from our interviews that guanxi as a business tactic is still very much alive in the
Chinese business world today. But it must also be emphasized that there are some who have
other thoughts. In fact, in our survey, most Singaporean Chinese entrepreneurs who were
born and bred in Singapore set up shop in China strictly because of pure business
considerations, such as market, cost of operation, labour. One of the companies we Surveyed
transformed a traditional family business successfully by adopting modern management
methods. Its chief executive officer firmly believed that “guanxi is not important, rather, it 1s

the strategic vision of the entrepreneur that is vital in overseas investment.”

People like the CEO mentioned above often realize the importance of guanxi only after
setting foot on the China market. Even though economic activity itself has always been
embedded in the larger networks of social relations, inter-personal relations thus inevitably
drawn into the realm of economic transactions, in China, guanxi 1s important because of the
irregularity of modes of business operations in the country and the sheer lure of profit.
Because of the immaturity of the trade economy and the lack of clear-cut rules and
regulations concerning the business conduct, the line between the economic and the social is
blurred; economic relationship is social relationship or rather, the latter precedes the former.
Business and personal lives intertwine. This is a point which Singaporean businessmen
seemed to fail to grasp. With no psychological preparation at all, they plunged into the China

market head-on and got themselves into a fix:

We never knew things could turn out to be that bad. We went to China to invest not
because we were more familiar with the country or there was guanxi, or that both
parties speak Mandarin. We went to China just like we went to any other country. We
thought people there needed jobs, they needed money, that’s all. We figured as long
as we offered them good salary and treated them well, and with our own set of
machinery and equipment, things would be fine.



Before that we had already been in Hong Kong for two or three years, and we were
doing alright. The huge market in China was a temptation to us but looking back now,
plunging into a venture on the strength of this alone is not a wise act. Before we went
in, we had no guanxi. It is obviously a disadvantage not to have any social links..

We did not have very good relations with the locals. Of course when we went there to
hold exhibitions, we came into contact with many people there, but that isn’t guanxi.

In China, knowing the human environment and having good relations with the
government officials are very important. When we first went there, we didn’t quite
understand this, it was only much later that we developed the guanxi slowly.

Basically, I think it is very important to establish guarnxi. Our company has built good
relations with the Chinese. In China, it takes time to build up guanxi. Someone in our
company knew some important people in China and consequently made friends with
the government officials. But we didn’t have such ties before going to China.

However, another respondent made the following insightful commentary on the other side of

guanxi.

But there is a baseline as far as guanxi is concerned — you cannot violate the company
principle. Trust and honesty are more important in comparison with guarxi; it is our
basis of survival. If the two should clash, I’d rather forego guanxi and safeguard the
company’s trustworthiness. It has been proven that that is what really works for the
long-term benefit of the company. Besides, guanxi is not entirely positive, the
negative side of it should not be overlooked. It is naturally important to have good
relations with the locals. But if you use rebate or commission to pull strings, it does
not coincide with our company’s principle. We abide by the rules of the game, we
insist on not giving the buyer rebates, and we do not keep two sets of accounts.

Once, a purchaser of a client came to us to place an order but he asked for a rebate.
He was turned down. He tumed to another Chinese company. In the end the
merchandise he purchased was far inferior to what his company expected. His boss
got angry and fired him. The boss came to know of our policy of not giving rebates
and decided to give us half of his business. So we got the business and built up our
trustworthiness. Because we wouldn’t give rebates, we give people the impression of
being trustful and reliable. We are not afraid of losing businesses, and we stand by our
own principle. In China we enjoy good reputation, many people know us.

The local government supports us. Other companies face many problems probably
because they try very hard to maintain good relations with the local officials, and have
to spend a lot of time entertaining them. To me this does not happen. I only go to
them when I have problems for which I need their help. If I entertain them too much
and stay too close to them, they will run to you the moment they have a problem,
which might drag you into some corruptive practices. We do not have this problem. I
don’t know about other companies but to me, trust is of paramount importance.



The Human Factor

“Employing locals” is the recruitment strategy of nearly all of the enterprises which
have business interests in China. Except in cases necessitated by technical or management
backup, few companies send many Singaporean employees overseas. The reason is that other
than high cost, employing local Chinese can make up for the lack of understanding of the
local situation and hasten the process of integration into the Chinese society. For the
company, the locals are a sort of cultural pillar, a clutch, for the overseas Chinese investors.
But along this comes the problems of trust and co-operation when the locals are used to
manage the company. Nearly all our respondents admitted to having difficulty finding

suitable business partners and capable employees among the local.

Despite the fact that China and Singapore share the same cultural roots, differences in
lifestyle, social ethos and ways of doing things are far wider than imagined. Their perceived
common roots and racial origins is but a fagade; in fact since the entrepreneurs we
interviewed were mainly English educated, their dissimilarities from their mainland
counterparts were even more marked. Communication was never easy. Language was not the
real obstacle, what matters was the huge gulf between the two peoples in terms of way of
thinking, approach towards problems and solution. Differences in the business conduct make

such disparity even more visible.”

The “human” factor is the most critical element in economic activities, upon which the

success or failure of a business hinges. “Most Singaporean businessmen experience



frustrations doing business in China, the main problem is in learning how to work with the

locals,” said an experienced entrepreneur.

For the same reason, those who succeed usually have a trustworthy local person as
either a business partner or as an able assistant; it would be true good luck to get
someone good.

It is not easy to collaborate with the Chinese. The main difficulty with investing in
China is the personnel problem. Of course market and other factors are as important,
but nothing can beat personnel problem. We have had three joint-venture companies,
all of which have wound up because it is extremely difficult to partner the Chinese.

I have had both success and failure in China. I think if you want to succeed in China
you must find the right person. You have to find a suitable partner, be it a partner in
collaboration or one whom you deal with a lot in business. It is, however, extremely
difficult to find the right man, it takes a long time.

It is better to use local talent. We did make an effort to recruit fine workers. I think we
were really very lucky to have found a woman researcher, a graduate of the Tsinghua
University. She was tremendously capable. We made her regional general manager
for China when she was only 30.

Entrepreneurs who were older, educated in the Chinese language, and had retained more of
the Chinese culture seemed to meet with less difficulty. They communicated better with the
Chinese, felt more at ease and were closer to them:
My personal involvement in the operations in China is very important. My son
doesn’t know the Chinese language, he’s English-educated, he can speak Mandarin
but cannot read and write it. So, our business depends on me since I'm well-versed in
Chinese. The Chinese people all like to work with me.
I received secondary education in China. Even after migrating to Singapore, I visit
China often. I have a deep knowledge of China. It seemed natural for me to set up a
business in China. I get along very well with them.
When the Singaporean investors were asked what to do with the difficulty they met with in
China, the common response was to “wind up the business” and start all over again
elsewhere:

Q: How did you solve the problems you had in China?

A: Winding up. We have already closed two companies.

warke
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Q: Before winding up the business, did you try to ease the situation a little, say, by
changing partner or selling the business?

A: What else could we do?.. .. in China, we just wanted to get out quick, we did.

We had two joint venture companies in China, but they wound up one after another.

We had been there for two years or so but the situation, instead of improving, got

worse and worse. The best thing to do, we thought, was to cut losses by winding up as

early and as quickly as possible. After that, we moved the operations to Malaysia.
There were two exceptions though, which might help us better understand the deep impact
differences in stream of education made on the entrepreneurs and their decision-making.
Among the interviewees, only three were Chinese-educated. One of them had had ups and
downs in his mainland investment ventures. He had failed but he had also succeeded. What
was admirable about him was that he never gave up; he did not move his business to
Malaysia or Vietnam. In the interview, he was frank to attribute his courage and perseverance
to his Chinese education:

Q: Is it important for an entrepreneur to possess strength in character, to be able to

endure hardship, to persevere?

A: My Chinese education has benefited me a lot. The Chinese believe you must be

able to withstand hardship at work; the westerners seem to emphasize that a lot less.

In the previous company I worked for, there were a lot of English-educated

Singaporeans who loved to enjoy life and shied away from hardship; they often got

tired of going to China after a few business trips. Whenever they went, they must stay

in a five-star hotel and travel business-class ...Not me though.

Q: What about persistence? Isn’t that important also?

A: Oh yes, naturally. Chinese education has taught me a lot in this respect. In

traditional stories and folk legends, all the heroes succeed eventually only after

suffering much hardship. If you are not prepared for failure, you will never succeed.

Even if you do, you are bound to have ups and downs.

When this interviewee was setting up shop in Hong Kong, he moved house 15 times in 13

years for the sake of convenience for work, not giving a thought to the pleasures of life. “1



can live in practically any environment. Not everyone can, you know,” he said. And that went
for the warmth of a family life as well. Inevitably, marriage and family life have to be
sacrificed; it’s a price one pays for career success. This respondent went so far as to place
family and career in contrast to each other. He explained it by dismantling jia, the Chinese
character for family, as follows:
The Chinese word jia depicts a pig under a roof, which means a family must have
material possession. If you replace the pig with nu (woman), the word becomes an
which means security, settlement, stability, a sense of comfort. Feeling secure and
comfortable, you want nothing, and thus achieve nothing.
The belief that adversity precedes success has provided the impetus for countless
venturesome men and women throughout Chinese history. As the poem goes, “The sharp
edge of a treasured sword results from sharpening, the charming aroma of the plum blossqm
exudes in the biting cold of winter”. Such a spiritual strength typical of the Chinese culture is
deeply embedded in the Chinese psyche; it is buried in the depths of their sub-conscious and
motivates them to strive for the best. It also acts as a solace for those in times of failures and

frustrations, and gives them the courage to face up to adversity.’

Another interviewee offered a less literary revelation but all the same. After his failure in one
business, he did not “wind it up”. While there was of course business consideration for such a
decision, that a spiritual force was driving him was obvious:
In Hong Kong, we could have just gotten out and started somewhere else after our
initial foray into the market. We did not, not because there were huge losses involved,
but we felt once we had started we should stick to it. It’s the same with China, once
you start you can’t quit half way. I would never surrender if I can help it.

The success of this company hinged on adopting the modern chain management strategy,

with which he had brought a traditional family business up in step with the times. Yet,
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surprisingly, as the helmsman of a family enterprise who had adopted a modemnized
management strategy, he did not see himself as an entrepreneur. What drove him was the
conviction that “Once the brand is put up, you cannot let it fall”. To him, the “brand” is like
conquered territory — A territory carved out by his ancestors must not be lost in his hands.
Hence his overseas expansion, which aimed at opening up new ventures, was, in spirit, more

an act of “preservation” of an old tradition, than of creation or invention of a new trend.

Hybridization as Business Edge

Superficially, Singaporean Chinese investors in China have an advantage over other
foreigners, in view of themselves being Chinese, having the same linguistic and cultural roots.
Yet a closer examination reveals vast differences that set the Singaporean Chinese and the

mainland Chinese apart.

Chinese businessmen have a long tradition of attaching importance to guanxi. One reason for
this practice is traceable to the low social status of businessmen in Chinese history. In a
society not ruled by law, but by politicians and officials, businessmen needed to rely on
guanxi for internal solidarity and mutual protection while doing business. It’s all the same
with the overseas Chinese. Being discriminated against and ostracized by local colonial

governments or peoples, they trusted no outsiders and relied on guanxi.4
In China today, guanxi expresses itself in phrases such as “it’s easier to get things done with

people you are familiar with” and “policies are rigid but people are flexible”. The Chinese

almost always prefer to get to know someone first before talking business with him. To them,
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business is not just business but more — it’s part of living. A businessman is a “person” first
and foremost. “You’ve got to blend in”. You have to “get to know each other” before sitting

down to talk business.

But, as observed and discussed earlier, this group of Singapore-born entrepreneurs upheld
rules and norms as the passport to the China market. Most of them stepped into China with an
attitude of “business is business”, treating the mainland in much the same way as they would
with any other countries. Right from the start, they had alienated themselves from the
Chinese business world. With that kind of frame of mind, they thought everything would be
fine as long as they conformed to business norms and played the game by the rules,
preferably the Singaporean rules. There is nothing wrong with this line of thinking; yet such
an approach shows up a lack of understanding of the Chinese mentality — no wonder they
came up against walls. Fortunately, some were fast to recognize their shortcomings and
began to do what the Chinese do. They learned to cultivate social relations with their Chinese
counterpart, drinking and eating with them. The only difference is that among the Chinese
there seems to be no baseline, yet among the Singaporeans the baseline applies — trust. So it’s

still back to ‘business is business while friends are friends’.

The social person is the carrier of guanxi. The friction between two persons is, in a way, the
impacting of a clash of two different sets of cultural values. It is interesting to note that the
profit-oriented overseas businessmen inadvertently become the pioneers in cultural exchange.
On the whole, our Singaporean respondents did not regard the Chinese as ideal business
partners and attributed it to ‘cultural conflict’, yet there was no lack of successful
businessmen among them. It is evident that those investors who were older, educated n

Chinese and well-versed in the Chinese culture certainly had an advantage over their English-
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educated fellow citizens. The former were more at ease while communicating with the
Chinese. What is worth noting is that they have also been under the influence of an English
education. They enjoy an edge derived from their personal integration of east-west influences.
Eventually they will prove themselves attractive to the Chinese — by displaying an unique
temperament cultivated by a cultural marriage. They have not rejected socializing with the
Chinese, but they also stick to their own baseline. This alone win them admiration and

respect from the Chinese.

The relations between this cluster of Singaporean Chinese businessmen and the mainland
Chinese have been built more or less on the dialectics of sameness and difference between
them. To the Chinese, the Singaporean Chinese are like them and unlike them — this is where
the attraction lies. In the eyes of the Chinese, Singaporean businessmen are markedly unlike
those from Hong Kong and Taiwan. The Singaporeans are an example of an integration of
Chinese and Western cultures; such an integration is exactly the direction that the Chinese,
deep in the throes of economic reform, is headed for. The sense of discipline, trustworthiness
and respect for law and order of the Singaporeans are qualities that the Chinese look up to —
all of which bestow a fine reputation on the Singaporeans. The Chinese authority holds
Singapore up as an exemplary nation untainted by the negative effects of industrialization.
Experiences narrated by a small group of Chinese-educated Singaporeans interviewed in our
study have shown that after the initial chaos, Singaporean investors in China indeed have

gone on track steadily.
No one can deny the power of ‘culture’ — that invisible hand in the social world of business

activities. Cultural interaction never ceases to wield its magic wand during all the business

transactions between the Singaporeans and their Chinese colleagues. At both the visible and
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invisible levels, it is a dialectical process that works in this manner: contact — conflict —
accommodation — integration. The overall process is one of cut and mix, of blending the
different manners of business conduct, of hybridization. China is working hard to integrate
itself into the international community, while the Singaporean businessmen are now one step

closer to realizing the importance of the Chinese language and the Chinese culture.

Notes:

! Part of the interview material used in this essay came from a survey conducted in 1999 on the overseas
development of Singaporean family enterprises by Henry Yeung Wai Chung of the Department of Geography,
National University of Singapore. We have undertaken an independent re-analysis and interpretation of the
material drawn from the survey. I wish to express my gratitude to Yang for allowing us usage of his data.

2 See Chan Kwok Bun and Tong Chee Kiong, “Singaporean Chinese Doing Business in China”, in Chan Kwok
Bun (ed.) Chinese Business Networks: State, Economy and Culture, Singapore: Prentice Hall, Copenhagen:
Nordic Institute of Asian Studies, 2000, pp. 71-85

3 Chan Kwok Bun & Claire Chiang See Ngoh, Stepping Out: The Making of Chinese Entrepreneurs, Singapore:
Prentice Hall, 1994.

* Chan Kwok Bun, “State, Economy and Culture: Reflections on the Chinese Business Networks” in Chan
Kwok Bun (ed.) Chinese Business Networks: State, Economy and Culture, Singapore: Prentice Hall,
Copenhagen; Nordic Institute of Asian Studies, 2000, pp. 1-13.
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Consul-General of the Russian Federation
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RUSSIAN-CHINESE RELATIONS, SHANGHAI ORGANIZATION OF
COOPERATION AND THEIR ROLE IN FORMING A NEW POLITICAL
AND ECONOMIC SITUATION IN EAST ASIA

Introduction

Condition of relations between two biggest world powers — Russia and China —
beginning from the period of the end of the World War II until present days, is a
system-forming factor in the world politics and economy. The new era of the Russian-
Chinese relations, which began in December 1991 when the PRC officially recognized
the Russian Federation, has become the best in the entire history of bilateral relations
and is a visible result of summarizing of historic lessons, deideologization of relations,
coincidence of national interests in the rapidly changing modern world.

During recent 10 years Moscow and Beijing has achieved historical results —
total solution of the territorial disputes and almost complete settlement and
demarcation of the border which length is 4249 km (except some 58 km of the border
line which still remain under the discussion), implementation of measures of trust in
the military field, mutual reduction of armed forces along the border line, agreement
on mutual non-aiming of the strategic nuclear missiles, working out a formula of
"equal trustful partnership and strategic interaction” and finally conclusion on 16 July
2001 of an Interstate Treaty on Good Neighbourship, Friendship and Cooperation

between the PRC and the Russian Federation.

Russian-Chinese Treaty —
the Programme for Cooperation in the XXI century

The Treaty became a significant milestone in the relations' development in all

spheres. Having absorbed the key elements of both practical ties and dozens of enacted
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agreements, the Treaty has brought into the Russian-Chinese relations a high degree of
trust, mutual understanding and interaction.

25 Articles of the Treaty, pre-designed for at least 20 years, cover all spheres of
relationship. Worth of special attention are three the most important aspects. F irst of
all, complete solution of so called "border and territorial problem" (Art. 6 states that
both sides do not have any territorial claims, confirm firmness of the state border and
agree 1o keep a status-quo on those sections which are still under the discussion). This
historical achievement will positively influence the situation in entire East Asia, where
numerous open territorial disputes still exist, contains an important practical
experience of not only solution of the border issues, but also of joint economical use of
the border zone. Secondly, development of principles of interstate relations of a new
type, which are based upon "three NO": non-allying, non-confrontation, non-aiming at
the third countries. This is a very important moment, since a number of politicians and
political experts, basing upon the mentality of the "Cold War times", would like to see
an anti-American and even an anti-western orientation of the Treaty and modern
Russian-Chinese relations. It is absolutely clear that both Russia and China, being
actively involved in the international integration, are equally interested in developing
constructive relations not only with immediate ’neighbors, but also with leading
Western countries, including the United States. Thirdly, one of the key spheres of the
Russian-Chinese interaction today should be a trade and economic cooperation,
without which the strategic partnership may not last long. The Treaty establishes a
legal framework for a breakthrough in the mutually beneficial cooperation in the
spheres of trade and economy, science and technology, energy sector, including
nuclear energy, transportation, finance, space and aviation, IT as well as in

development of trans-border and inter-regional ties.

Current Condition of Trade and Economic Cooperation between Russia and China
its Openness for the Third Countries
and Influence on Integration Processes in East Asia
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According to the results of the year 2000, Russia occupies an 8" place among
the first ten trading partners of China. The record turnover has been achieved — US$8
bln. (increase by 40% in comparison with 1999), including Russian export amounting
to US$5,73 bin. (+37%), import from China — US$2,27 bln. (+50%). Positive
dynamics is also being witnessed in this year: according to the figures of the first 7
months, trade has increased by 30%, which provides grounds for forecasts that by the
end of the year the turnover might reach US$10 bln.

Side by side with expansion of traditional interstate as well as trans-border trade
(which counts for more that a quarter of the total turnover amount), improvement of its
quality indices (first of all, increase of machinery and equipment portion as well as
other high added value products), both sides distinguish the following prospective and
meant for decades spheres:

a). scientific and technical and innovation cooperation (there are more than 100
concrete on-going joint projects; recently three Russian-Chinese bases for exploration
of new and high technologies have been established in the cities of Yantai (Shandong
Province), Harbin (Heilongjiang Province) and Quzhou (Zhejiang Province).

b). large scale projects for natural gas, oil and electro-energy supply from

Russia to China as well as forming of a composite infrastructure for transporting and

realization of energy resources in North-East Asia. Having possessed a rich experience

of constructing trunk pipeline communications, giant reserves of natural resources and
unique geographical location, Russia could play one of the key roles in creating such
energy resources infrastructure.

It's ought to be stressed that all these projects are open for investment
cooperation with all countries and regions of East Asia as well as leading trans-
national corporations.

As an example let me mention three large-scale projects on natural gas and oil
supply from Russia to China, which are currently under realization. Firstly goes the
Kovyktinskoe natural gas field (estimated reserves — 1,4 trln. cubic meters),

construction of gas pipeline to China and further to South Korea, total length — more
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than 3 thousand kilometers. According to the projects estimates, the annual level of
natural gas supply could reach as much as 20 bln. cubic meters to China, and up to 10
bln. cubic meters — to South Korea. The cost of this three-sided project exceeds US$
10 bin.

Secondly, construction of gas pipeline from Western Siberia to the western
regions of China and its connection to the united system of gas supply of the PRC
(Tarim — Shanghai). Its estimated cost also exceeds US$ 10 bin.

Thirdly, construction of oil pipeline Angarsk — Daging and further to Dalian,
total length — 2,400 km. According to this project, designed for at least 25 years
starting from 2005, annual level of oil supply to China could reach 20-30 mln. tonnes.

Several other energy projects, also open for foreign investors from Japan,
Korea, Hong Kong and other regions, are currently at the stage of expert evaluation.

¢). development of railway and sea transport corridors in North-East Asia.

More specifically, a number of projects envisage transit cargo transportation
from north-eastern regions of China through sea ports of Russian Far East toJapan,
South Korea and USA, transit cargo transshipments with participation of Russia,
China, Mongolia (the agreement is being prepared with the assistance of UNCTAD
and UNDP, the third expert meeting has been held in Irkutsk city recently).

Politically important and economically profitable can be construction of a
railway transport corridor from Korea to Europe. I would like to remind that in the
documents of official visit of the DPRK leader Mr. Kim Jong Il it is stated that both
sides would undertake all necessary efforts to create a railway corridor between
northern and southern parts of the Korean peninsula, Russia and further Europe. [t is
also important that we think that both projected routes — Eastern (Tumen River -
Wonsan — Pyonggang) and Western (through China) — should not compete with each

other, they can develop simultaneously.
d). realization of the Tumen River Area Development Project. It envisages a
creation of the Free International Zone of Economic Cooperation in the delta of the

Tumen River with participation of Russia, DPRK, China, South Korea and Mongolia.
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The establishment of the major commercial and transport hub with special trade
regulations, favourable conditions for investments, preferential tax regime is planned.
Direct foreign investments into this previously closed region has already exceeded
US$1,5 bin.

Many of these prospective directions for economic interaction between Russia
and China were in the primary focus of the 6" regular Meeting of the Heads of
Governments of Russia and China, held in the beginning of September in Saint-
Petersburg, as well as during negotiations within the official visit of the PRC State
Council Premier Zhu Rongji to Russia. 7 serious documents, related to bilateral
cooperation in energy, aviation, telecommunications and other sectors, as well as to
development of trans-border and inter-regional ties, have been signed.

It's necessary to point out that while developing their bilateral trade and
economic ties Russia and China, being active members of the APEC and candidates
for the WTO entry, are interested in a healthy development of the globalization
tendencies, achievement of reasonable liberalization of trade regimes. Both sides not
only show a strong interest towards regional economic unions and establishment of
free trade zones in East and South-East Asia, but also merge plans of their border
regions with integration processes within East Asia.

I am sure that the special report on these topics prepared by the Academician of
the Russian Academy of Sciences, distinguished Professor Vladimir Miasnikov will be

of a great interest among the participants of this symposium.

New Developments of Integration Processes between Russia,
China and Central Asian States. Characteristics of aims and goals
of the Shanghai Organization of Cooperation (SOC)

United at the first stage by the common goals of creating an atmosphere of
mutual trust, solution of border and military issues, Russia, China and its neighbouring
states of the former Soviet Union in the Central Asia in 1996 established a forum for

"Shanghai Five", within the framework of which important agreements, first of all
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including that on reduction of arms and armed forces along the longest land border
line in the world. This has laid a solid foundation for integration between states with
the huge potential (more that a quarter of world population, vast territories, rich natural
and material resources). Principally important is a stabilizing influence of these
processes on the region of Eurasia with numerous "hot spots" and conflict problems.

During the 6" Summit of the "Shanghai Forum" (Shanghai, 14-15 June 2001) it
was decided to establish the "Shanghai Organization of Cooperation" (SOC)
consisting of the Russian Federation, PRC, Kazakhstan, Kirgizia, Tadjikistan and
Uzbekistan. The main goals of the newly established international organization are:
"strengthening of the mutual trust, friendship and good neighbourly relations between
the member states, promoting an effective cooperation between them in the political,
trade and economical, science and technology, cultural, education, energy, transport
and other spheres".

Six states not only did state about their intent to deepen cooperation in the
broadest meaning - from security provision, joint struggle against terrorism,
separatism and extremism (which is of great importance after September 11 terrorist
attacks in New York) to economic interaction, but also got down to concrete work. In
particular, in the mid-September 2001 in Alma-Ata city (Kazakhstan) the first meeting
of the leaders of the Governments of the SOC member-states was held to discuss
matters of creating favourable conditions for trade and investments as well as for
working out a long term programme of multilateral trade and economic cooperation.
Its future large-scale programmes are open for international investors and partners.

It is ought to be mentioned that the SOC, not being a union, aimed against other
countries or regions, is open for the dialogue and interaction with all interested

countries and organizations (for example, regional forum ASEAN — ARF).
Conclusion

The recent visible tendency of overcoming by a majority of East Asian

countries of consequences of the Asian economic crisis of 1997-1999 and achievement

179



of stabilization in many sectors of national economies, forming in the due course of
deep reforms a modern market infrastructure in the former planned economies of
China and Russia with preserving high growth rates and socio-economic and political
stability, deepening integration processes in the region and easing of the trade and
investment regimes, positive changes in bilateral relations of the East Asian states and
generally in the international situation, - all this gives serious reasons to make
prognosis that the role of this region in the world politics and economy in the XXI
century will steadily increase. The important factor to determine condition of political
and economical situation in East Asia and the world in general will be new relations
between two greatest neighbouring states — Russia and China, which certainly promote
the peace, security and stability, establishing a multipolar world, broad cooperation

and economic integration in the region.
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The global competing for regional integration, and obstacles towards integration
Kurt W. Radtke
Institute of Asia-Pacific Studies
Waseda Universily

[T T

Not for publication without the written consent of the author

This paper focuses on the role of regional integration as a means for societies, economies,
and states to survive in the struggle called globalisation, and in particular on obstacles
towards further regional integration in Asia and elsewhere. Members of the triad, ihe
US, Japan and the Buropean Union have developed different types of networks to
enhance their competitive strength. While acting globally, each of the three players has
been engaged in shaping geographically contingent regions to fit into integrated

networks. subordinating weaker economies. It is not by chance that the countries that
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colonial-type of relationship. Since their respective "backyards" are structured
differently, politically, economically, but also culturally, it comes as no surprise that the
web of relations developed by members of the triad differs in many respects. Weaker
countries take part in integrational schemes ied by triad members, and at the same
time attempt to develop their own network of inctitutions in the form of regionalism to
better withstand pressures from members of the triad, and other possible competitors.
Processes of integration thus occur at many levels and layers; competition promotes
integration, but various forms of integrational processes in turn sharpen competition
among all participants.

Some expected the WTO to become an overarching network of rules which would
subsume separate regions. Last year | was still fairly optimistic that we would soon
have some idea about the contents of the new Round of trade negotiations within the
WTO framework. The breakdown of talks Seattle 1 1999, and uncertainties
surrounding even the planned meeting for the 141 member countrics in the Gulf
emirate of Qatar in November 2001 following the attack on New York in September
added to doubts about the future course of the WTO itself. In recent years the
increasing number of bilateral Free Trade Agreements (Preferential Trade Areas) has

given cause w concern this may alfect the principle of multidateralism embodied in the
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WTO process. Institutions such as the WTO. IMF. the World Bank and others have
come to be seen by some as tools for “globalisation” pushed by the US as the sole global
hegemonic power. Increasing global interaction has sharpened competition. and that
(his is a major force driving global and regional integration. Far {rom stwpping at
creating customs and free trade areas traditional style. developed countries are pushing
the process of "deep integration”, including new sectors such as investment, competition
and the environment onto the negotiating agenda. They are opposed by developing
countries who fear that their relative competitive power will be eroded 1n the process.
Other regional groupings in Asia and Latin America (ASEAN, SAARC, Mercosur and
NAFTA) were capable of agreeing on issues they would raise as one group. This feature
should be taken as one indication that trade relations, and global order in the wider
sense, cannot simply be modeled along the line of a hierarchical order in which micro-
regions, regions, states, cross-border regions and their institutions would form a
Hegelian order of ascending integration. Reflecting on the policy behavior of husiness
groups (mainly CEO's) from the US and the EU who want to dictate their governments
new regulatory frameworks for specific trade issues Feddema has raised the question of

the democratic content of the developing global trade order.
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tions by institutions, governments an
individual scholars. yet few have attempted to analyse the integrational process from a
comparative perspective, focusing on Asia, Europe, and Latin America and thew
strategic partners. Differences within, and among the regions of the globe are a major
reason why “globalisation” 1s not a simple one-way road towards a future homogenous
global economic and (perhaps even political) order. "(Yobalisation” is not just a material
event and an unavoidable historic development, it clearly is also a political project. it
plays a role as an ideology, or as Solinger has put it, as an "ideational component” that
has exercised considerable influence on policy making in China.
A caricature of this process of globalisation sees the United States, universally
recognised as the unchallengeable hegemonic power of this age. as its main architect. 1t
sets patterns for international co-operation, and organisations such as the World Bank,
the IMFE, and the WTO appear to many as mere tools to strengthen US domination of an
mtegrated global system, characterised by a highly sophisticated and efficient division
of labour promising the greatest of riches to the greatest number of people. “Global
capitalism” seems to reorganise financial markets along the slogans of “neo-liberalism”
as a major means to influence and “moderate” government policies around the globe,
ensuring that they arc not interfered with by the whims of popularistic governments of

whatever colour. Indeed, a major economist has argued thal o some [ACIO-2CONO LSS
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differences in the micro-economic structure of countries. their history. or even the
distribution of income simply do not matter.

The global superiority of the United States in the field of military strength 1s
undisputed, bui ihis does not simply translate in the ability w diciaie a giobal order.
True enough. the other members of the triad are Japan and a European Union in which
a united Germany play a major role. Their special status as former aggressor nations,
and their resulting strong links with the United States are important factors in
circumscribing their potential for becoming politically more independent from the
United States. More than anything else it is the symbiotic relationship with the United
States that has led Japan to equate US leadership with internationalisation. and US
standards with global standards. Japan, like numerous other countries in (South)east
Asia, has relations with the US that combine strong economic with political and often
military ties. They are uniikely to form a third ‘independent’ leg in a triadic game
hetween the US, Europe and Asgia. In 19394, at the initiative of ASEAN countries, a
regular forum for dialogue between Asian nations and the EU was established whose
themes go beyond economics. and include politics and other areas. One of the interests
of the Asian side lies in a shared strategic interest with the U to maintain access to all
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lmbedded in the association called the Kuropean Union. in size and population
comparable to the US, Germany, Great Britain, France and others have built a web of
economic and political relationships whose structure differs remarkably from the type of
linkages that exist between the US and Latin America, China and Japan. Japan and
China, on the other hand, rely mainly on bilateral agreements to give shape to the
global reach of their economies. Whatever the relationship between companies and
governments it is premature (o underestimate the (admittedly, changing) role of
governments and states. Together with other international institutions they constitute
4 framework for necessary political mediation (hat cannot be provided for by
“independent” markets — whether 1t concerns the setting of interest rates by the major
central banks, mediating between the often conflicting demands of business, and last
but not least by providing the sccurity machines without which global order would
collapse fairly rapidly. Political mediation at home 1s not necessarily 1dentical with
democratic decision making. It is not exceptional, nor accidental, when "market forces”
are mentioned before democratic institutions. Commenting on the Japanese Prime
Minister's plan for the reform and restructuring of the economy the US Assistant
Sccretary of State for East Asian and Pacific Affairs, James Kelly remarked: "They are,

of course, up w the Japanese government W develop, but they will have to be CONVINCINE
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to the markets and the Japanese people." Somewhat similarly, (macro) economists are
often averse to "politics” that in their view tends to unduly interfere with rational
economic policies.

Where markeis are iastituiions acting ds “playing fields” 1w (nainly econovmic)
exchanges. global institutions such as the WTO and institutions for regional co-
operation and integration should first of all be interpreted as "playing fields" for
negotiating the terms of exchanges in areas that reach from trade and investment to
agreements on building an architecture of (co-operative) security. “Regionahsm™ 1s
therefore not an aim in itsell, or a means o crecate new “super states”. Even “open
regionalism” should not be equated with global free trade — regionalism. just like
preferential trade agreements — exists by the grace of establishing boundaries that
influence the dynamics of the global order. Typically, networks of such boundaries are
created by wealthy countries (WC) to ensure and stabilise access to markets for goods,
as well as financial or other products, This is hy no means a new phenomenon, nor is 1t
necessarily a peaceful process: the opening of Japan by Commodore Perry was pushed
through in the presence of more than a hundred cannons aboard his ship, as he proudly
noticed in his diary. The attempt by the US to implement an "Open Door Policy" for
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ithout asking for Chinese
approval it was an early attempt to prevent exclusive spheres of influence in China by
the “powers” that might shut out the US from the lure of the “China market’.

Although assessments differ, it remains questionable to what extent attempts at

regionalism by medium and smailer powers can be called a success. In discussing the

groups involving only developing countries, neither ASEAN nor GCDC have thus far
proved effective." Having initially suspected that APEC may undermine US access to

Asia the US turned to use the APEC process into one of its levers to push its own global

agenda — aiming amongst others (o intimidate its main economic rival, the Buropean
Union. Needless to say. other countries like China regard participation in the APEC
process from the vantage point of their own national interest. | should like to return
once more to the role of the WTO as an instrument for political mediation. Common
misperceptions regard the W10 as an appropriate instrument for setting up a system of
a common global market following the same, legally enforceable rules. One of the
central innovations of the WTO is the introduction of compulsory dispute resolution, but
this is different from establishing a utopian global judicial authority whose judgements
arce dircctly enforceable. In the absence of such a court all that can be achieved is

institutivnalisation and formalisation of econovmic competition and conllict resolution
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through mechanisms requiring political mediation. States and governments remain the
main actors through which such political mediation is effected. This process is made
even more complex by the fact that “national” interest and the interest of companies do
not necessarily coincide, as Joseph Nye pointed out. US enterprise is far {rom abiding by
what the US government may see as its national interest. What may be regarded as a
"failure” of the WTO - the adoption of a legally enforceable system of dispute resolution -
is not simply due to differences in existing legal cultures. The deep reason for this
inability lies in the fact that circumstances under which states and governments
operate are too diverse to admit for a global unification of rules. Also, trade policy and
the formulation of rules do not always easily go together — as G. Soros has emphasised.
decision making institutions such as the European Union seek to implement policies by
formulating rules, but this approach lacks the necessary flexibility

The forum of the WTO is an important, but not the only institution stabilising the
modalities of trade relations, Like multilateralism, the WTO does not present a value by
itself, but is only accepted as a useful venue and approach towards dealing with the
extremely complex and asymmetrical architecture of world trade relations. This had led
to the lengthening of some negotiating processes to such an extent that negotiating
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question to what extent. the “lock-in” effect is sufficient to force actors to abide by the
rules of existing institutions. This will depend very much on judgements of the relative
benefits and damages in the short, middle and long term.

New and more restrictive standards are introduced, and trade preferences, bans and
quotas used as levers to gain favorable positions vig-a-vis trading partners. The existing
tensions between various interest groups requires political mediation which an
institution such as the EU can provide. The WTO, however, lacks powers to set the
regulatory standards of its members, and the situation is even much more difficult in
the wider Itast Asian re‘:gion Asa 1‘65‘&“,, the WTO niay come under pressure from two
fronts. free traders on the one hand. and consumer and environmental groups on the
other. | would add that governments are far from forming a cohesive group either side,
and are likely to maximize national interests by “playing” issues accordingly.
In the final account, it is not the “principles’ of muitilateralism, open markets or
jonalism that governs the course of structural development of the global economy,
but the (in)ability of the players to see co-operation as being in their advantage.
Imposing “principles’ contrary to common sense may in fact erode the authority of
existing processes for co-operation.

“In the early '90s, Bast Asian countries had liberalised their {inancial, and capital
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markets - not because they needed to attract more funds (savings rates were already 30
percent or more) but because of international pressure, including some from the u.s.-
Treasury Department.”

Such sudden, unconirolled liberaiisation leading w unlimited influx of capiial is likely
to have a devastatingly corruptive effect on the behaviour of actors in markets — the
functioning of market mechanisms is by itself not a sufficient condition for “rational”
economic behaviour. Globalisation has often been portrayed as an inevitable
consequence of market forces portrayed as having inherently the potential for impartial
justice independent from the human will. The slegans of the day - from "market
economics’ to “democracy’ — and its rather unnatural offspring. “market democracy’.
and further on to "protectionism", "distortion" (of market mechanism) and "decoupling”
(of subsidies) suggest a world view that contrasts openness with closeness, transparency
with darkness, fairness and corruption, the rule of light against the threat of unknown
darkness, Leaving aside the unintended poeties of that kind of language use 1t needs
little effort to point out that market economics under the aegis of national treasuries,
politically motivated manipulation of interest rates, speculation by institutional and
other investors against short and long term market flows is characterised by anything
but openness. Neither the US 'lreasury
institutions are known for transparency or democratic decision making. Systemically. 1t
is impossible to separate markets for short, medium and long term dealings, and this is
one important factor impeding a truly rational flow of investments. The division of
labour according to the rational, ie., cost efficient application of capital in the
production of goods rests on the assumption that production costs are a fair reflection of
the ability of a producer to organise production more efficiently than other competitors.
The large scale direct and indirect subsidies wealthy countries can afford to give their
agricultural producers is the most conspicuous example of intentional distortion of
production costs, usually concealed from the consumer, and accompanied by misleading
or outright falge information provided to organisations such as the WTO. The cost of
capital needed for production is highly dependent not only on unpredictable financial
markets, but also dependent on the presence or absence of general in{rastructure which
permanently advantages producers 1n wealthy countries, irrespective of thewr
comparative individual efficiency. Public debates on policy issues have become crowded
with rational sounding slogans of “fair” market mechanisms which conceal more than
they reveal. Symbiosis between producers and political institutions is not the
prerogative of Asian “cronyism”. The symbiosis between agricultural producers and

institutions of wealthy countries has led dacques Berthelot o conclude that "W3s are
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almost transforming their farmers into civil servants.” In fact. the “special relationship”
existing also in some other areas of the economy such as the defence industry raises
doubts to what extent we can hand down clear distinctions between “private” and
“public” enterprise.

The proper functioning of markets requires informed customers. especially  since
increasing sophistication and complexity of production processes make it more difficult,
for government to provide protective mechanisms. As suggested by Faber (see below)

this may partially be met by improving product information enabling the customer to

paragon of transparency. is actively engaged in concealing product information. ranging
from jealously guarding the secrets of the ingredients of Coca Cola to the presence of
genetically modified agricultural products in goods sold to the consumer.

The ideal of “private” (le., “free’) enterprise acuve 1n non-distorted markets
states to maintain, perpetuate and expand existing positions of advantage, privileges
and its extreme form, monopolies, and bypass rules (and loopholes) in their pursuit.
After all. the ideology of market economics shares with theoretical socialism utopian
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waviour that are < in our everyday experience —
deviations tend to be conceptualised as lesser or greater examples of “corruption”. It has
been argued that the discipline imposed by accession to the WTO 1is one of the means to
combat illegal and corrupt practices in the Chinese economy. Similarly, Indonesian
economic officials were willing to co-operate with the World Bank and the IMI in order
to break the hold of the corrupt Suharto elites on the Indenesian economy. [t is no secret
that the debacle of the Indonesian economy was closely followed by Chinese officials,
concerned about similar consequences as a result of accession (o the WTO. Several well
known China specialists have expressed their apprehension about China's ability to
cope with the repercussions.

Together with North Korea and Vietnam. China is one of the last examples of a state
that professes a “socialist” system. [ntegration in the institutions of the global economy
is also regarded as a means (o achieve the irreversible introduction of a market economy
in China (albeit called “socialist market economy’). This alone, however, does not
guarantee the breakdown of international barriers inherited from the age of the global
confrontation between a “communist’ and an “anti-Communist” camp. While China has
co-operated with the US and other countries in some areas of security deep differences
and suspicions remain, affecting co-operation in other arcas. The heritage of the Cold

War is not the only barrier dividing Asia. Regional co-operation of the kind that enabled
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the creation of the present day European Union is unthinkable in other parts of the
world (including the US) since it requires the cessation of parts of state sovereignty to
supra-state institutions. Morcover, no country in Asia is prepared, willing or able to
grani a leadership role w any of iis rivals. The essential nability of Asia w embark on
true regionalism is one of the foundations of the ability of the US to entertain active
relations with all Asian players without having to fear being excluded from this largest
continent in the short and medium term.

‘The potential for an area to transform itself into a region also depends in good measure

development. Participation as citizen. and social citizenship are important ingredients.
but some of the effects of globalisation robs many people of their social citizenship. If
integration wreaks havoc with the fabric of society integration may turn out a
destabilizing factor — and governments must take care not w push integration beyond
what their own citizens regard as hearable, let alone desirable. Tt is acknowledged that
the changing forms of citizenship influence not only domestic politics, but also affect
international relations, but little research has been done "how identities have changed
over time."
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have not led smaller powers to form a close web of co-operative relations. so have

developing nations around the globe failed to join ranks against the aspiration of

regional and global hegemonic powers.

“Big developing countries, especially india an nd Brazil, are well entrenched in Geneva
dw

nd will use their diplomatic wiles to ensure that China’s entry doesg not undercut their

e

influence too much...[they] resent the way China has become an export platform for
foreign multinationals even while its domestic economy has remained only partly
market driven.

Despite profiting from China as a production base for its industry countries such as ihe
US and Japan. they are concerned lest China develop into a serious competitor. and are
wondering whether it is wise to maintain the current size and speed of investments in a
country that may onc day challenge the military authority of the US.

i should lLike to conciude with a few thoughts about much vaunted “neo-hberalism .
sther “isms” of the twenticth century this "lsm g itself as a

JLOANE VA 4 IS8 ) N

universally applicable ideology. One may wonder whether after all 1t 1s not an
expression of Anglo-Saxon (economic) culture.
“The marketplace promotes American values: trade encourages more frecedom and

T
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individual liberties. U.S. investment establishes higher standards of enterprise
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behaviour in regard to corporate governance, labour relations, or even environmental
attention.”

Fchoing Mao Zedong's saying that “making revolution is not like going to a party” one
.- .;11!_‘._wl.|‘,-,.;|ﬂ“‘, ) P T R TSR TUVE BTN PO T
firay audd tiiat gl(,)l)dllb'dll()ll anua etoris w cope wilil (L are noL undrvitied pleasures etLnes,
The pressures of competition are not merely the consequence of anv particular ideology.
Individuals nor institutions may genuinely dislike competition and integration, but
man's existence as a social being forces him to meet these challenyes — preferably in a

way that allows him to lead a humane existence.
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Australia at the Cross Road

Australia is known as an odd man in Asia as geographically it is an Asian country but
culturally it is not. Its predominately Anglo-Celtic population has traditionally little
commitment and interest in Asia. Up until 1971, it fostered a strategy of focused alliances
with mainly Western, English speaking countries such as UK, US and other Western
European as well as Commonwealth nations. After 1971, however, Australia's relations,
particularly trade with Western European countries deteriorated due to the tyranny of
distance phenomenon and the emergence of fortress Europe or European Community.
Left with a vacuum for exports and rising cost of transporting goods from the UK, it
instead turned from its traditional export markets to its new, emerging and rapidly
growing East Asian neighbours for trade. During the 1980s and early 1990s, under the
Labour Government it began a policy of close engagement with East Asia. While the
policy met with some early success, notably the commencement of the APEC Forum the
momentum and enthusiasm were not maintained in the latter half of 1990s due to both
economic and political factors. On economic level, the burst of Japanese bubble economy
and the recent Asian financial crisis caused Australia to loose confidence in the East
Asian economic future. On political level, the rise of anti-immigration and anti-Asian
political parties such as the "One Nation" has done little to improve the image of
Australia in this region. Worst still, the mid-1990s saw the rise of conservative Coalition
Party into power. In its eagerness to distance itself from the Labour Government policy, it
adopts a policy of disengagement with Asia and further leaning to its traditional ally,
namely the US. The lack of independence of Australia’s foreign policy fuelled constant

friction in its relation with China, Indonesia and Malaysia, as evidenced from the events
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of East Timor and the Australia government support of the new US president's missile
defence system. Thus, currently Australia 's foreign relation with its East Asian
neighbours is at the crossroad. This paper analyses Australia's economic relations with its
East Asian neighbours focusing particularly its relations with the two largest economies
in the region, namely China and Japan. It analyses the nature of this relation; its past
development and the forces including globalisation, which shape these relations in the

21* century.

Australia-China Economic Relation
Merchandise Trade

Table 1 summarizes Australia-China bilateral trade since the late 1970s when China
adopted the open door and reform policy. It shows that between 1979 and 1999 two-way
trade increased in nominal terms on average Ey 9 per cent annually - a growth rate almost
twice that of world trade during the same period. However, the pattern of growth in
Australia-China trade was rather uneven in that period for, while Australia’s import of
Chinese goods increased rapidly, Australia’s exports to China fluctuated widely in a

general upward trend.

During the first phase of the Chinese economic reforms <1979-84) Australian exports to
China are marked by a slump, which is largely explained by the fact that there has been
an impressive growth of agricultural output in China. Since agricultural imports in China
were regarded as a residual in the domestic supply-demand commodity balance and were

justified only as a buffer against domestic shortage, the greater output of Chinese
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agricultural sector, as a result of the rural reform, meant that real agricultural imports
declined correspondingly during this period. However, Australia’s exports to China
during the following period (1985-87) increased rapidly in response to stagnant
agricultural output in China. They declined, however, since 1987. Internal factors, such
as the collapse of wool and wheat exports due to supply difficulties in Australia, as well
as external factors, such as the competition of subsidized agricultural products from the
United States, as well as factors within China, such as its economic slowdown following
the Tiananmen Square incident and its subsequent austerity programme to counter
inflation, each to a greater or lesser extent, helped to suppress the growth of agricultural

exports to China during this period.

Australia’s exports to China recovered from 1989 onwards and rose rapidly in the third
phase of China’s economic reforms since 1992. For instance, from 1991 to 1995 they
increased almost by 23 per cent a year as a result of the 10 per cent growth rate of
China’s economy during this period. The Asian crisis of 1997 has taken its toll on
China’s economic growth, which slowdown to 7 to 8 per cent a year ever since. As a
result, Australia’s export growth to China has been sluggish thereafter. But rapid growth

resumed in 2000, which recorded a 25 per cent increase of Australia’s exports to China.

Australia's exports to China are made up of a small number of bulk commodities
dominated initially by agricultural products. Since the late 1970s there has been a trend
toward product diversification with a shift away from agricultural goods to mineral and

manufactured goods exports. For example, in 1981 agricultural goods accounted for
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around 80 per cent of Australia's exports to China. By 2000, their share declined to 29 per
cent whereas the share of mineral and manufactured rose to 71 per cent (ABS, 2001, p.
72). Currently the bulk of Australia's exports still consist of primary (agricultural and

mineral) products. In 1999, for instance, primary products accounted for 61 per cent of

Australia's exports to China.

Within the primary sector, Australia's exports to China are heavily concentrated on a
few commodities such as wool, oil seeds, animal oils and fats, iron ore, petroleum, and
gold. With respect to the manufacturing sector, elaborately transformed manufactured
goods have made a significant stride ahead in recent years. These include products like

electrical machinery and appliances and telecommunication equipments.

In contrast to the pattern of exports, Australia's imports from China consist almost
exclusively of manufactured goods, especially labour-intensive manufactured goods such
as textiles, clothing and footwear (TCF). In the early 1980s, TCF accounted for the bulk
of China's exports to Australia, but with the growing sophistication of Chinese
manufactures the TCF share has fallen. On the other hand, there has been significant
increase in the share of electrical equipments and machinery in China's exports to

Australia (ABS, 2001, p. 35).

Australia's trade relation with China is somewhat asymmetric. For example, in late
1980s, China was the 9" largest export market for Australia taking about 3 per cent of

Australia's exports. By 2000, its share in Australia's exports has risen to 5 per cent and



became Australia's 5™ largest export market (see Table 2). While China has become
increasingly important for Australia's trade, Australia has not been an important trading
partner for China. In 2000, Australia's share of Chinese imports was merely 2 per cent. In
terms of total volume of merchandise trade China is again important for Australia, as it is
Australia's third largest trading partner for Australia in 2000. In contrast, Australia was

only the 8" largest trading partner for China( DFAT, 2001).

Service Trade

In line with the global trend of relatively faster growth of the services trade than that of
merchandise trade, the share of services in Australia's exports had increased sharply in
the recent years. Service exports are now more or less of equal importance with
agricultural, mineral and manufactured exports.

Australia is a net importer of services and hence its services trade balance has suffered
persistent deficits over the last ten years. However, more recently its service trade deficit
has narrowed significantly due to stronger growth of services exports, especially to
Northeast Asia. Within Northeast Asia, Japan is the largest destination for Australian
service exports. The Chinese share of Australia's service exports was about 2 per cent in
2000.

In the Asian market, Australia's main service exports have been travel and education
services. Japan has the largest share in Australia's trave] service exports. However, most

recently there has been a notable slowdown in the number of Japanese tourists to
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Australia whereas the share of travellers from China soared. Early this year the number
of Chinese tourists arrivals has for the first time exceeded that from Japan.

The main education service export markets for Australia in Northeast Asia have been
Hong Kong and China, which are the top two sources of full-fee-paying overseas students
and accounted for around 40 per cent of foreign student spending in Australia in the early
1990s. Chinese student arrivals in Australia have, however, slumped since 1992 due to
tighter visa requirements by the Australian government.

With the liberalization of the service trade following China's accession into WTO it is
expected that Australian exports of other services to China, in particular banking,
insurance, accounting, legal and other professional services, are likely to soar in the 21%

century.

Foreign Direct Investment

Australia is a net capital importing countries: its FDI inflow in 2000 was almost twice its
FDI outflow. The US is the leading foreign investor in Australia and accounted fro 30 per
cent of the total stock of FDI in 2000 followed by the UK and Japan. Chinese share was
small: less than 1 per cent (DFAT, 2001).

According to China's MOFTEC statistics, Australia is one of the most popular
destinations for Chinese FDI. In 1998 China's investments in 170 projects in Australia
were worth US$400 million (DFAT, 2001). Chinese FDIs in Australia centre in the
resource sector since the motive of Chinese investment is to secure a stable supply of raw

materials to fuel its industrialization drive. The Mount Channer iron ore project and the
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Portland Aluminium Smelter are China's two largest projects worth A$220 million,
accounting for almost the bulk of Australia's FDI stock in Australia.

In contrast, the bulk of Australia's investment abroad went to the US and the UK as well
as Japan. China received only one per cent of Australia's investment abroad. Australia's
investment in China covered a wide range of commodities and services. However, the
key areas of Australia's investment in China are information technology and

telecommunications, food and food processing, transport and distribution and financial

services.

Australia - Japan Economic Relations

Compared with China, Japan as the world's second largest economy is a much more
important trading partner for Australia. Japan is currently Australia's largest export
market; second largest import suppliers; second largest Australia's services export market

and third largest investor in Australia.

Merchandise Trade

Japan has been the largest export destination for Australia since 1969. Currently it
accounts for around 20 per cent of Australia's total merchandise exports (ABS 2001,
p.72). Over the last decade the main Australian exports to Japan are primary products.
Within the primary sector, As in the case of Australia's exports to China, Australia's
exports are heavily concentrated on only a few commodities. In fact, five commodities,
coal, liquefied natural gas, iron ore, beef and aluminium accounts for more than 50 per

cent of Australia's merchandise exports ( DFAT 2001). However, more recently Australia



has been able to diversify its exports to Japan by increasing the exports of manufactures,
especially the elaborately transformed manufactures.

Turning to imports, Japan is the second largest suppliers of imports for Australia.
Imports from Japan are mainly concentrated on high value-added manufactures such as
road vehicles and parts as well as information technology and equipments. Australia
imports less than it exports to Japan and as a result, it has recorded trade surplus every
years with Japan ( see Table 1).

Australia- Japan trade relation is also somewhat asymmetric. While Japan is
undoubtedly a very important trading partner for Australia, Australia is a much less
important trading partner for Japan. In 1998, Australia accounted for merely 2 per cent of

Japanese exports and supplied only 4 per cent of Japanese import need (ABS, 1999).

Service Trade

Japan is Australia's second largest for service exports. The main Australia's service
exports to Japan are tourism, which accounts for 55 per cent of its total service exports to
Japan. Japan has been the second largest source of overseas visits to Australia after New
Zealand in the past. In early 2001, its position has been, as mentioned earlier, overtaken
by China. Apart from tourism, education is also an important Australia's service exports
to Japan. In 1999, for instance, some 2 per cent of Australian universities foreign students
came from Japan ( DFAT, 2001).
Foreign Investment

Japan is Australia's third largest foreign investor. Its total investment in Australia is

about A$ 49.4 billion in 2000. Its investment in Australia is mainly concentrated in real
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estate, commerce, and the service sector. In contrast, Australian investment in Japan is
relatively small amounting to about A$22.7 billion. The bulk of this investment is
capitalisation of Australian banks, financial institutions and regional offices of Australian

exporters in Japan.

Factors Determining Bilateral Trade Relation between Australia and China and
Japan

Over the last decade China's importance for Australia's merchandise exports has risen
continuously whereas that of Japan declined. Compared with the situation a decade ago,
China's share of Australia's exports has jumped from 2.9 per cent in 1989 to 5 per cent in
2000; whereas that of Japan dropped from 27 to 19 per cent during the same period( see
table 2). What caused the decline of the relative importance of Japan for Australia's
exports as compared to that of China?

The most widely adopted model to explain the relative importance of a foreign country
for home country's exports is the gravity model. In its simple version, the relative
importance of a foreign country for home country's exports depends on (1) the economic
size of the foreign country and (2) its geographical distance with the home country. Thus,
the larger the foreign country's GDP and the shorter the distance between the foreign and
home country the larger is the home country's exports to the foreign country. Such a
relation has been confirmed by many empirical studies( see Frankel, 1993; Blomgvist,
1994). In the context of Australia, Blomqvist and Roy(1997) find in their study that
economic size denoted by GNP and geographical distance of foreign country have

positive and negative effects on Australia's exports respectively.



In the extended version of gravity model several other factors have been included to
explain the bilateral trade relation between two countries. One of the additional factors
included is the degree of complementarity between the home and foreign economy
measured in terms of relative factor endowment between the home and foreign countries(
see Saxonhouse, 1993). It is expected that the greater the complementarity between the
home and foreign economy the higher is the level of trade flow between the two
countries. Another additional factor introduced to explain the bilateral trade flow is per
capita GDP( see Farnkel 1993). Per capita income is included to measure the level of
economic development. High-income countries tend to be more industrialised and more
specialised in production and hence depends more heavily on imports. Furthermore,
residents of high-income countries desire a greater variety in their consumption, hence,
tend to import more. Thus, exports of home country to such a foreign country are likely
to be higher. Boisso and Ferantino (1997) also introduce cultural distance and
characteristics of trade regime as additional factors affecting bilateral trade between
countries. They find in their empirical study that cultural distance and inward-looking
trade regime have a negative impact on bilateral trade flow. So far there has been no
study, which apply these factors to explain Australia's bilateral trade flow.

More recently in additional to the above-mentioned factors foreign direct investment has
been regarded as one of the important determinants of a country' exports. FDI enables
firms in home country to gain an insider status in foreign country and to get closer to
customérs It also enables domestic firms to gain access to relevant government and
business leaders in the foreign countries. Investment links also adds substantially to

knowledge of trends and opportunities in the foreign country of the investing firms and
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strengthen their awareness of export opportunities. Lastly, not least, FDI abroad
contribute strongly to export expansion of the home country by generating additional
sales of finished goods, intermediate goods, capital goods and services by the investing or
other firms in home country in the foreign country. The close link between FDI and
export expansion is confirmed by Urata (2001), which find that outward FDI has a
positive impact on a country's exports.

Based on the gravity model, Australia's exports to an overseas country can be expléined

by the following relation:

Xj=f(GDPj, Dj, PCGDPj, Cj, CDj,OTR}j, FDJj )
Where Xj is Australia's exports to Jth country; GDP gross national product; PCGDP per
capita GDP; Complementarity; CD cultural distance; OPT openness of trade regime of
the Jth country and FDI is Australia's outward investment in Jth country. The expected
sign of relationship between the dependent and the independent variables are given below
the equation.

In the context of China and Japan and their relative importance to Australia's exports,
out of the above-mentioned 7 factors three are likely to be less importance For instance,
geographical distance (Dj) and cultural difference (CDj) are unlikely to play an important
role in explaining the relative importance of both countri;as for Australia's exports since
both countries are or more or less at the same distance for Australia both geographically
’ and culturally. Similarly, the trade regime factor (OPRj) is also unlikely to be very
important in explaining the relative importance of both countries to Australia's exports as

China more or less maintain the same kind of open trade regime as Japan for the kinds of



goods exported by Australia, namely the primary commodities. Thus, out of the 7 factors
only three are importance in explaining the difference of Australia's export flow to both
countries. These are the difference between both countries in their GDP, GDP per capita
the degree of complementarity of their economies to Australian economy and the amount
of FDI they receive d from Australia. In other words, the relative GDP, GDP per capita,
degree of complementarity to and the FDI received from Australia of both countries

largely determine the relative share of both countries in Australia's total exports.
Relative Growth Performance

One of the main factors behind the decline of the relative share of Japan in Australia's
exports as compared to China is undoubtedly the surge of Chinese GDP and GDP per
capita as compared to those of Japan as a result of different growth performance of both
countries during the last decade. The burst of Japan's bubble economy in early 1990s
caused Japan to suffer from ten years of economic stagnation with periodic recession( see
Table 4) In contrast, after a brief setback caused by the Tiananmen Square incident in
late 1980s, Chinese economy surged at an annual average rate of growth of almost 10 per
cent up to the outbreak of Asia crisis in 1997. Thereafter rate of growth of Chinese
economy slowdown but continued at a relatively high speed at about 7 to 8 per cent a
year. Thus for the entire decade of 1990s, China's GDP growth rates averaged 10 per cent
whereas that of Japan only 1 per cent. Thus, during this period Chinas' growth rate is ten
times that of Japan. This huge difference in growth performance between the two

countries caused the gap between China and Japan in terms of GDP GDP per capita to



narrow. In late 1980s the relative GDP between Japan and China is 8.5 to 1 . By 1999,
this has narrowed to 4.4 to 1. Similarly, since China's GDP per capita is growing at 9 per
cent a year a over the last decade whereas that of Japan was stagnant, the gap between

both countries in terms of income per capita has also narrowed significantly.

Growth of Australia's FDI in China and Japan

Table 5 shows the relative growth of Australia's investment in both countries. Over the
last ten years Australian investment in Japan rose from A$4.4 to 22.8 billion. The annual
average growth rates averaged about 16 per cent. In contrast, Australian investment in
China soared from A$44 million in 1989 to 1.5 billion in 2000.The average annual rate of
growth is about 38 per cent, more than twice that of Japan.. The rapid increase of
Australian investmexﬁ in China contributed significantly to the growing importance of

Chinese market for Australia.

Prospects in the 21°* Century

The future growth prospects of Japan are not bright. The turnaround of Japanese
economy depends much on the reform of Japanese enterprise and financial system as well
as its government-business relation. The globalisation of Japanese economy apparently
has rendered these systems and relation out-dated. Hence, a surgical reform of these‘age-
old system and relation is necessarily before Japan can resume its rapid growth in the 21%
century. But this reforms touch upon the very heart of Japanese socio-political fabric.
Hence, there is no quick-fix solution. Even the reforms are successful, its rate of growth
is unlikely to return to that achieved during the high-speed growth of 1950s and 1960s.

Thus, the most plausible rate of growth after the successful reforms is likely to be similar



to that achieved during the 1972-90 around 3 to 4 per cent. As for China, there have been
numerous projections of Chinese economic growth, which range from 5 to 9 per cent.
The most plausible rate in the foreseeable future is likely to be within the range of 5 to 6
per cent (see Chai 1999). Given that the Chinese rate of growth is likely to be two
percentage point ahead of that of Japan it is most likely that China will catch up and
perhaps over take Japan in terms of GDP based conventional exchange rate in the early
21* century. However, in view of its huge population closing the gap in terms of GDP per
capita with Japan is likely to take China a much longer period. Thus, for the foreseeable
future, Japan is likely to remain Australia's top export destination as its annual
consumption dwarfs that of China.

The accession of China into WTO is likely to accelerate the process of globalisation of
East Asia . Globalisation reduces the geographical and cultural distance between nations
and diminishes the importance of these two variables in the determination of bilateral
trade relation. As a nation is able to trade globally its trade is no longer biased toward
neighbour or region. Globalisation also has the effect to disperse the location of
international production because of the lowering transport and communication cost. On
the other hand, owing to the agglomeration effect globalisation also induces geographical
concentration of international production both within particular regions and countries
(Dunning, 1998, p. 48) China, because of its large domestic market, its abundant cheap,
industrious and quality work force and its swelling middle income class has become
increasingly the centre of growth triangle in East Asia and a pole position for the world
manufacturing activities. This trend is evident from the increasing FDI activities in China

from the neighbouring East Asian countries. Following the step of Hong Kong, Taiwan



and South Korea, Japan is currently stepping up its investment in China by relocating its
many domestically uncompetitive industries to China. These industries include textile,
sewing machine, consumer electronics and even highly protected agriculture. Investors
from these industries produce in China and ship their products back to Japan to beat the
increasing cost of production in Japan( Economist, August 342001)

The imminent accession of both Mainland China and Taiwan into the WTO also means
that it is no longer viable for Taiwan Government to maintain its restriction of direct
trading and investment link with the Mainland, as this will be in violation of the WTO
principle of non-discrimination. Thus, the Taiwan government is already contemplating
to ease the restriction of investment and trading links with the Mainland in the near
future. This move is likely to trigger a massive exodus of Taiwan industries across the
Strait and intensify the economic integration between the two sides of the Strait.

China is now not only attracting FDI in the area of old economy but also in the new
economy. China is already a global centre for ICT hardware manufacturing. It is also
rapidly building up its capability in the more knowledge-intensive area of software
development and services. Microsoft has already placed one of its four global support
centres in Shanghai. Mainland China together with Hong Kong are now attracting 70 per
cent of the FDI in Asia and this trend is expected to continue.

From the above it is quite clear that China and the Greater China region are likely to be
one of the world's clusters of manufacturing activities in the future. Hence, the best
prospect for Australian exports in the 21% century are likely to be Japan, China and the

Greater China region. Hence it will be a grave mistake for the Australian government to
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write of the importance of East Asian and reorient itself in its trading relation toward The

US and Europe because of the recent Asian crisis and current Japanese economic woes.
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Table 1: Australia-China and Australia -Japan Bilateral Commodity
Trade

1979-2000 (A$ m)

China Japan

Year Exports Imports Balance Exports Imports Balance
1979-80 845 199 645

1980-81 671 269 401

1981-82 602 284 317

1982-83 643 278 364

1983-84 609 311 297

1984-85 1061 373 688

1985-86 1497 435 1062

1986-87 1592 588 1003

1987-88 1277 850 426

1988-89 1230 1026 204 11478 9757 1721
1989-90 1192 1240 -48 12781 9872 2909
1990-91 1347 1502 -1565 14378 8849 5529
1991-92 1458 1975 -517 14574 9290 5284
1992-93 2268 2557 -289 16206 11139 4067
1993-94 2589 3120 -531 15924 11700 4224
1994-95 2964 3649 -685 16282 12777 3505
1995-96 3781 4010 -229 16429 10816 5613
1996-97 3584 4203 -619 15377 10241 5136
1997-98 3872 5303 -1431 17580 12660 4920
1998-99 39048 6106 -2158 16566 13587 2979
1999-00 4968 7515 -2547 18822 14110 4712

Source: ABS, International Merchandise Trade Australia, Canberra, various issues
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Table 2: Australia's Major Export Markets 1989& 2000 (% share)

Country 1988-89 Rank 1999- Rank
2000

Japan 27.2 1 19.3 1
USA 10.2 2 8.9 2
New Zealand 5.1 3 6.9 4
South Korea 5 4 7.8 3
China 2.9 9 5.1 5
Hong 4.2 5 3.3 9
Kong

Taiwan 36 6 4.8 7
United Kingdom 3.5 7 4.3 8
Singapore 3.3 8 5 6
Indonesia 17 13 2.5 10

Source: ABS 2001, p. 22

Table 3: Share of China and Japan in Australia's Merchandise Exports
1988- 2000 (in %)

Year Japan China
1988/89 27.2 2.9
1989/90 26 2.4
1990/91 27.4 26
1991/92 26.5 2.7
1992/93 251 3.7
1993/94 24.7 4
1994/95 243 4.4
1995/96 21.6 5
1996/97 19.5 4.5
1997/98 20 4.4
1998/99 19.3 4.6
1999/00 19.4 5.1

Source: same as Table 2
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Table 4: Growth Rates of China and Japan 1990-2000

Year Japan China
1990 5.1 3.8
1991 38 9.2
1992 1 14.2
1993 0.3 13.5
1994 0.6 12.6
1995 1.5 10.5
1996 5 9.6
1997 16 8.8
1998 -2.5 7.8
1999 0.2 71
2000 1.4 NA

Source: IMF (2000): Japan, Economics and Policy Developments, Washington, D.C., p.4
and Posen (2001), Table 1, ZGTJNJ, various issues

Table 5: Australian Investments Abroad, Stocks in China and Japan (A
$m)

Year Japan China
1989 4428 ' 44
1990 4894 56
1991 6220 66
1992 8045 61
1993 7461 531
1994 10672 297
1995 9273 876
1998 12008 529
1997 17192 1014
1998 10127 1773
1999 15569 2040
2000 22773 1571

Source: ABS: Balance of Development and International Investment, various issues
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INVESTMENT POTENTIAL OF SIBERIA
AND RUSSIAN FAR EAST

Introduction

The modern world is passing through the rapid process of comprehensive
globalisation, especially in the investment field. However, under the
estimate of the well-known international experts, the opposite process must
be observed: one which as a matter of fact deals with gradual decline of
free markets meeting the strict criteria of overwhelming security following
from system financial risks. Among those few markets disposing of
acceptable minimal risky potential and good profit-making capacity format,
Asian part of the Russian Federation can pretend on the leading role in the
world. In the near 10 years the Russian government seriously expects to
make the maximal use of the beneficial conditions on the international
market of investments and to provide thorough assistance to foreign
investors, especially to those who are ready to put capitals directly into the
industrial sector of Siberia and Russian Far East economy. As a
macroeconomic objective the task is to make a considerable contribution
into the creation of the future East Asian Common Market (EACM).

In this presentation I would like to underline the most attractive sectors of
the economy in the Asian part of Russia where investments are the most
effective.

Modernisation gives the “second breathing” to the transportation

First of all we mean to return to the well known projects of modernisation
of Trans-Siberian Railroad (Transsib) and development of adjacent areas.
The best promotion of the reliability and good prospects of Transsib was
made by the journey of the North Korea leader Kim Cheng Il in the
armoured train in July-August 2001. During a 100- year functioning of this
railroad a lot of non-implemented projects still remain pressing. New
projects are added to the ones already known — these are, first of all, the
connection of Transsib with the rail network of the Korea peninsula and
Sakhalin and possibly further on with Japan.

RF Minister of Railroads Nikolay Aksenenko gave the following
evaluation of Transsib development prospects:” For today a lot is done to
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bring a wide steel gauge to the centre of Europe. In the near future final
decision will be taken on the project for the connection of Transsib with
Sakhalin, later on the link with Japanese Islands is possible. Having done
all that we will be able to say that Transsib is really a new main line able
to grant to people those benefits which are due to its passing through vast
territories overland. The future prospect of this main line is to link Europe
and a rapidly developing Asian-Pacific region”"

In the recent years Transsib went through a significant upgrading. Its
electrification is practically completed. Considerable assets are invested
into the development of the infrastructure of border stations. Access roads
to the sea ports are reinforced. Containers are delivered by fast trains on a
special schedule with regard to the arrival of vessels. Now the container
terminals are being refurbished for the handing of 40-feet containers.
Scientific and research institutions of the Ministry of Railroads designed a
special structure for the transportation of large-size containers with the
application of fast trolleys. A simplified procedure of customs clearance
for the transit cargo in containers was adopted together with the Customs
Committee. A wide promotion campaign was made for the consignors and
forwarders of Japan, Korea and Finland. Construction of the second stage
of the largest in Eurasia rail and car bridge over the Amur river will soon
be completed. Fleet of tracks is supplemented by a rolling stock of a new
type ensuring the travelling speed up to 160 km per hour.

Efficiency of Transsib is proven by the verification carriage of containers
in 2000-2001 from the east borders of Russia to the extreme west by the
routes Nakhodka-Brest and Nakhodka-Buslovskaya. The transport workers
managed to do it in 11-13 days without any incidents. Delivery of the same
cargo by sea to any European country will require 30-40 days. And the
freight per container is by 200-300 dollars more expensive. Knowing that
annual haulage between East Asia and Europe is more the 6 million of 20
and 40-feet containers, Transsib is able to take a fifth of this flow.

For today the technical capacities of Transsib allow to carry up to 100
million tonnes per years, including 200 thousand tonnes of international
transit cargo in 20-feet containers from Asian-Pacific Region to Europe
and Central Asia’

Russian carriers warrant the speedy delivery and safety of containers.
Presently every railroad making a part of Transsib has a system of carriage
control and monitoring. Any computer terminal connected to these systems
as well as recently created main and regional control centres at any
moment can provide information on a particular container — where it is at
the present moment, in which train, what cargo it contains, what is the
arrival time to the point of destination in Europe.
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Russian-Korean project will enable the delivery of containers (and
possibly passengers and tourists) from South Korea to Europe. Its good
prospects are determined by the fact that the length of new railroads to be
constructed is rather small. While its economic effect is defined not only
by the transportation of cargo from the Republic of Korea but also by the
intensification of links between South and North of the Korea peninsula. A
special consideration should be given to the influence of this project on the
development of the international Tumangan project.

October 2001 is the starting time for the construction of 500-km railroad
which will connect Transsib with Sakhalin. The rails will be laid from
Komsomolsk-on-Amur in the direction of Lazarev Cape (Tatar Strait) and
further to Nogliki station on the east coast of Sakhalin. This construction is
to be carried out in very difficult conditions - big temperature gradient
(up to 70 degrees), mountainous site, rivers. But the main obstacle is Tatar
Strait. There are two possibilities of its passing. One of them is to continue
the construction of 11-km long tunnel which was started in the 40-ies. By
early 50-ies deep concrete gateways were constructed at Sakhalin and
Lazarev Cape. But then the construction was stopped. The second option is
the construction of a bridge elevated by 65 meters above the water level to
ensure the passage of sea vessels. Both options require sophisticated
engineering and technological solutions and large financing’.

One should also take into account the Russian-Iranian project of a railroad
from Astrakhan via Kazakhstan and Turkmenia along the shore of the
Caspian Sea — to the border of CIS with Iran. Further the line will go to the
Indian ocean coast. In general, we can make a conclusion that Eurasia is
heading for a new boom of railroads construction and development of
adjacent areas.

In this view one can’t help mentioning a Sino-European project to create a
Transcontinental economic bridge by the construction of super-speed
railroads from Lianyunggang to Rotterdam.® A considerable part of these
line will go through the territory of Russia. A wide discussion of this
project drove international experts to the conclusion that the construction
of a new main line must be done on the state-of-the-art engineering and
technological basis (monorail and magnetic cushion) to gain a benefit in
speed comparable with the speed of air-carriage.

It may seem paradoxical, but by the beginning of the third millennium the
rail transport is getting a “second breathing”. First of all due to the fact that
the construction of a railroad gives a possibility to develop vast adjacent
space which is granting the main profits. At least this is the idea of
American specialists who proposed to create a passage (tunnel or bridge)
through Bering strait and to link American railroads with Transsib. This
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project was discussed in 2000 by US Congress as a main component of
another exotic project — to buy East Siberia from Russia (as USA once
bought Alaska). Implementation of this project, in the opinion of its
authors, would ensure the US at least 300 years of economic prosperity.

It appears that the vast area of Transsiberian line must attract considerable
funds from European and Japanese investors. Europeans since long ago
required the access to the sub-region of Northeast Asia possessing huge
economic capabilities. Siberia and Russian Far East, Northeast China,
practically virginal Mongolia and reuniting Korea make a very promising
market for the machinery from the European Union. On the other hand
efficient Transsiberian line will allow the Japanese export to intensify its
penetration to the expanding European market, which will vitalise the
Japanese economy.

Oil and gas pipeline in the Asian Russia

This problem rather doesn’t need any special explanations. Siberia and
Russian Far East have sufficient reserves of hydrocarbons to assist the
resolution of power and environmental problems in the foreign countries of
East Asia, China, Japan, North and South Korea, Mongolia.

Russia has an experience in attracting foreign investments into the
exploration of oil reserves in Sakhalin shelf. The 90-ies of XX century
gave birth to such projects as Yakutia gas — construction of pipelines to
China and the Korea peninsula — Kovytkin project of oil and gas
transportation to China.

In the context of the PRC government’s programme on the development of
Western China, RF President V.V. Putin during his visit to Beijing in
summer 2000 noted that Russia could take part in the implementation of
this programme. This phase was reflected in Beijing declaration of RF and
PRC which stated the readiness of Russia to participate in the
modernisation of Western China “including the development of oil and gas
deposits and construction of gas lines”. These plans were detailed in the
inter-governmental agreement signed during the visit of PRC Chairman
Jiang Zemin to Moscow in July 2001.

All above mentioned projects have a common problem — financing.
Without external investments their implementation will be very
complicated if possible at all in the coming years. At the same time the
benefits of their implementation will be presented not only in monetary
terms by rather in terms of the environmental recovery of Northeast
Asia.
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Structuring of the investment process

The mentioned projects are rather long and capital intensive. But they
provide the possibility to employ to the fullest extend huge international
funds which today are practically staying idle. And, as known, lack of
capital movements is worsening its quality and results in the clogging of
investments flows, which, it turn, brings crisis to the world economy as a
whole.

Nevertheless the practicability of these projects became obvious already in
1997 when they were looked at from the other side of the world. After the
discussion at III All-Europe conference on the international transportation
corridors (Helsinki, June 1997) it was confirmed that: continuation of
corridors #2 (Berlin- Warsaw- Minsk- Moscow) and #9 (Helsinki-
St.Petersburg- Moscow) in the eastern direction with the access by
Transsib to Vladivostok and Nakhodka, as well as in the south-east
direction to Astrakhan and Novorossiysk will allow to create unique
conditions for the functioning of Eurasian intermodal transportation system.
The decision taken in Helsinki objectively extends the possibility of Russia
to obtain financial help for the improvements in the operation of those
railroad sections which make a part of international transport corridors.

By the way, in June 2001 in the Check town of Ostrava during the
exposition “Transsib — a bridge from Europe to Asia” a memorandum was
signed to construct an international railway terminal in Bohumin (Check
Republic) and to extend a wide gauge of the Russian standard (1520 mm)
to Checkia via Poland. According to the expert evaluation on this wide
gauge coming from Russia to Check Republic more than three million
tonnes of cargo can be carried. And this is only the communication of
Russia with European countries. Asian countries can considerably increase
this figure. The road from Moscow to Bohumin station will save a day in
travel and the cost of carriage will go done by 10-15%. All complex —
wide gauge railroad, terminals, centre of logistics —will be paid back in 7-9
years. The total cost is about 300 million dollars. “Shiran” company is the
investor. According to the statement of the company head Mr.Shimon
Jacobson, the banks are ready to finance up to 70% of the total cost. The
remaining 30% will be covered by the contributions of the project member
countries. Russia, holding 26%, will have a blocking package of shares®.

All multiple difficulties which may arise on the way of creating of a
beneficial investment climate in the Asian part of the country are well
understood in Russia, but at the same time we are ready to have a deep
co-operation with any potential foreign investors, in particular if their
intentions are serious and they do not look for an easy instant speculative
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profits. At the present time RF Government is taking serious measures to
create beneficial international and domestic conditions for foreign
investors. It is done to ensure the growth of foreign direct investments.

Joining of APEC by Russia means that it also joint Bogora declaration
( November 1994) and Osaka programme of actions (1995). What gives?
APEC members in the further liberalisation of the procedure for the
admittance of mutual investments, vote for the non-discriminating
approach to all donor-counties, granting of national regimes for all types of
investments, including financial sector, services and securities market,
refusal to expropriate investments, elimination of obstacles in the export of
capital. Those principles, formulated in the Code of Foreign Direct
Investments of APEC, were adopted at the ministerial meeting on the eve
of Bogora summit. In accordance with APEC principle, Russia defined its
own term for the introduction of free trade criteria with regard to the real
economic situation. This term is set in 2010-2020 which is fixed in
Russia’s Individual Plan of Actions for the liberalisation of trade and
investments. On the eve of the ministerial meeting in Brunei, Russia
transmitted its Individual Plan to the Secretariat of APEC. Its presentation
will be made this year in a soft version, which will give this documents “a
transparent, concrete and comprehensive nature”’

An important element for the improvement of the investment climate in
Russia will be its joining in WTO. In the opinion of the Deputy Minister of
the Economic Growth and Trade of RF Maxim Medvedkov, extension of
WTO rules to Russia will “not only improve its external investment
attractiveness, but shall also make economic and legal climate more
predictable and clear for domestic entreprem:urs”8

It is assumed that the structuring of the investment process will include a
set of corresponding actions aimed to ensure the protection of legal
interests of any bona fide investor. The principle aspect lays in the fact that
no difference shall be made between Russian and foreign members of the
market. It is really important, as far as in Russia, prejudiced attitude to the
foreign financial institution is still widely spread. The reason for that is a
not always justified intervention of such institution as International
Monetary Fund into the Russian reforms in the past.

It is not expected that any specific preference will be given to any of the
potential foreign investors. But it should be underlined that exceptional
geopolitical location of Transsiberian line, for example, is objectively
forcing to make a fair choice to co-operate closely with the European
Union and Japan. Moreover, these two powerful modern “centres of
forces” accumulate today considerable free financial resources, able to
give a required dynamism to the whole investment process in the Asian
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part of Russia. Large-scale direct European and Japanese investments can
simultaneously stimulate noticeable economic growth in the Russian
national industry and in a number of industrial sectors of the above
mentioned countries. Especially as EC and Japan presently are in the
period of choice of a principally new direction for the next powerful
economic burst.

These counter flows of investments from Europe and Japan will meet in
Russia and will create an algorithm of a failure-free functioning of a
whole Eurasian economic space in general.

The first attempt to make a conscientious organisational structuring of the
investment process on the expanses of the Asian part of the Russian
Federation was undertaken at Baikal forum, in September 2000. After the
wide exchange of opinions between domestic and foreign participants of
this meeting in Irkutsk  possible direction of large international
investment co-operation in Siberian and Far East federal districts were
formulated. And again discussions of the first specific projects were
centred around the development of Transsib area, which is perfectly
explainable by that tremendous role which transportation always played in
the Russian economy. In this respect Baikal forum presented itself as a
prototype of a future authoritative international organisation of Eurasian
co-operation, striving to consolidate the efforts of all interested countries
for the stimulation of the economic growth on the vast expanses of Russian
Siberia and the Far East. Even today, with a certainty we can state that
Russia will make its own and considerable contribution to the developing
process of globalisation.

In this context a number of Russian and international experts advocated in
Irkutsk the necessity to create a permanent working body studying the
possibilities of Eurasian economic co-operation. Members of Baikal forum
were of unanimous opinion that the investment potential of the Asian part
of Russian should be employed gradually, but on a comprehensive scale,
being guided by a massive investments of capital into the local social
infrastructure.

We should not ignore that huge potential of the “economy of knowledge”
which was accumulated in the scientific centres of Siberia and the Far East
by all preceding generations of  selfless Russian explorers. This
knowledge by itself is of unique applied nature, as it past through a severe
examination by time and represents a concentrated experience of survival
in the most extreme conditions. One can hardly do without this knowledge
in the evaluation of systemic investment risks for the economy in the Asian
part of Russia.



Despite the fact that Russia is still in the state of habitual historical
bifurcation between Europe and Asia, it gradually begins to concentrate its
efforts for the creation of the fast economic growth area in Siberia and the
Far East. With the time the process of Eurasian economic integration will
surely draw to its orbit a recently created Shanghai Organisation of
Co-operation (SOC). It will present a considerable potential with three
fourths of the population and territory of Eurasia, including half of the
world resources of oil and gas. There are issues for consideration for
interested European and Japanese investors if we also mention the real
possibility to explore the power resources of the Central Asia and Caspian
region.”. In case SOC will be developed mainly as a military and political
structure, it will definitely become another influential world pole of force.

Conclusion

In the final statement I don’t want to draw conclusions, but to say a few
words about problems to be resolved. For example, problems of
transportation development were discussed at the international conference
“Role of Transsib in the Development of Russian and World economy” in
Moscow on July 27-28, 2001. Here is a general list of these problems:

— Role of transportation corridors in the globalisation of the world
economys;

—> Prospects of the equipment development — is the basis for the
improvement of the railway transport efficiency;

—> New information technologies for the railways;

—s Economic, legal and social aspects of railroads functioning in
modern conditions.

How these problems are resolved today? For example, a system of
satellite communication “Globalstar” will be introduced in the near future
on the modernised railroads which were mentioned today. This system is
already being adapted to the trains by scientific and industrial company
“Geiser”. This system allows to call from the moving train anyplace on the
planet, to use e-mail and Internet, to receive and to send any digital
information. If sensors of this system are place on the containers, we can
continuously monitor the status of the cargo and instantly react to the
attempts to break its integrity.

In my opinion the most promising direction for the investment of capital in
Siberia and the Far East are those which will ensure the stable growth of
East-West links.
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Out of 89 region of Russia 29 are located in its Asian part. There are
largest deposits of oil, gas, coal, ferrous and non-ferrous metals. It means
that the majority of industrial processes have their own resources. If you
add to that forests and fishery treasures of Siberia and the Far East of
Russia the investment attractiveness becomes more than obvious. It is
important to state that these region have a sufficient scientific and
technical potential. And finally, industrial enterprises of Siberia and the
Far East have a long-standing links with the neighbouring and distant
foreign countries. RF legislation allows the regions independently create
for the foreign investors the most hospitable climate'®. So a lot will depend
on the initiative of local authorities. But as Chinese proverb reads — you
can’t clap you hands with just one palm. A recipient and a donor must be
equally active for the mutual benefits.
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