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ASEAN, China, and India:

Are they more Competitive or Complementary to each other?

Yumiko Okamoto

Abstract

The rise of China and India as an industrial power is now regarded as an oppor-

tunity rather than as a threat for ASEAN. The paper shows that whether this view

is consistent with the underlying economic force or not depends on the country in

question.

With respect to a FTA between ASEAN and China, both Singapore and

Malaysia seem to gain both through inter- and intra-industry specialization. Thai-

land appears to gain significantly as well through intra-industry specialization

vis-à-vis China.  Indonesia and the Philippines may not gain much through the

formation of FTA unless substantial efforts are made in order to promote their

industrial development. 

The promotion of economic cooperation between ASEAN and India, on the

other hand, may make sense in the long run, but its immediate impact on both

sides still seems to be limited. First, the success of India continues to depend on

the services sector. Second, there is still very little intra-industry specialization

between ASEAN and India. The announcement of the formation of a FTA

between ASEAN and India may make economic sense in the long run, but sub-

stantial benefits may not be expected at least in the short run yet.

1. Introduction
In early 1990s China accelerated its economic growth.  It grew at the annual

average rate of as high as 10 percent throughout the 1990s (Okamoto 2005a:48).
The 1997-98 Asian Crisis, which disrupted many economies in East Asia, espe-

cially ASEAN members, did not affect China as severely.  On the contrary, the

Chinese economy continued to grow around 7 percent annually in the subsequent

years. 

Initially the rise of China as an industrial power was regarded as a threat to the

ASEAN economies.  Because of its almost inexhaustible supply of unskilled

labor and its absorption of a huge amount of foreign direct investment (FDI),



China was considered to pose a great challenge to the ASEAN countries in their

home and third-country markets (Wang 2005: 35).  
Whereas China’s rise in the 1990s caused a great deal of concern among the

ASEAN countries, China’s further rise during the first decade of the 21st Century

seems to have instead generated confidence among them (Wang 2005: 17).  The

cornerstone of the shift is a framework agreement on comprehensive economic

cooperation between ASEAN and China, including the establishment of an

ASEAN-China FTA by 2010 for the original ASEAN members, and 2015 for the

new members. 1） Expanding Chinese economy is now regarded more as an

opportunity than as a threat.

ASEAN also concluded a framework agreement on comprehensive economic

cooperation between ASEAN and India in Bali in October, 2003. 2） Ever since

India unveiled the “look-east policy” in the early 1990s (Ambatkar 2001: 85),  its
economy has continued to grow steadily, although not as quite rapidly as China.

In particular, the development of the IT-related industries, especially, related to

software, has been remarkable in India.  ASEAN also seems to regard India as an

opportunity rather than a threat to the business of its members.  An interesting

question is to ask whether the swift shift in the policy stance of ASEAN vis-à-vis

China and India is consistent with underlying economic forces.   

According to Langhammer and Hiemenz (1990:59), regional integration

among developing countries often fails to materialize expected benefits.  This is

partly because there is little scope either for inter-industry or intra-industry spe-

cialization among countries in the scheme, as they tend to possess comparative

advantage in the same product (Langhammer and Hiemenz 1990: 68).  Exactly

for this reason, the swift shift in the policy stance of ASEAN presents an intellec-

tual puzzle and a policy question (Wang 2005: 17). 
The objective of this paper is, therefore, to compare trade structures among

ASEAN, China and India, and to investigate whether ASEAN and China and

ASEAN and India are more competitive or complementary to each other.  If they

are more or less complementary to each other, there may be room for them to

gain through trade, either through inter-industry trade or intra-industry trade or

both.  If they are competitive each other, on the other hand, they may not be

much room for gain through specialization and trade.

In section II, the paper first briefly compares the economic performance of

ASEAN, China and India in the world economy.  Section III, then, calculates the

indexes of revealed comparative advantage (RCA) for ASEAN, China, and India,

respectively, and observes whether there is room for gain through inter-industry

specialization.  In section IV, the author calculates the indexes of intra-industry
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trade between ASEAN and China and between ASEAN and India respectively, and

investigates whether there is room for ASEAN to gain through intra-industry spe-

cialization vis-à-vis China and India.  Section V conducts market share analyses

and observes whether ASEAN and China compete or complement each other in

third markets such as the U.S. and Japan.   Section VI summarizes the findings.

2. ASEAN, China, and India in the Global Economy
2.1. International trade and production

The word ‘BRICs’ is often heard in the center stage of international politics

these days.  It includes Brazil, Russia, India and China.  The latter two countries

are considered to be particularly promising and influential countries in the world,

both economically and politically in the 21st Century.  It is thus interesting to

examine to what extent China and India are gaining an importance in the global

economy relative to ASEAN. 

ASEAN, China and India are compared in terms of production and trade (Table

1).  The date in the table shows the remarkable rise of China as an economic

power in all aspects.  Because of the rapid growth in China over the past decade,

the share of China including Hong Kong will soon reach 5 percent in global GDP

at the current exchange rate vis-à-vis US dollar.  If the Chinese currency is reval-

ued, its share increases sharply. 

The actual economic power of China may be better reflected in the trade data,

since the real economic value of non-tradable goods which is included in GDP is

difficult to measure.  According to the data, the share of China including Hong

Kong in merchandise trade will reach almost 9 percent in terms of exports and

imports, an almost doubling of these shares from the past decade or so.  The
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share of China also increased rapidly in services trade.  Although China continues

to run trade deficits in services, its share pf global services export (including

those from Hong Kong) increased from 1 to 4 percent.

The steady rise of India is also clear, although the rate of growth is much slow-

er than that of China.  What is most striking in India is the rapid growth of the

services sector.  Unlike China, services exports of India grew much more rapidly

than its merchandise exports, increasing from 0.6 percent in 1990 to 1.4 percent

in 2003. In contrast, merchandise exports increased from only 0.5 percent to 0.7
percent over the same period.  

Contrary to China and India, the dynamism of ASEAN as a whole seems to

have faltered following the 1997-98Asian crisis.   As shown in Table 1, the share

of ASEAN in the global economy both in terms of production and trade declined

during the first decade of the 21st. Century.  The decline of ASEAN in terms of

merchandise imports is particularly significant, as it indicates the fact that after

the crisis, ASEAN was constrained by its capacity to borrow from abroad in

order to purchase goods and services.  Although the situation varies from country

to country,  ASEAN as a whole does not seem to have fully recovered from the

crisis yet.

2.2. Inflow of FDI 
The loss of dynamism of ASEAN is also observed in Table 2 which shows the

flow of FDI in ASEAN, China, and India in absolute terms and as a share of total.

Inflow of FDI continues to exhibit a rising trend in China and India.  The com-

bined share of FDI going to China and Hong Kong exceeds more than 10 percent

of global FDI flow in 2003, while India has also been increasingly successful in

attracting FDI especially after 2000. In fact, except for Singapore, total inflow of

FDI into India is larger than any other ASEAN country in 2003.  
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In contrast, the absolute amount of FDI inflow has greatly declined in most  of the

ASEAN countries after the 1997-98Asian crisis.  This loss in dynamism is most clear

in Indonesia, from which foreign firms seem to continue to withdraw.  In 2003 the

inflow of FDI in the Philippines dropped significantly as well, and although the situa-

tion is not as bad as Indonesia and the Philippines, since the crisis, neither Malaysia

nor Thailand has regained its strength in attracting FDI after the crisis.  Consequently,

the share of ASEAN in the world FDI flow as a whole declined from around 7 to 2
percent after the crisis.  Singapore is the only exception: the amount of FDI inflow in

Singapore in the 2000s exceeds the level of the pre-crisis period.  

These trends in FDI indicates that ASEAN, as a region, lost its economic attractive-

ness after the crisis, while China and India are viewed as an increasingly appealing

global partner.  Does the closer economic cooperation between ASEAN and these two

future economic superpowers provide a way for ASEAN to revitalize their economies

and to regain its pre-crisis economic strength vis-à-vis China and India?  The answer

to this question partly depends on the trade structure of these economies.

3. A Revealed Comparative Advantage (RCA) Approach
3.1. RCA index and Spearman’s rank correlation coefficient

Balassa (1989) was the first to develop an empirical approach to investigating the

changing pattern of comparative advantage in goods and services or what we refer to

today as an index of revealed comparative advantage (RCA). 3） The index is calculat-

ed as follows:

(1)

where Xij is the export value of product group i of country j , ΣXij is the total export

value of country j , Xiw is the world export value of product group i , and ΣXiw is the

total world export value. An RCA ij exceeding 1 indicates that country j has a compar-

ative advantage in the production of product i in the global economy.  An RCA ij less

than 1 indicates the opposite.  The RCA indexes are calculated for each ASEAN

member (Indonesia, Malaysia, Philippines, Singapore and Thailand) as well as for

China and India at the two-digit level of SITC R1.   
The indexes are then ranked for each country and Spearman’s rank correlation

coefficients between the rankings of RCA indexes are calculated between ASEAN

and China, and between ASEAN and India, respectively.  If the coefficient is positive

and statistically significant, the trade structures of the two country groups are very

similar and they are competitive with one another.  This implies that there may not be

much room for ASEAN and China or ASEAN and India to gain through inter-indus-
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try specialization.  On the other hand, if the coefficient is negative and statistically

significant, their trade structures are very different and complementary to one another.

In the latter case, the formation of a FTA could bring about substantial gains through

inter-industry specialization.  

3.2. Findings
Table 3 shows the results of the exercise above.  First,  both Thailand and the

Philippines possess high Spearman’s rank correlation coefficients with both China

and India and in most years, the coefficients are statistically significant. This means

that both Thailand and the Philippines have trade structures which are quite similar to

that of China and India.  These statistical results imply that the inter-industry special-

ization may not develop between

the former (the Philippines and

Thailand) and the latter (China

and India), even if the closer eco-

nomic cooperation is promoted

between the two.

Spearman’s rank correlation

coefficients are, on the other hand,

low or even negative between

these two Asian economics (China

and India) and the other three

ASEAN countries (Indonesia,

Malaysia and Singapore).  More-

over, none of the coefficients are

statistically significant. This sug-

gests that it is indeterminate as to

whether both groups are more

competitive or complementary to

each other.  In other words, in

some respects their trade struc-

tures may be very similar and

competitive, and in other respects,

they may be very dissimilar and

complementary to one another.
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4. An Intra-industry Trade (IIT) Approach
4.1. Importance of intra-industry trade in the modern world

The opening-up of the Chinese and Indian economies to the world could serve

as a tremendous opportunity for ASEAN if there are strong prospects for intra-

industry trade brought about by rising income, product differentiation and

economies of scale (Suthiphand and Sothitorn 2005: 102-103).  This is true even

if the overall trade structure is very similar between the two countries.

Helpman and Krugman (1985) are some of the pioneers to show that countries

can gain through intra-industry specialization.  The earlier models such as Help-

man and Krugman (1985) tended to focus on the product differentiation and the

horizontal division of labor in final products.  More recent models show a gain

through trade in intermediate inputs (Jones 2000).  Okamoto (2005b) empirically

showed the rise of intra-industry trade in intermediate inputs in the Asia-Pacific

region during the 1990s and their potential impacts on industrial productivity

growth of the countries in the region.  

4.2. IIT index
The IIT index is calculated as follows:

(2)

where Xijk is the value of product group i that country j exports to country k, and

Mijk is the import value of the same product group i that country j imports from

country k. The index takes a value between 0 and 1.  The higher the index is, the

more the two countries are engaged in intra-industry trade.   

In this study, the IIT index is first calculated at the four-digit level of SITC R1.
Then the IIT index is aggregated at the one-digit level using the value of trade

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

4.3. Findings
Table 4 shows the IIT indexes calculated between individual ASEAN countries

(Indonesia, Malaysia, Philippines, Singapore, and Thailand) and China, and

ASEAN and India, respectively.  First, we find that the values of the IIT index in

product categories 5 to 8 of SITC R1 are much higher than those of product cate-

gory 0 to 4. This indicates that, as trade theory suggests, there is greater room for

gain through intra-industry specialization between the two country groups in

manufactured rather than in non-manufactured goods.  

Second,  the ASEAN countries tend to have higher IIT values vis-à-vis China
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than India, except prod-

uct category 5 of SITC

R1.  Two reasons can

explain this.  The first

reason is that India’s

goods market is still

highly protected, so that

there is not much room

for these two groups of

countries to engage in

intra-industry trade.

According to the trade

policy review of India,

as summarized by the

Secretariat of the World

Trade Organization

(WTO 2002), its applied

Most Favored Nation

(MFN) tariff rate is still

relatively high around

32 percent.  Although

there are no comparable

data, the average tariff

rate of China seems to

be at least much lower

than that of India. 4） The second reason is that the MNCs have been active in

direct investment activities both in China and ASEAN since the latter half of

1980s, so that the intra-firm activities have developed fast between China and

ASEAN.  

Third, the degree of development of intra-industry trade is different among the

individual ASEAN members.  Malaysia, Singapore and Thailand tend to show high-

er values of IIT index than Indonesia and the Philippines, especially in product cate-

gories 6, 7 and 8 at the one-digit level of SITC R1.  This implies that a country such

as Thailand tends to have much room for gain through intra-industry specialization

with China, although there may not be much room to gain through inter-industry

specialization as observed in section III.  A country such as the Philippines may not,

on the contrary, gain much through a China-ASEAN FTA, since not only the overall

trade structure is very similar between the Philippines and China, but also because
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the intra-industry trade between these two countries has not been very developed

thus far.  

Malaysia and Singapore may, on the other hand, gain a great deal through a

China-ASEAN FTA.  This is partly because the overall trade structure of both

countries is dissimilar to that of China, so that there is some room for them to

gain through inter-industry trade.  Moreover, they tend to show high values of IIT

index in trade with China, especially for machinery (product category 7 at the

one-digit level of SITC R1).  This means that closer economic cooperation

between Malaysia, Singapore and China may lead to gain both through inter- and

intra-industry trade. 

Indonesia shows a trade structure that is dissimilar to that of China, suggesting

that a China-ASEAN FTA may generate some gain for Indonesia through the

enhancement of inter-industry trade.  There may not be much room to gain, how-

ever, through intra-industry trade in manufactured goods, since the IIT indexes in

this category are still low between Indonesia and China.  

Figure 1, which summarizes the trade relationship between ASEAN and China,

clarifies the fact that trade relationship between the individual ASEAN member

and China varies from country to country.  Thus, the magnitude and the source of

gain or loss through closer economic relation may be quite different among the

ASEAN members.  Thus, unlike the case of Europe, the flexibility will be neces-

sary when it comes to the implementation of the closer economic cooperation

between ASEAN and China.  

5. Market Share Analysis in the Major International Markets
5.1. ASEAN, China, and India in the major international markets

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

its impact on the flow of FDI.  Without any doubt, FDI, especially, export-orient-

ed FDI has played an important role in the economic development of China and

ASEAN. 5） The FTA may affect ASEAN greatly if ASEAN and China or
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ASEAN and India compete in the same type of products in third markets such as

the U.S. and Japan.  In this case, the formation of a FTA between ASEAN and

these two countries may give MNCs an incentive to consolidate those export-ori-

ented production sites that currently exist in different countries.   ASEAN may

gain or lose through the formation of a FTA depending on whether the FTA

enhances the cost advantage of ASEAN more than China, India or vise versa.  

If ASEAN and China or India do not, however, compete in the same category

of products in the international major markets in the first place, both may gain

through the formation of a FTA or both parties may not be affected by it at all. 

5.2. Market share analysis
The overall competitiveness of ASEAN, China, and India is initially examined

in the major international markets.  Table 5 shows the market shares of ASEAN,

China, and India, respectively, between 1993 and 2003 in three major internation-

al markets: Japan, the U.S. and EU.  First, India’s share is growing, but its rela-

tive position in the international goods market is still considerably low.  Second,

the market shares of ASEAN, China, and India are all small in Europe, although

that of China seems to be expanding rapidly even at the low level of penetration.

Third, there seems to be  severe competition between ASEAN and China in the

U.S. market, since the share of China in it has expanded to reach from 7.3 percent

in 1993 to 13.2 percent in 2003.  On the other hand, that of ASEAN declined

from 7.3 to 6.6 percent during the same period, and as a result, ASEAN seems to

be losing its competitiveness in the U.S. vis-à-vis China.  

Interestingly,  while the share of China increased dramatically in the Japanese

market (from 9.4 to 20.1 percent between 1993 and 2003), that of ASEAN also

increased slightly from 14.7 to 15.3 percent during the same period.   The rapid pen-

etration of Chinese products in the Japanese market is clear and without  question,

but the competitiveness of ASEAN has not been eroded in Japan in spite of it.
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5.3. Spearman’s rank correlation coefficients of the rankings of the market
shares between ASEAN and China

The above difference between the Japanese and the U.S. markets seems to be

confirmed by Tables 6 and 7.  Table 6 shows Spearman’s rank correlation coeffi-

cients of the rankings of the market shares in the U.S. market between China and

each ASEAN member.   Their market shares are, first, calculated at the four-digit

level of SITC R1.  Then, Spearman’s rank correlation coefficients are calculated

for each of the broader product categories. 6） High rank correlation coefficients

imply that the kind of product China and each ASEAN member exports to the

U.S. is quite similar.  In other words, ASEAN and China highly compete with

one another in exports to the U.S. markets.  Low or negative rank correlation

coefficients mean that they export more or less different types of product to the

U.S.   Table 7 shows the results in the Japanese market.  
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According to Table 6,  ASEAN and China show relatively high rank correlation

coefficients which are also statistically significant especially in such product cate-

gories as food (0), basic manufacturers (6), machinery (7), and miscellaneous man-

ufactured goods (8).  This means that ASEAN may further lose its market share to

China unless ASEAN makes an effort to sell differentiated and higher value added

products in the U.S. market, given the fact that China has a cost advantage over

many of the ASEAN countries due to the ample availability of low-cost labor.  

Table 7 shows the results between ASEAN and China in Japan.  The Spearman’s

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

market are much lower than those of the U.S.  Moreover, many of the coefficients

are not statistically significant.  This implies that ASEAN and China do not neces-

sarily compete in the Japanese market.  It could be possible that MNCs in ASEAN

and China already differentiate the types of product exported to Japan.  
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6. Conclusion
The further rise of China as an industrial power, especially after its entry into

WTO, is now regarded as an opportunity rather than as a threat for ASEAN. The

above results show that whether this view is consistent with the underlying eco-

nomic force or not depends on a country in question.  Both Singapore and

Malaysia seem to gain both through inter- and intra-industry specialization if a

FTA is formed between ASEAN and China.  Thailand appears to gain significant-

ly as well through intra-industry specialization vis-à-vis China. 

Indonesia and the Philippines, on the other hand, may not gain much.  First, as

yet there is not much intra-industry between China and these two ASEAN coun-

tries.  Moreover, China and the Philippines have very similar overall trade struc-

tures. This implies that the Philippines may not gain much through closer eco-

nomic cooperation with China or India.      

Substantial efforts are necessary to be made to promote industrial development

of Indonesia and the Philippines.  Otherwise, the formation of a China-ASEAN

FTA may end up speeding up the force of divergence that seems to have set in

among ASEAN countries since the 1997-98 crisis. 7）

The promotion of economic cooperation between ASEAN and India, on the

other hand, may make sense in the long run, but its immediate impact on both

sides seems to be very limited.   First, the success of India still concentrates on

the services sector.  Second, there is still very little intra-industry specialization

between ASEAN and India.  The announcement of the formation of a FTA

between India and ASEAN may make  economic sense in the long run, but sub-

stantial benefits may not be expected at least in the short run.  

Endnotes

1）The details of the framework agreement on comprehensive economic cooper-

ation between ASEAN and China are found in WWW.ASEANSEC.ORG.

2）The details of the framework agreement on comprehensive economic cooper-

ation between ASEAN and India are found in WWW.ASEANSEC.ORG.

3）See Balassa (1989) for details with respect to RCA index.  

4）According to Suthiphand and Sothitorn (2005:84), the import-weighted aver-

age tariff rate of China is around 9.4 percent.  

5）See Okamoto (1994), for instance, the role of FDI in economic development

of Malaysia. 

6）It ranges from 0 to 8 product category at the one-digit level of SITC R1.

7）See Okamoto (2005a: 50-52). 

106



References

Ambatkar, Sanjay (2001), “Trade-Led Strategy of India in ASEAN”.  Margin 33
(No.4), pp.85-97.

Balassa, Bela (1989), Comparative Advantage, Trade Policy and Economic Development.

New York: Harvester Wheatsheaf.  

Helpman, Elhanan, and Paul Krugman (1985), Market Structure and Foreign Trade:

Increasing Returns, Imperfect Competition, and the International Economy.

Jones, Ronald W. (2000).  Globalization and the Theory of Input Trade. Cambridge, MA:

The MIT Press.

Langhammer, R. J. and Ulrich Hiemenz (1990), “Regional Integration among Developing

Countries: Opportunities, Obstacles and Options”.  Kieler Studien; 232.

Okamoto, Yumiko (1994), “Impact of Trade and FDI Liberalization Policies on the

Malaysian Economy”.  The Developing Economies 32 (No.4), 99. 460-478.

Okamot, Yumiko (2005a), “Toward the Formation of an East Asian Regional

Arrangement.” In Pacific Asia 2022: Sketching Futures of a Region, edited by

Simon S.C. Tay.  Japan and New York:  Japan Center for International Exchange,

pp.47-65.

Okamoto, Yumiko (2005b), “Emergence of the ‘Intra-mediate Trade’: Implications for the

Asia-Pacific Region.” Paper presented at Section 2: Does Trade Deliver what it

Promises? of PAFTAD 30 which was held at the Hilton Hawaiian Village Hotel,

Honolulu on February 19-21, 2005.  

Chirathvat, Suthiphand and Sothitorn Mallikamas (2005), “The Potential Outcomes of

China-ASEAN FTA: Politico-Economic Implications for Participating Countries.”

In China and Southeast Asia: Global Changes and Regional Challenges, edited by

Ho Khai Leong and Samuel C. Y. Ku, pp.80-107.

UNCTAD (2004), World Investment Report 2004: The Shift Towards Services. New York

and Geneva: United Nations.

Wang, Vincent Wei-cheng (2005), “The Logic of China-ASEAN FTA: Economic

Stagecraft of “Peaceful Ascendancy.” In China and Southeast Asia: Global Changes

and Regional Challenges, edited by Ho Khai Leong and Samuel C. Y. Ku, pp.17-41. 

World Trade Organization (2002), Trade Policy Review: India by the Secretariat.  Geneva:

World Trade Organization.

107


