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I 
Introduction 

 
 

High and sustained growth of GDP in China and India, two of the world’s most 
populated countries, has impacted the global economy in general and developing 
countries in particular in myriad ways. Over the five years ending 2007, China 
continued to grow at a scorching pace of 10.8 per cent per annum. During this period, 
India closely followed China’s performance, with GDP growing at an estimated 8.9 
per cent per annum.1 These figures, while concealing much in terms of the 
distribution of that growth, keep alive the fears of the challenge from the two Asian 
giants. Thus, the National Science Foundation (NSF) of the United States concludes 
as follows in a 2008 report: 

 “Economic growth in China and India has been rapid in recent years, and these two 
countries have increased their global market share, trade, and investment in many 
industries. Productivity and per capita income growth of these two countries, 
particularly China, appear to have been much more rapid in recent years than that of 
the United States and other advanced economies.”  (National Science Board, 2008) 
(Table 1).  

Though productivity and per capita income levels in these countries are still far 
behind the US, the differential is narrowing because of their much faster rates of 
growth. 

 

Table 1: Selected economic and productivity indicators for United States, China, 
and India: 1995-2004 

 Productivity growth 
(% average annual change) GDP (US$) 

Country 1995-
2004 

1995-
2000 

2000-
04 

Per employee 
2004 

Per capita 
2004 

2004

United 
States 2 2.3 1.7 100 100 100 

China 5.5 3.1 8.6 13 16 71 
India 4.2 4 4.4 10 8 28 
 Notes: Productivity growth is measured on the basis of GDP per employee. GDP is 
U.S. dollars converted at 1990 purchasing power parity. China does not include Hong 
Kong.   
 Sources: Conference Board and Groningen Growth and Development Centre, Total 
Economy Database (September 2006), http://www.ggdc.net/dseries/totecon.shtml;  
National Science Board, 2008. 
 

The Role of Trade 

                                                 
1 Figures are based on World Bank’s World Development Indicators Online. 
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The competitive threat from the two countries is seen as particularly serious because 
of indications that exports are an important source of dynamism in them. However, 
there are significant differences between China and India, with the export and growth 
success of the former being more dramatic and long-term than that of the latter. 
Moreover, China’s trade volumes are so much larger than India’s that its global 
influence tends to be far greater (Table 2).  

 
Table 2: China's and India's Merchandise Trade Values ($ million) 

Year 2000 2002 2003 2004 2005 
China's exports 249,203 325,600 438,230 593,320 761,950 
India's exports 2,036 2,551 2,934 3,619 4,457 
      
China's imports 225,094 295,170 412,760 561,230 659,950 
India's imports 2,309 2,972 3,591 4,783 6,208 

 

However, absolute levels of merchandise trade aside, in both countries the ratio of 
exports of goods and services to GDP has risen quite sharply in recent years (Chart 1). 
In 1978, when China’s reform began, this ratio was more or less the same in the two 
countries, at around 6.5 per cent. Since then the figure has risen sharply in China, to 
touch 40 per cent in 2006, and much more slowly in India to reach close to 23 per 
cent. While much of the expansion in exports in the Chinese case has been on account 
of exports of manufactured goods, export growth in India has been principally on 
account of services (Chart 2). Between 1985 and 1995, the ratio of goods exports to 
GDP rose from around 8 to 18 per cent in the case of China, and from 4 to 9 per cent 
in the case of India. But after that, while the figure for China shot up to 36.7 per cent 
in 2006, it remained short of 14 per cent in the case of India. 

6.64

10.71 10.00

19.17

23.07 23.33 22.60

25.13

29.56

33.95

37.30

40.14

6.39 6.21
5.31

7.13

10.97

13.23 12.75
14.46 14.75

18.20

20.33

22.97

0.00

5.00

10.00

15.00

20.00

25.00

30.00

35.00

40.00

45.00

1978 1980 1985 1990 1995 2000 2001 2002 2003 2004 2005 2006

Chart 1: Exports of goods and services (% of GDP)

China

India

 
Source: World Bank, World Development Indicators Online. 
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However, India’s performance is considered creditable and unusual; relative to GDP, 
it is the growth in services exports that explains India’s more moderate trade success. 
Add to this the important role of private transfers, or remittances from non-resident 
Indians, and India’s balance of payments remains relatively resilient despite a rising 
oil import bill. 

At the aggregate level, of course, it is only China that appears truly mercantilist, 
exporting more goods than it imports and accumulating wealth in the form of foreign 
reserves. In 2007, China recorded a trade surplus of $315 billion and a current account 
surplus of $371 billion, taking its foreign reserves (excluding gold) to $1.5 trillion.2 
On the other hand, during financial year 2007-08 India recorded a merchandise trade 
deficit of $90 billion. However, if the net surplus from services export is taken into 
account the deficit reduces to $52.5 billion. Large remittance inflows further reduce 
the current account deficit to $17.4 billion. Together with large capital flows, 
especially portfolio capital flows into India’s debt and equity markets, this had pushed 
reserves up to more than $310 billion. In sum, the role of net exports as a trigger for 
growth appears to be true for China, but not so for India. But if net current transfers 
into India ($41 billion in 2007-08), consisting largely of remittances from Indian 
workers abroad are treated as a form of services income, then the trade in goods and 
services has played a very important role in strengthening the balance of payments. 

The Pace and Pattern of Growth 

The rapid expansion of exports has been accompanied by high rates of growth of 
GDP, improving the presence of the two countries in the global economy. Measured 

                                                 
2 Figures from IMF, International Financial Statistics Online. 
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in terms of prices prevailing in 2000, China’s share of world exports of goods and 
services was 8.5 per cent in 2006 (up from 1.4 per cent in 1978), but India’s share was 
just 1 per cent, though it was up from 0.4 per cent in 1978 (Table 3). In terms of 
constant price GDP, China accounted for 5.5 per cent of global GDP in 2006 and 
India for 1.9 per cent—both up from 0.9 per cent in 1978. A figure of relevance here 
is the relative size of GDP in these countries measured in terms of 2005 purchasing 
power parity (PPP) dollars, which is an indicator of the buying power of the Indian 
and Chinese populations. Measured in those terms, China accounted for 10 per cent of 
global GDP and India for 4.5 per cent in 2006. This compares with 2.0 and 2.3 per 
cent respectively in 1978. Thus the rest of the world is benefiting from a growing 
market in these countries. 
 

Table 3: India and China Relative to the World (Percentage Shares) 
 1978 1980 1985 1990 1995 2000 2005 2006 
GDP constant 2000 $ 
China 0.94 1.03 1.51 1.85 2.93 3.76 5.19 5.53 
India 0.93 0.89 1.01 1.12 1.28 1.44 1.77 1.86 
Exports of goods and services (Constant 2000 US$) 
China 1.44 1.71 1.93 1.81 2.56 3.50 7.66 8.52 
India 0.43 0.45 0.39 0.46 0.67 0.76 1.07 1.05 
GDP PPP (Constant 2005 international $) 
China .. 1.98 2.90 3.55 5.66 7.17 9.53 10.07 
India .. 2.29 2.58 2.89 3.32 3.69 4.35 4.53 
Source: World Bank, World Development Indicators Online. 
 
Growth in the two large and populous economies is bound to have an impact on the 
rest of the world. This, however, is likely to be truer of China than of India, because 
of the different patterns of growth in these countries. Of the cumulative increase in 
GDP between 1991 and 2005, 53 per cent was accounted for by industry in the case of 
China (with 40 per cent from services); for India, as much as 62 per cent was 
accounted for by services (with 27 per cent from manufacturing). Within industry, 
manufacturing growth was strong in China, accounting for 37 per cent of the 
increment in GDP in this period; the comparable figure for India was just 16 per cent. 

Impact on Trade 

In China, the fallout of growth led by manufacturing in terms of demand for non-
manufacturing sectors, viz. agriculture, mining and services is likely to be significant, 
if not strong. This is likely to have an impact on demand and growth within and 
outside the country. On the other hand, India’s services-led growth is unlikely to have 
an impact only on the demand for manufactures and other services to the same extent. 
As a result, we observe in the case of China a sharp shift away from imports from 
developed to developing countries starting in the mid-1980s (Table 4). The decline in 
imports from developed countries is true in the case of India too, though this is 
accompanied by a decline in imports from developing countries and an increase in 
unspecified categories. 
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Table 4: Distribution of Imports by Source (%age of imports from world) 
CHINA 1980 1985 1990 1995 2000 2005 2006 
IMPORTS FROM 
INDUSTRIAL 
COUNTRIES 

73.7 70.4 50.1 55.4 47.0 38.1 37.4 

IMPORTS FROM 
DEVELOPING 
COUNTRIES 

22.8 28.1 48.3 42.7 49.8 53.5 53.2 

IMPORTS FROM DEV. 
CTYS: ASIA 

8.7 16.7 38.3 33.7 36.7 38.0 36.8 

INDIA        
IMPORTS FROM 
INDUSTRIAL 
COUNTRIES 

46.5 52.7 56.9 48.5 40.5 33.3 34.8 

IMPORTS FROM 
DEVELOPING 
COUNTRIES 

52.8 46.6 42.5 45.5 36.1 36.4 39.3 

IMPORTS FROM OIL 
EXPORTING CTYS 

27.5 18.6 16.9 20.6 10.4 8.1 7.5 

IMPORTS FROM DEV. 
CTYS: ASIA 

9.3 9.1 11.2 13.9 17.2 21.5 26.0 

Source: IMF International Financial Statistics. 
 
In the second half of the 1980s, the sharp shift in the sources of Chinese imports was 
in favour of developing Asia. Subsequently, the increases have been distributed to 
other parts of the developing world. In India’s case, prior to liberalization, oil played 
an extremely important role in shaping the sources of imports. With liberalization, 
Asia’s role as a source of imports has been increasing rapidly, servicing India’s 
manufactured import requirements. Areas other than Asia, especially Africa, seem to 
be dropping out. 

One possible explanation is that China’s growth based on manufacturing needs more 
access to raw materials, whereas India’s growth based on services generates more 
demand for oil and final manufactures. This perhaps explains China’s increased 
demand for primary raw materials including agricultural raw materials and metals. A 
major impact of the China boom was a degree of buoyancy in commodity prices, prior 
to the downturn in the current recessionary environment. While other factors played a 
role, but for China’s presence, commodity prices may not have reflected the buoyancy 
they have. By the beginning of this decade, commodity prices had fallen relative to 
consumer prices (as measured by the US Consumer Price Index) for over five 
decades. But from around 2002, commodity prices were on the rise. While exporters 
of oil had been important beneficiaries, the index of non-fuel commodity prices had 
also risen. 

The rise in the volume and unit value of commodity exports had a positive impact: 
there were signs of the reversal, for a period (however short), of the long-term 
deterioration of net barter terms of trade faced by developing countries dependent on 
primary products for their export revenues that go to finance imports of manufactured 
products. The competition in manufactures export trade, influenced by China, had the 
effect of moderating price increases in manufactured goods; meanwhile, China’s 
demand also drove up commodity prices. Thus, developing countries, as a group that 
are still substantially dependent on the exports of primary products, experienced an 
improvement in their terms of trade. 
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Table 5: Distribution of Imports from Developing Country Imports by Source (%age of 
imports from world) 
CHINA 1980 1985 1990 1995 2000 2005 2006 
DEVELOPING 
COUNTRIES 

22.8 28.1 48.3 42.7 49.8 53.5 53.2 

OIL-EXPORTING CTYS 1.4 1.4 2.5 2.9 6.0 5.8 6.5 
NON-OIL DEV. CTYS 21.4 26.6 45.8 39.8 43.7 47.6 46.7 
WESTERN 
HEMISPHERE 

3.7 4.3 2.4 2.1 2.4 4.0 4.2 

MIDDLE EAST 1.8 0.5 0.9 1.7 4.5 4.9 5.4 
DEV. CTYS: ASIA 8.7 16.7 38.3 33.7 36.7 38.0 36.8 
AFRICA 1.5 0.7 0.6 1.0 2.4 3.0 3.4 
DEV. CTYS: EUROPE 7.2 5.9 6.1 4.2 3.8 3.6 3.4 
INDIA 1980 1985 1990 1995 2000 2005 2006 
DEVELOPING 
COUNTRIES 

52.8 46.6 42.5 45.5 36.1 36.4 39.3 

OIL-EXPORTING CTYS 27.5 18.6 16.9 20.6 10.4 8.1 7.5 
NON-OIL DEV. CTYS 25.3 28.1 25.6 24.9 25.6 28.3 31.8 
WESTERN 
HEMISPHERE 

2.5 2.6 2.2 1.5 1.5 1.7 2.1 

MIDDLE EAST 29.1 20.5 18.3 21.4 9.4 7.3 6.8 
DEV. CTYS: ASIA 9.3 9.1 11.2 13.9 17.2 21.5 26.0 
AFRICA 1.4 2.4 2.8 4.6 6.1 3.2 1.6 
DEV. CTYS: EUROPE 10.5 12.1 8.0 4.2 1.9 2.6 2.7 
Source: IMF International Financial Statistics.      
 
The major beneficiary of these trends in commodity demand and prices was Africa, in 
which China’s presence had expanded substantially. African exports to China started 
accelerating around 2000. By 2004, African exports to China touched $11.4 billion, 
reflecting a more-than-threefold increase since 2000. By then, China accounted for 6 
per cent of total African exports to the world. Thus, Africa seems more a beneficiary 
rather than a victim of its growing integration with China. 

An impact of the rapid growth of the two countries, in a context of growing 
liberalisation of trade and foreign investment regimes, is that their integration with 
other developing countries has increased significantly. The common perception, 
driven in part by analyses of China’s growing presence in Africa is that the two 
countries, especially China, are developing a neo-colonial relationship with poorer, 
particularly resource-rich developing countries. China, it is argued, is dumping its 
products in economies across the world, and using the resulting foreign exchange 
surpluses to invest in and provide aid to resource-rich countries, whose natural 
resources are siphoned out in ways that are inequalising and environmentally 
damaging. Moreover, China’s positions on issues of international concern such as the 
developments in Darfur, Sudan, are seen as being coloured by its interest in the 
resources of the country and the region. 

These, of course, are arguments that are based on anecdotal evidence and hence are 
not fully supported. China’s relationship with the African economies is not based on 
colonial-style control of political power, even if it can be seen as using aid to acquire 
political influence. Nor is it a post-colonial relationship. In that sense, China’s 
relationship with countries in Africa is more arm’s length than that of many Western 
economies. The relationship is in large part mediated by the market. Moreover, 
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China’s soaring demand for minerals, raw materials and food appears to be benefiting 
many African countries. 

In assessments of global economic performance in recent years, a fact less 
emphasized is the revival of growth in Sub-Saharan Africa. After having grown at less 
that 2.5 per cent an annum (measured in constant price dollar GDP) during the decade 
of the 1990s, the region has seen growth touching 4.2 per cent in 2003, 5.2 in 2004, 
and an average of 5.4 per cent during 2005-06. This story is significant because it 
signals the return to a phase of global growth, where Sub-Saharan Africa is not 
bypassed when growth revives in the rest of the world. 

A more important argument relates to the question of why a large region that has been 
a loser in the global growth sweepstakes, has now joined the global hinterland that is 
pulled along by growth in the rest of the world economy. Most observers have 
suggested that it is because China and India, especially the former, have emerged as 
the fastest growing countries and as major global investors that Africa has benefited 
from global growth. The argument seems to be that when the global distribution of 
income shifts in favour of fast growing developing (as opposed to developed) 
countries, other developing countries gain more. 

Among the reasons for this is the fact that much of Sub-Saharan Africa is still 
structurally constituted in ways that make it dependent on the exports of primary 
commodities of various kinds as the stimulus for growth. When the volume of 
primary product trade increases and the relative prices of primary products improve, 
Africa benefits and grows. When persisting high growth in China and India make 
them important sources of global demand for primary products, both volumes and 
prices improve. Volumes because the size of the two countries and the phase of 
development in which they are, make their growth primary product intensive. Price 
because the enhanced demand from new sources not only changes the supply-demand 
balance in primary products, but also allows exporters to seek out alternatives to trade 
channels which are controlled by monopsonistic buyers from the developed industrial 
countries, who are able to keep primary product prices down. 

Turning to Asia 

One way to assess China’s and India’s changing relationship with the developing 
world is to turn to their relations with developing countries in their own home 
region—Asia. Though there has been some diversification of the developing country 
trade of these two giants, Asian economies were and still remain the most important 
trading partners for both of them.  

As Figure 1 shows, in Asia it is intra-trade within emerging Asia that has recorded the 
sharpest increases, having risen by 8.5 times between 1990 and 2006. Two-way trade 
(both imports and exports) with industrial Asia has risen noticeably as well. However, 
when it comes to NAFTA and the EU 15, emerging Asia has recorded substantially 
higher growth in exports than in imports. In sum, we see an Asian export platform in 
which exports of goods among Asian countries consist largely (even if not solely) of 
capital and intermediate inputs for production at different Asian locations for export 
to the rest of the world. 
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FIGURE 1: Trade amongst industrial Asia, Emerging Asia, NAFTA and EU-15 

(in billions of US Dollar, 2006) 

 
In this pattern, China seems to have a special role. The export and import trade 
between China, on the one hand, and industrial Asia, the ASEAN 5 and the Asian 
NIEs, on the other, has increased at impressive rates. Clearly, China is the fulcrum of 
the Asian export platform. 

 
Figure 2: Trade amongst Industrial Asia, China, NIEs and ASEAN-5 

(in billions of US Dollar , 2006) 
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Trade: China and Asia 

To understand this unique role of China, we require a more detailed analysis of its 
trade experience in recent years. China has recorded remarkably high rates of growth 
of exports over the last two decades. The growth rate of exports from China averaged 
17% during the period 1980-2006. If we consider the period 1998-2006, then the 
average rate of growth rate of exports stands at 23.58% (Chart 3). 

A consequence of such high rates of growth of exports was that China’s share in 
world exports increased substantially. What is noteworthy is that much of this 
expansion has occurred over the last decade. Over the 18-year period from 1980 to 
1998 China’s share in world exports rose from 0.98 per cent to 3.40 per cent. On the 
other hand, between 1998 and 2006 this figure rose from 3.4 per cent to 8.1 per cent 
pointing to a doubling of China’s share in the world total. 
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The years since the early 1990s can be separated into two periods. The first stretches 
through the decade of the 1990s when China’s exports to the developed countries 
surged ahead of its exports to the developing countries; this resulted in a transition 
from a situation where exports to developing countries dominated the total to one 
where exports to developed countries came to dominate the total. But after 2000, there 
have been signs of convergence in shares though, even now, developed countries 
account for a significantly higher share in China’s exports., Thus China has served as 
the final gateway for an Asian export platform for a long time now. An aspect that has 
to be looked into is whether China is also being transformed into a final gateway for 
developed country transnationals targeting Asian markets—a process helped by the 
conditions that China had to accede to for entry into the WTO. 

The fact that China was a hub for export from Asia to the rest of the world, and 
subsequently from the rest of the world to Asia, was also reflected in import trends. 
The share of China in total world imports increased from around 1% in 1980 to 
around 2.5% in 1998. However, between 1998 and 2006, the share of China in total 
world imports increased sharply from 2.5% to 6.4%. As noted earlier, as far as 
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relative shares are concerned, the share of developed countries was less than that of 
developing countries. The share of the developed countries declined from 51.6% in 
1998 to 37.4% in 2006, while that of developing countries increased from 46.1% in 
1998 to 53.2% in 2006. Moreover, the developed countries are showing a declining 
trend while the developing countries are showing an increasing trend in import shares 
of China even after 2000. So if developed country firms are using China as a gateway 
for exports to Asia, they are also exploiting the Asian export platform for the purpose, 
by leveraging intra-Asian trade. 

 

The Indian experience 

India’s growth, especially that of its manufacturing sector, is far less trade-driven than 
that of China’s. But, like China, the country has seen significant changes in the 
pattern of its trade. India experienced fairly high rates of growth in export as well as 
import during the period 1998 to 2006. While India’s total export in value terms grew 
at an annual compound rate of 17.6%, export to industrial countries grew at a slightly 
lower pace of 13.6% and that too the developing countries grew at 21.8%. Within the 
developing countries, the rate of growth of exports to the Asian countries, at 23.2%, 
surpassed that registered for developing countries as a whole (Chart 4). Seen in terms 
of absolute values, the Asian region alone accounted for nearly one-third of India’s 
increase in exports during this period. 

Chart 4: Growth Rate of India's Export by Region: 1998-2006 
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Source: Calculated from IMF DOTS 
 

Developing Asian countries also accounted for a high value (almost 29 per cent) of 
increase in India’s imports over this period. As a result, the share of various Asian 
sub-regions (with the exception of the South Asian region) in India’s total trade has 
increased considerably.  In that, particularly significant is the rise in the share of the 
North-East Asian region, followed by that of the South-East Asian (ASEAN) region. 
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While the share of West Asian region has increased markedly as well, it should be 
noted that owing to India’s dependence on imports for meeting its domestic oil 
demand, West Asian region countries, comprising mainly of oil-rich nations, have 
been India’s important trade partner for long. The high growth of the Indian economy 
during this phase and the ensuing increase in demand for oil has further augmented 
India’s integration with this sub-region (Chart 5).       

Chart 5: Share of Various Sub-regions in Developing Asia in India’s Total Trade 
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Understandably then, with increasing integration with Asian developing countries, 
India’s position for a number of countries has increased even though, its share in 
world trade continued to remain small. Thus, even though India has not been part of a 
pan Asian supply chain like China has been, it has consolidated its position vis-à-vis 
its immediate neighbours like Afghanistan, Bangladesh, Nepal and Sri Lanka. At the 
same time, there has been some rise in India’s position as a market for other Asian 
countries’ export as well as a source of import into these countries. 

Objectives of the study 

It is under this backdrop that we intend to study the integration of India and China 
with their Asian neighbours. The focus is not only on the extent of such integration, 
but also on the nature of the same. There are two distinctly contrasting opinions 
prevailing about the latter that deserves special attention. The first is as stated in the 
context of Africa, where it is being alleged that the integration of China and India is 
neo-colonial in nature, which seeks to exploit the natural resource base of the less 
developed or developing countries. Moreover, cheaper exports from these countries 
are undermining the competitiveness of the developing countries, forcing them to shift 
deeper into primary commodity exporting and thereby stunting their developmental 
process. The second opinion views the form of integration to be more symbiotic in 
nature. The rise of these two economies is providing newer opportunities to the 
developing nations. In the case of China, its emergence as a manufacturing hub and 
the burgeoning appetite for imports to sustain it is allowing the lesser developed 
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countries indirect access to the developed world market, while the fast growth of both 
the nations has resulted in a rapidly growing internal market which these countries 
stand to gain from, especially given the flailing growth in the western developed 
nations. 

More important is perhaps the developed world’s notion of losing its economic 
leadership to these fast rising Asian economies, which is reflected in erstwhile 
developed nations proving to be less competitive in the global market. This is 
believed to be leading to the shifting of production base from the developed nations to 
these emerging economies, which result in lower rates of growth and employment in 
these countries. 

Economic integration in today’s world essentially entails shifting of investments and 
hence, this study not only looks into commodity production and trade but also 
analyses the flow and nature of FDI both within these two countries and from them.  

The focus of the study however remains limited to the South and South East Asian 
countries, since this is the region in Asia that has witnessed maximum growth and 
development over the last two decades. 

Chapter plan of the report 

The report is divided into different chapters as follows: 

Chapter 1 is a study of how far China’s emergence and its export-led growth have 
impacted the developing Asian economies and regional integration during the period 
1998-2007. Attempt is made to analyze the impact of China’s rising trade and 
investment in South and South East Asian countries separately to better analyze the 
effects. 

In Chapter 2 we attempt to understand the extent, pattern and the nature of integration 
between India and Asian developing countries in the period since the East Asian 
crisis. The emphasis is on trying to understand whether various Asian developing 
countries’ increasing integration with India has had significant impact on the 
countries’ trade and investment. 

Chapter 3 presents a case study of Thailand’s trade and investment relations with 
China and India. It looks at the extent of Thailand’s trade integration with China, the 
attendant changes in Thailand’s trade with its other trading partners, changes in the 
sectoral composition of bilateral trade, and a detailed analysis of the expansion in 
two-way trade in case of the two most important sectors in bilateral and regional 
trade, namely the machinery and electrical machinery industries. It then moves on to 
understanding bilateral relations between Thailand and India and the possible 
implications of the emerging free trade agreements between the two countries. 

Chapter 4 presents a case study of Vietnam. Vietnam is one of the fastest growing 
South East Asian countries and an attempt is made to analyze the nature of trade and 
investment relations it has with the two Asian giants and how it seeks to maintain its 
development process through the same. 

We end the report with a concluding chapter where we attempt to draw inferences 
from the previous chapters and seek to answer the questions raised about the nature of 
economic integration that India and China has had with developing Asia in the wake 
of their emergence as global economic powerhouses. 
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Limitations of the Study: 
 
The main limitations of the study arise from the fact that the analysis of the extent, 
pattern and nature of integration of various Asian developing countries with China 
and India is based on merchandise trade. Trade in services which forms an increasing 
proportion of trade for both China and India is not taken because of paucity of data 
regarding bilateral flow of trade in services. This remains a lacuna when analysing the 
extent of integration between Asian developing countries in particular with India, 
since exports of services has contributed significantly to India’s export expansion in 
recent years.  
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II 
 

China’s Relations with Developing Asia:  

Integration through Trade, Investment and Aid 

 

Introduction 

The rapid economic growth of China and its integration with the world economy has 
duly drawn the attention of the world. As an outcome of reforms, China has registered 
remarkable economic performance over the last two decades. Meanwhile, China’s 
accession to the WTO and its strategic decision to sign the ASEAN-China FTA have 
positively contributed towards Asian unification process. In fact, Chinese economy’s 
growth surge and the recent recession in the developed economies- both have led to 
the speculation of China becoming an alternative driver of economic growth for the 
global economy. 

The remarkable growth of China’s exports has resulted in substantial increase in 
China’s share in the world exports and imports. The growth rate of exports from 
China that averaged 17% during the period 1980-2006 became much higher at 24% 
during the more recent 8-year period of 1998-2006. As a result, between 1998 and 
2006 China’s share in the world total more than doubled from 3.4 per cent to 8.1 per 
cent. Meanwhile, China’s share in world imports has also recorded an increase during 
the same period. However, the increase has been much sharper between the period 
1998 and 2006, when the share of China in total world imports increased from 2.5% 
to 6.4%. 

Over these last two decades, due to the surge in demand in both export and domestic 
markets, there has been a change in the geographical composition of China’s export 
and import partners. A glance at China’s direction of trade shows a substantial 
diversification of Chinese trade. In general, China has used developed country market 
as its export destinations whereas its imports are increasingly sourced from 
developing Asian countries. The chart below shows the direction of China’s exports. 
Though there has been a slight fall observed in the shares of developed countries in 
Chinese merchandise exports since 2000, they still continue to play the dominant role 
as export destination, accounting for around 55 per cent of the total merchandise 
exports. Exports to developing Asia, on the other hand, are not only much lower at 
around 34 per cent, but also appear to have fallen compared to the late 1990s.1 
Further, within the developed countries, there has certainly been a shift, away from 
Japan and towards the US and the EU. 

 

                                                 
1 Chandrasekhar & Ghosh (2008)  
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Direction of China’s Exports 

 

Source: IMF Balance of Trade Statistics 

But, when we look at China’s sources of imports, we observe greater diversification 
towards developing countries and more so towards developing Asia. This is why 
perhaps it is argued that China can play such a dynamic role, at least in Asia. The 
share of the developed countries declined from 52% in 1998 to 37% in 2006, while 
that of developing countries increased from 46% in 1998 to 53% in 2006. It was seen 
that the increase in the share of developing countries in China’s total imports was 
more conspicuous from 2001 onwards. 

Sources of China’s Imports 

 

Source: IMF Balance of Trade Statistics 

Now as we have seen earlier that in overall Asian trade, it is intra-trade within 
emerging Asia that has recorded the sharpest increases between 1990 and 2006. 
Subsequently what we have is an Asian export platform in which exports of goods 
among Asian countries consist largely of capital and intermediate inputs for 
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production at different Asian locations for exports to the rest of the world and China 
is the fulcrum of the Asian export platform.  

As is well known, the rapid growth of the Chinese economy has been extremely 
successful in attracting FDI flows. Massive flows of FDI in turn have augmented 
China’s manufacturing capacity and have been a significant factor explaining China’s 
export growth success. This again has several implications for developing countries 
within Asia. On the negative side, it needs to be examined whether the dramatic 
increase in FDI inflows into China came at the expense of developing countries 
within Asia.  

But, in the context of the above discussion on the changes in China’s trade partners, 
another aspect that has to be looked into is whether China, having served as the final 
gateway for an Asian export platform to the developed world for long is also being 
transformed into a final gateway for developed country multinational companies 
(MNCs) targeting Asian markets. At the same time, we saw above that the developed 
countries are showing a declining trend, while the developing countries are showing 
an increasing trend in the import shares of China even after 2000. Thus, it appears that 
if developed country MNCs are using China as a gateway for exports, they are also 
exploiting the Asian export platform for the purpose, by leveraging intra-Asian trade. 
This process may have been helped by the conditions that China had to accede to for 
entry into the WTO.  

When we consider the other implications of the huge FDI inflows into China and their 
role in China’s export growth, it needs to be understood that the increase in foreign 
exchange earnings due to export success has supported the recent wave of FDI and aid 
from China to developing Asia. It is sometimes argued that much of this aid and 
investment from China, directed towards production of primary commodities, only 
serves to harden the regressive pattern of trade and specialization between developed 
and underdeveloped countries. Another argument is that while China’s export led 
growth may have increased its demand from developing Asia, the nature of this 
growth, involving ever increasing investments in dollar denominated assets, is itself 
highly brittle. What is questioned here is not the positive impact of China’s growth on 
developing Asia, but the sustainability of such growth.  

This study thus aims at investigating how far China’s emergence and its export-led 
growth have impacted the developing Asian economies and regional integration 
during the period 1998-2007 by examining these various aspects of its trade and 
investment relations with these countries. When we consider the entire region of 
developing Asia, Southeast Asia turns out to be holding the maximum share in 
China’s trade. While West Asia and South Asia have considerable shares in China’s 
trade, Central Asia has a very small share of just less than 1% in 2007. Though the 
share of West Asia has been quite large (3.2% in 2007) just after Southeast Asia 
(4.8% in 2007), we have not considered the West Asian countries for the reason that 
these countries are mostly the oil exporting countries and the oil exporting countries 
have been kept outside the purview of this study. The commodity composition of 
China’s import reveals that oil has been the most important imported commodity of 
China from all these countries since 1990. This means that oil has been an important 
import for China from the west Asian countries since the pre-crisis period itself and it 
is not something that has developed after the crisis.  



China’s Relations with Developing Asia 

 17

Therefore in the process of examining China’s relation with developing Asia, we have 
focused on the two regions viz. Southeast Asia and South Asia. We examine the cases 
of Southeast Asia and South Asian countries separately due to the differences in the 
nature of their integration (especially through trade) with China.  

For the analysis of our study we have used various secondary data sources. For the 
trade section, we have primarily used data from the UN-COMTRADE database based 
on the 1992 Harmonised System (HS) classification. Besides that, for trade section, 
data were also collected from some other sources like IMF Balance of Trade Statistics 
and ASEAN Trade Statistics. For the investment section data has been mainly 
collected from various issues of China Statistical Yearbook, World Investment Report 
(UNCTAD), Country fact sheets from United Nations Conference on Trade & 
Development (UNCTAD) and World Economic Outlook, IMF, April 2009.  Some 
country specific data has been collected from Singapore’s Investment abroad and 
Singapore Department of Statistics and Japan External Trade Organisation. A detail 
list of data sources is given at the end of the chapter.  
 
In the first stage of analysis, we tried to find out the major trade partners of China in 
the world as well as in Asia in terms of their shares in total trade with China. In order 
to find out the trade relationship of China with the developing Southeast and South 
Asian region, we have calculated the data from the partner countries’ viewpoint. In 
the next stage we calculated the shares of different commodities from the data 
collected from the UN-COMTRADE database and looked at the top commodities 
together comprising at least 75% shares in total exports and imports.   
 
Lack of availability of data for the whole period of reference (1998-2007) for all the 
countries was a major problem faced while doing the analysis. For instance, while 
analyzing China’s trade relationship with Pakistan, data for Pakistan was available 
only from the year 2003; hence the period of reference had to be very small. 
Therefore, inference had to be drawn based on just four years’ data. Similarly for 
some other South Asian countries like Bangladesh and Sri Lanka also, data were not 
available for all the periods.  

 
The paper is organised in five sections. The first section presents an overview of 
China’s trade. The second section focuses on the pattern of trade of developing 
Southeast Asian economies with China. The third section investigates the trends and 
composition of FDI inflows to China in order to assess the role played by FDI in 
China’s export success. Subsequently, the nature of FDI from top Asian investors in 
China and its impact on FDI flowing to other countries in South-East Asia are 
discussed. This section also examines the size and nature of FDI from China to 
developing Asia. The fourth section focuses on the pattern of trade of developing 
South Asian economies with China and tries to see the nature of integration that has 
been emerging. The fifth section examines the implications of China’s growing 
foreign exchange reserves on the increasing financial integration between China and 
the US on the one hand and between China and developing world on the other. The 
chapter ends with some concluding remarks. 

1. China’s Trade Pattern 
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To analyse China’s position in world and Asia trade it would be useful to examine in 
detail the commodity composition of China’s trade in its high growth phase 1998-
2007. We have divided this whole period into two: 1998-2001 and 2002-07, to get a 
clearer picture of how the composition of China’s trade with the world changed over 
the two periods.  

The charts below show that the top exported commodities of China during the whole 
period 1998-2007 have been electrical & electronic equipments (HS 85) and nuclear 
reactors, boilers & machinery (HS 84). The export of these two commodities 
increased hugely in the more recent period 2002-07. Commodity groups 62 and 61 
constituted the third and fourth largest commodity groups with respect to their 
proportion in total Chinese exports, which essentially were apparel exports. In the 
later period, 2002-07, commodities like: optical, photo, technical, medical etc. 
apparatus; furniture, lighting, signs and prefabricated buildings; iron & steel; and 
articles of iron or steel became more important with increased shares in the total 
exports of China. The commodities that lost in share to these new set of commodities, 
despite the increase in their trade values were: footwear, gaiters & the like and their 
parts; toys, games, sports requisites, which are labour-intensive and low-tech exports 
and also mineral fuels, oils & distillation products. This evidently signifies a clear 
shift of China’s exports from low-end manufacturing to high-end manufacturing 
goods.  

Chart 1.1: Top Exported Commodities of China to the World (Shares in Percent) 

1998-2001     2002-2007 
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Now, when we look at the import composition of China, the same two groups of 
commodities turn out to be the most important import items of China as well, that is, 
electrical & electronic equipment and nuclear reactors, boilers & machinery2.   

Chart 1.2: Top Imported Commodities of China from the World (Shares in Percent) 

1998-2001     2002-2007 

                                                 
2 The industry group Nuclear reactors, boilers, machinery, etc. (HS 84) under HS 92 classification, 
henceforth, will be referred to simply as machinery.  
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These two groups taken together increased their share in China’s total imports from 
38% during 1998-2001 to 41% during 2002-07. However, this increase in the 
combined share of these two commodities is solely because of the increase in share of 
the commodity group electrical & electronic equipments, which increased its share 
from 21.7% in the period 1998-2001 to 26.4% during the period 2002-07. 

This close relationship of export and import commodity groups tallies with our earlier 
argument that China was not so much an autonomous exporter, but the final gateway 
for a larger export platform importing capital goods and intermediates and exporting 
final goods.  

Commodities like: mineral fuels; optical, photo, technical, medical apparatus, etc; 
organic chemicals; vehicles other than railway, tramway; and copper and its articles 
have increased their shares while others like machinery, aircraft, spacecraft and their 
parts, have declined in terms of shares despite increase in their trade values.  

Major Trade Partners of China 

Given this pattern of trade it would be useful to examine at a more disaggregated level 
the principal export and import trade partners of China. Chart 1.3 & table 1.1 below 
give the shares of different countries in China’s exports for the period 1998 to 2007. 

Chart 1.3: Export Shares of China’s Top 5 Export Partners  
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Source: UN Comtrade Database  

Chart 1.3 reveals that the most important export market for China is the USA 
followed by Hong Kong China, Japan, South Korea and Germany. The relative 
ranking of these countries as China’s export partners has remained more or less stable 
over the years, though the shares of all these countries have declined in the more 
recent period. While Japan has registered a drastic fall in its share from 16.9% in 2001 
to 8.4%, Hong Kong China’s share declined from 17.5% to 15.1% in 2007. Yet all 
these five countries together accounted for 51.3% of total exports of China to the 
world in 2007; which implied that the developed countries of the OECD and Hong 
Kong China were the principal export destinations for China. 

Within Asia too, it was the more developed Singapore that accounted for the highest 
share of exports of China. However, it is notable that while the shares of Singapore 
and Other Asia, nes have remained more or less constant, the share of India increased 
significantly followed by Thailand, Vietnam and Pakistan. On the other hand, while 
the shares of Malaysia and Indonesia in total Chinese exports increased between 1998 
and 2002, it declined marginally after that. Further, exports to the Philippines lost in 
share among total Chinese exports during 1998-2007. 

Table 1.1: Top 10 Export Partners of China within Asia 

Country 1998 2002 2007 

Singapore 2.1 2.1 2.4 

India 0.6 0.8 2.0 
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Other Asia, nes3 2.1 2.0 1.9 

Malaysia 0.9 1.5 1.5 

Indonesia 0.6 1.1 1.0 

Thailand 0.7 0.9 1.0 

Vietnam 0.6 0.7 1.0 

Philippines 0.8 0.6 0.6 

Pakistan 0.3 0.4 0.5 

Bangladesh 0.4 0.3 0.3 

Source: UN Comtrade Database  

So far as major import partners are concerned, Japan and Other Asia nes (Taiwan 
Province of China) are the most important import sources of China. Throughout the 
period 1998-2007, Japan accounted for the highest share of China’s imports, though 
there has been steady decline in its share since 2003. Other Asia nes was in the second 
position till 2004, after which South Korea became the second biggest source of 
China’s imports. Thus China’s imports too came dominantly from the developed 
countries of East Asia followed by the US and Germany. What is striking here is that 
China reports sharply rising im ports from China, which accounted for 9% of its 
merchandise imports in 2007.4  

Among other Asian countries, the Chinese import market shares of Hong Kong China 
and Singapore declined significantly between 1998 and 2007 and that of Malaysia and 
Vietnam declined between 2002 and 2007, it was Thailand followed by the 
Philippines and India that gained in shares in China’s total imports. Chart 1.4 & Table 
1.2 below provide the shares of China’s major import partners in China’s total imports 
for the period 1998 to 2006.  

 

 

 

 
                                                 
3 Taiwan province of China in World Trade Atlas has been referred to as Other Asia nes in UN 
Comtrade database 
4 Note: These imports consist of products which have been “produced or manufactured wholly” in 
China and have not undergone “substantial transformation” abroad after being exported. One 
explanation for the existence and rise of China’s imports from China is: the deep integration of the 
economy with Hong Kong, China with that of China through FDI flows and reduced trade barriers 
increases not only the exchanges between the two economies, but blurs in some cases the differences 
between foreign and domestic trade, thus complicating the analysis of China’s reported trade by trading 
patner. The sharp rise in recent years of this particular trade flow can be attributed to various factors, all 
of which are linked to these closer ties between China and Hong Kong, China. (World Trade 
Developments in 2004 and Prospects for 2005)  
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Chart 1.4: Import Shares of Top 5 Import Partners of China 
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Table 1.25: Top Import Partners of China within Asia 

Country 1998 2002 2007 

Malaysia 1.9 3.1 3.0 

Philippines 0.4 1.1 2.4 

Thailand 1.7 1.9 2.4 

Singapore 3.0 2.4 1.8 

India 0.6 0.8 1.5 

China, Hong 
Kong SAR 4.7 3.6 1.3 

Indonesia 1.8 1.5 1.3 

Vietnam 0.2 0.4 0.3 

Pakistan 0.3 0.2 0.1 

Source: UN Comtrade Database 

                                                 
5 The table does not include the Oil Exporting countries. 
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In order to analyze the impact of the rise of China on the poor developing Asian 
countries, we now study the trade flows between these countries and China during the 
period 1998-2007 in more detail. In doing so, we have examined the commodity 
composition of trade between some of the key countries of South-east Asia and South 
Asia vis-à-vis China.  

2. Trade Pattern: China & Southeast Asia 

The discussion in this section is carried out in three parts. The first part analyses 
the overall trade pattern of China with Southeast Asian countries followed by 
discussion on the commodity composition of exports from these countries to 
China and finally imports from China into these Southeast Asian countries. It 
needs to be mentioned that the analysis is done from the partner country’s point 
of view.  

Volume of trade increased significantly between China and the South-east Asian 
countries since 1998. The steadily increasing share of China in the exports and 
imports of south-east Asian countries like Indonesia, Philippines, Thailand and 
Vietnam suggests growing importance of China as a major trading partner for all 
these countries. According to ASEAN Statistics, total trade between ASEAN and 
China reached about US$ 193 billion in 2008, which accounts for 11.3% of ASEAN’s 
total trade. This growth has placed China as ASEAN’s third largest trading partner, 
promoting it from the fifth rank in 2005. As table 2.1 indicates, ASEAN exports to as 
well as imports from China has increased over the years both in terms of values and as 
percentage shares of ASEAN’s total trade.  Both exports and imports have registered 
more than 800% increase.  

Table 2.1: ASEAN Trade with China (Value and percentage of total trade) 

EXPORTS 
  1998 2002 2007 2008 
ASEAN exports to 
China (US $million) 9,203 19,548 77,945 85,557 

% of Total 2.9 5.1 9.1 9.7 
IMPORTS 

ASEAN imports from 
China (US $ million) 11,212 23,212 93,173 106,977 
% of Total 4.3 7.1 12.4 12.9 

Source: ASEAN Trade Statistics 

As of 2007, within the Southeast Asian countries, China’s trade was the highest with 
Thailand followed by the Philippines and Indonesia. Trailing far behind were Laos 
and Cambodia. (Chart 2.1) However, looking at the increase between the years 1998 
and 2007, the highest growth had been for the Philippines (dominated by exports to 
China) followed by Vietnam (dominated by imports from China). Though it 
constituted a much smaller share of China’s trade as compared to Indonesia, 
Philippines, Thailand or Vietnam, the increase in trade between Laos and China 
registered a growth of 926% from US$ 26 million in 1998 to US$ 264 million in 
2007. 
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Chart 2.1: South-east Asia’s Trade with China 
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   Source: UN Comtrade database 

In terms of the shares of individual ASEAN countries in China’s total trade, in 2007, 
Indonesia and Cambodia’s shares registered a decline though the trade value 
increased since 2006.  

Chart 2.2: China’s Trade with South-east Asia as percentage of China’s Total 
Trade 
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Among the aforementioned Southeast Asian countries, due to unavailability of data 
for Cambodia and Lao People’s Democratic Republic, this study focuses on a group 
of four Southeast Asian countries- Indonesia, Philippines, Thailand and Vietnam. 

Thailand’s and Vietnam’s trade with China has increased dramatically in the last few 
years. Among the members of Associations of Southeast Asian Nations (ASEAN), 
Vietnam has occupied unique significance for China. The economic relationship 
between the two countries started developing only after the normalization of the 
political relations in 1991. Both countries offered Most Favoured nation (MFN) status 
to each other and agreed on a series of mutual agreements including harmonization of 
product categories and technical regulations, and tax sparing mechanisms and non 
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discriminatory provisions under the Double taxation Agreement (DTA). The swift 
conclusion of these agreements within four years after the normalization indicates 
China’s attempt to enlarge economic opportunity by incorporating Vietnam into its 
overall foreign economic policy. As a result, bilateral trade has grown at the highest 
average annual rate comparing with China’s trade with other ASEAN members. 
Vietnam has also gradually become an important destination of China’s outward 
investment.6 The share of imports from China in total Vietnamese import bill has 
gone up from 9.9% in 2001 to 16.5% in 2006. On the other hand, share of exports to 
China in total exports of Vietnam was the highest in 2004 at nearly 11 percent, after 
which it began to fall and in 2006 it stood at about 8 percent. However, trade 
imbalances have always remained between the two. China’s relatively superior 
industrial and financial capabilities are major causes for its long-term trade surplus 
over Vietnam. 

From the trade data of Vietnam and Thailand it is revealed that China is more 
important as a supplier for these countries than as a market. The share of imports from 
China in total Thai imports went up from 9% in 2004 to 12% in 2007.  It was the 
second single largest source of Thai imports, after Japan. On the other hand, China 
was the 3rd most important export destination of Thailand (following USA and Japan) 
absorbing 10% of total Thai exports in 2007, up from 7% in 2004. Although exports 
grew faster than imports in the latter period7, given that Thai imports from China were 
already larger than its exports to that country, Thai trade deficit with China continued 
to rise and stood at more than $1 billion in 2007. Vietnam also had a trade deficit with 
China, which stood at $4 billion in 2006. 

The overall trade of the Philippines with China shows somewhat a different trend 
from Vietnam or Thailand. Philippines’ trade data reveals that though the year 1998 
began with a trade deficit for Philippines, it gradually moved towards achieving trade 
surplus with China. Philippines had trade deficit with China from 1998 to 2001 and 
again in 2004. The years in between were the years when it had trade surplus which 
was the result of huge exports during the years 2002 and 2003 when export registered 
71% and 58% growth respectively. From 2005 onwards it has been having trade 
surplus with China which is on a continual rise and stood at $1.5 billion in 2007. The 
share of China in Philippines’ total export registered a huge increase, from 1.2% in 
1998 to 11.4% in 2007, whereas in case of imports it was 7.3% in 2007, as against 
4.2% in 1998. Thus this growth suggests that China was offering a much larger 
market for Philippines than being a source of its imports. Therefore in the Philippines’ 
case China was more important as a market than a supplier. 

 

 

 

                                                 
6 Hui-min Ko, (2008)  
7 Average growth rates in Thai imports from China and exports to China were at 16% and 11% 
respectively during 1997-2001. Although exports to China (36%) grew faster than imports (30%) 
during 2002-04, the gap between the two growth rates (at 28% and 26% respectively) narrowed during 
2004-07.  
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Chart 2.3: China’s Share in Philippines’ Exports and Imports 
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Source: Calculated from UN comtrade data  

Among the all four Southeast Asian countries under consideration, Indonesia’s case is 
different in a way that Indonesia is the only country which has trade surplus with 
China all through from 1998 till 2007. Moreover, of all the countries of South-east 
Asia, except Vietnam, Indonesia had most difficult relations with China. Their 
relationship normalized only after both the countries signed bilateral trade agreement 
in 1953. Although the direct trade link between the countries was disrupted in 
between after 1967 due to the suspension of the diplomatic relations between the two 
countries, with the signing of the Memorandum of Understanding on Restoration of 
Diplomatic Relations on 8 August 1990, the political and economic relations between 
these two countries was normalized and developed rapidly. The trade value between 
China and Indonesia went up sharply since 1985 except in 1998 and 2001.Moreover, 
China’s access to WTO and the establishment of China-ASEAN FTA have also 
played great role in their economic relationship.  

Since 1998, China’s share has consistently been increasing in Indonesia’s exports and 
imports. China is the fifth largest export partner of Indonesia, while it is the third 
largest import partner after Singapore and Japan. It is important to note here that 
despite the fact that Indonesia is having a high positive trade balance with China, 
China’s share in its imports was higher than its exports. This implies Indonesia’s 
considerable diversification towards China as a supplier. Therefore, the trend that 
follows is no different from our previous argument that China is more important as an 
import partner, which applies for Indonesia as well. 

Chart 2.4: China’s Share in Indonesia’s Exports and Imports 
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   Source: UN Comtrade database 

Between the years 1998 and 2007, the growth of total trade of Indonesia with China 
reached its maximum to 47.3% in 2000 followed by a drastic fall. Growth rates in 
exports as well as imports were negative in 2001. However the country was able to 
maintain its trade surplus with China and growth revived in the following years. 
Though there was a decline in the total trade in 2006, it increased in 2007 due to the 
huge increase in its imports.  

2.1 Southeast Asia’s Exports to China 

The overall trend of Southeast Asia’s export to China shows a growing trend over the 
periods since 1998. Chart 2.1.a shows that among all the countries China’s share 
recorded highest growth in Vietnam’s export (10.9%) up to 2004, after which it fell 
drastically to 5.7% in 2007. In the more recent period, China’s share has been steadily 
increasing in Thailand’s, Philippines’ and Indonesia’s exports, recording highest share 
in the Philippines exports.  Let us now look at the commodity composition of exports 
to China for each of these countries. 

Chart 2.1.a: China’s Share in Southeast Asia’s Export 
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Source: IMF Trade Statistics  

Thailand’s export to China is dominated by manufactured products. The top two 
exported commodity groups were the machinery and electrical & electronic 
equipments. In the machinery group (HS 84), Thailand’s export was dominated by 
automatic data processing machines or computers (HS 8471) in the recent years. Its 
share has gone up hugely from 0.4% during 1998-01 to 15.5% in 2002-07. 
Consequently, the shares of all other important exported commodity groups had gone 
down despite their trade value recording a high increase. These product groups were 
parts, accessories for office machines (HS 8473), air/ vacuum pumps, compressors, 
ventilating fans, etc. (HS 8414), ball or roller bearings (HS 8482), air conditioning 
equipment, machinery (HS 8415) and machines nes having individual functions. 
However, among these products except parts & accessories for office machines, all 
the others had below one percent shares.  
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In electrical and electronic equipments, Thailand’s exports to China were dominated 
by the intermediate product group of electronic integrated circuits (ICs) & micro-
assemblies with 4.8% share. The other product groups electric motors & generators, 
except generating set (HS 8501), electric transformers, static converters & rectifiers 
(HS 8504) and electronic printed circuits (HS) were more or less equally significant 
with slightly more than one percent share. Notably, the commodity group parts for 
radio, tv transmission, receive equipment (HS 8529) was replaced by electrical power, 
etc., control and distribution board (HS 8537) during the period 2002-07.  

Resource based product rubber and articles thereof were the third largest export sector 
in bilateral trade during 2002-07. It increased its share from 10% during 1998-01 to 
13% during 2002-07. Clearly, the rapid economic growth in China that sustained a 
growing demand for rubber products from within its automobile, electrical and non-
electrical machineries and other industries has contributed to Thailand’s export 
growth success. Within this group, the major share was constituted by primary articles 
which are  natural rubber and gums in primary form, plates etc. (HS 4001) and 
compounded unvulcanised rubber, in primary forms (HS 4005). The rest are all 
intermediate commodities like synthetic rubber, vulcanised rubber thread and cord, 
new pneumatic tyres, of rubber and articles of vulcanised rubber except hard rubber, 
all of which have below one percent share. 

There had been huge increase in the export of certain agriculture-based primary and 
resource based products in the recent years. Edible vegetables and certain roots and 
tubers which had only 1.4% share in the total export of Thailand during 1998-2001, 
increased its share to 2.9% during 2002-07, registering a growth of 1036%. Other than 
that vegetable products edible fruit, nuts, peel of citrus fruit, melons which had below 
1% share in the earlier period had come up to constitute 1% share in the total trade of 
Thailand to China during 2002-07. Also exports of cereals had increased in terms of 
trade value though its share had fallen over the periods.  

It is also to be noted that the product group wood and articles of wood, wood charcoal 
which had less than 1% share during 1998-2001 had come up in a huge way 
registering a growth of 1330%. The share of the product group stood at 2.3% during 
2002-07. Almost the entire group consisted of intermediate products like wood sawn, 
chipped lengthwise, sliced or peeled, fibreboard of wood or other ligneous materials, 
particle board or similar board of wood or ligneous material etc. The only primary 
article in the group fuel wood, wood in chips or particles & wood waste constituted a 
very insignificant share of 0.021%.  

The export composition of Thailand shows a clear dominance of machinery (HS 84) 
and electrical & electronic items (HS 85). When compared to 1998-2001, this 
concentration has consistently increased in the post-2002 period.  

Similar to Thailand, in case of Philippines also, manufacturing goods seem to 
dominate its export to China since 1998. Philippines’ export consists primarily of two 
commodity groups of electrical, electronic equipment and machinery, etc., the shares 
of which have steadily increased over different periods. Together the groups 
constituted 55% of Philippines’ export during 1998-01, which has increased gradually 
to 82% during 2002-07.  
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The commodity group electrical & electronic equipment is dominated by intermediate 
products like diodes, transistors, semi-conductors, etc. and electronic integrated 
circuits & microassemblies. It is interesting to note that among these two, diodes, 
transistors, semi-conductors (HS 8541) has come up significantly in recent years. Its 
share was 3.4% during 1998-2001, which has come up to 19% during 2002-07. This 
increase has led to fall in the shares of electronic integrated circuits and 
microassemblies (HS 8542) and parts for radio, tv transmission, receive equipment 
(HS 8529), despite increase in their trade values. Another commodity, electric sound 
or visual signal equipment (HS 8531), which had below 1% share during 1998-01, has 
come up significantly to 3% during 2002-07.  

Similarly, the commodity group machinery which constitutes 26.5% of Philippines’ 
export to China, is largely constituted (25.7%) by parts, accessories, except covers, 
for office machine (HS 8473) and computers (HS 8471) which fall under the category 
of intermediate goods. Besides this, copper and its articles constitute 5% share of 
Philippines’ export basket, which is also intermediate goods. Therefore, majority of 
Philippines’ export to China consists of intermediate goods.   

The next important group of commodities are primary goods and primary based 
manufacturing goods like ores, slag & ash and mineral fuels, oils & distillation 
products. Within the commodity group, it is only nickel ores and concentrates (HS 
2604) that has more than 1% share in the total export of Philippines. Others have very 
insignificant shares. Besides primary and intermediate goods, final goods also feature 
in Philippines export basket, though constituting a very insignificant share of less than 
1% and that is vehicles other than railway & tramway.   

The above discussion so far reveals somewhat similar trade structure of Thailand and 
Philippines with China, so far as export is concerned. Intermediate goods electrical & 
electronic equipments and machinery dominated exports of both the countries. 
However though the next important exported commodity groups were either primary 
or primary based manufactured products.  

When we look at Indonesia’s export composition, a difference in the pattern from 
typical East-Asian model is noticed, evidently because of its large primary resources. 
Indonesia’s most important exported commodities to China were primary 
commodities mineral fuels and some primary based intermediate products.  

Indonesia’s prime exports to China during 2002-07 consisted of petroleum oils, oils 
from bituminous minerals, crude (HS 2709) and petroleum gases and other gaseous 
hydrocarbons (HS 2711). Notably petroleum gases and other gaseous hydrocarbons 
had only 2% share in the total export of Indonesia during 1998-01, which has soared 
to 14.3% during 2002-07, an exorbitant growth of 2808%.   

The two commodity groups that had come up in a huge way in the more recent period 
were copper & articles thereof and ores, slag & ash. The commodities had below 
0.5% shares during 1998-01, which came up to 3.2% and 3.5% respectively during 
2002-07. The group of ores, slag & ash constituted primarily copper and nickel ore 
concentrates which are intermediate goods. On the other hand, two commodity groups 
had registered huge decline in the recent period both in value terms and shares. These 
were intermediate products, wood and articles of wood and paper & paper board and 
articles of pulp. Alternatively, resource based rubber and articles came up in a big 
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way in the more recent period of 2002-07. Total exported trade value of rubber 
articles increased from US$ 160 million during 1998-2001 to US$ 2.1 billion during 
the period 2002-07.  

Chart 2.1.b : Composition of Indonesia’s Exports, 2002-07 
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If we look at the export basket of Indonesia to the world as compared to it export to 
China, it is seen that the primary commodities which Indonesia is exporting to the 
world as well as China are more or less same, obviously because of its resource 
richness. However, so far as export of intermediate goods are concerned, Indonesia 
exports quite a large share of electrical & electronic equipments (8.4%) and 
machineries (4.7%) to the world during 2002-07, which Indonesia might be importing 
from China or other countries in order to export to the world. This can be 
substantiated by seeing the import composition of Indonesia later.  

So far as Vietnam’s export to China is concerned, primary products have been 
Vietnam’s main exports to China due to its own developmental stage. Among the 
primary products exported by Vietnam, crude oil has increasingly become the most 
important single product. By 2001 China was a major customer, buying over one-fifth 
of Vietnam’s oil exports. It needs mentioning here that the better relationship with 
China since 1990s has helped feel Vietnam more comfortable to start the oil sales. 
(Womack, 2006) 8  

                                                 
8 Hui-min Ko (2008)  
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Besides, other most important articles exported by Vietnam to China are agriculture-
based products like cuttle fish, squid, frozen, dried, salted or in brine, coconuts, fresh 
or dried, cashew nuts, fresh or dried and natural rubbers in other forms.  

2.2 Southeast Asia’s Imports from China 

China’s importance as a source of import has also grown over time for all the 
Southeast Asian countries. Chart 2.2a shows the steady increase of China’s share in 
Southeast Asia’s imports.  However, among all the countries Myanmar’s import from 
China had been an all time high since 1998, which is evident from the chart.   

Chart 2.2a: China’s Share in the Imports of Developing Countries of Southeast 
Asia 
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Source: Calculated from IMF International Financial Statistics 

When it comes to Thailand’s imports, China’s share was 12% in 2007, up from 9% in 
2004 (6% in 2001). It became the second single largest source for Thai imports, after 
Japan. Thai imports from China were again dominated by electrical & electronic 
equipment and machinery industries. However, in electrical & electronic equipments, 
while Thailand’s exports to China were dominated by the intermediate product group 
of integrated chips (ICs) & microassemblies, its imports are dominated by the final 
product group of radio & TV transmitters and TV cameras. On the other hand, in case 
of the machinery industry, while Thailand’s exports were dominated by (more than 
half) computers during 2002-07, its imports from China were dominated by parts & 
accessories of computers. It is significant to note that in the machinery and electrical 
machinery sectors, bilateral trade of Thailand exhibits a high level of intra-industry 
trade. (This is elaborately discussed in the Chapter on Thailand as a case study) 

Moreover, imports of commodity groups iron & steel (HS 72) and articles of iron & 
steel (HS 73) have also increased hugely in the recent period. Besides, some other 
commodities like plastics and articles thereof and organic chemicals that were also 
important export items of Thailand, had experienced a huge increase in its imports 
from China during the period 2002-07, which signifies that Thailand is having intra-
industry trade in all these sectors as well.  
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Similar trend is noticed in case of Philippines’ bilateral trade with China. Electrical & 
electronic equipments and machinery industries emerge as the most important 
imported commodities of Philippines from China, which are the prime exports of 
Philippines as well. Hence, these two sectors exhibit intra-industry trade between 
Philippines and China. Together these two sectors constitute 46% of total import from 
China during 2002-07. In addition to these, intra-industry trade also exists in mineral 
fuels, oils and distillation sector. In other imports of Philippines, there has been 
massive increase in import of iron and steel; articles of iron & steel and also plastics 
& articles since 2001. Iron & steel had become the third largest import after electrical 
equipments and machinery industries. On the other hand, agriculture-based cereals, 
which was the third largest imported commodity group of Philippines, having 12% 
share during 1998-2001, had come down to constitute only 1.7% share during 2004-
07. Similarly share of rubber had also gone down below 1% in the total import of 
Philippines during later period. This suggests a diversion in Philippines’ import from 
primary agriculture based commodities towards manufacturing intermediate goods. 
Similar trend is observed in case of Indonesia also.  

When we turn towards Indonesia, we find that mineral fuels, oils and distillation 
products, machinery and electrical & electronic equipments were also the top three 
imports of Indonesia from China. Almost 16% of Indonesian import was constituted 
by mineral fuels; machinery and electrical machineries together constituted 26%. 
Evidently, all the three sectors exhibited intra-industry trade.     

Within the commodity group mineral fuels, the highest share in imports (as well as 
export) was held by the commodity group petroleum oils, oils from bituminous 
minerals, crude (HS 2709). It is interesting to note that at the 6-digit level of 
classification, the same commodity petroleum oils, oils from bituminous minerals, 
crude (HS 270900) constitutes the entire share for both exports and imports.  

The other group of commodity which was imported as well as exported by Indonesia 
is organic chemical, though at the more disaggregated level the commodities differ. 
There had been a considerable increase in the import of the commodity by Indonesia 
since 2001.   

Significant increase was also observed in the import of iron & steel. The share of iron 
& steel was 4% during 1998-2001 which had gone up to 8% during 2002-07. Along 
with it, articles of iron & steel also registered a growth from the period 1998-2001 to 
2002-07. Final products like ships, boats and other floating structures also came up 
during the later period in Indonesia’s imports from China. On the contrary a sharp 
decline of agriculture based cereal was noticed in the more recent period. Share of 
cereal, which was one of the most important commodities of import and had 11.4% 
share during 1998-2001, declined to only 1.9% during 2002-07. Thus, the trend is no 
different from what is generally observed in China’s exports to different countries of 
Asia.  

The same is reiterated in Vietnam’s case. While primary products had been Vietnam’s 
main exports to China, its important commodities of imports were either capital or 
intermediate goods and high level of electrical and electronic items. Iron & steel 
emerged as the most important imported commodity group followed by machinery 
and mineral fuels, oils & distillation products during 2002-07. It is important to note 
that though Vietnam both imports as well as exports mineral fuels, oils & distillation 
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products, at a more disaggregated level, the products differ. Within the commodity 
group, while Vietnam exports petroleum oils, oils from bituminous minerals, crude, it 
imports oils petroleum, bituminous, distillates, except crude.  

To sum up, what we find is that, in the case of Indonesia and Vietnam, the major item 
of export as well as import was mineral fuels, oils & distillation products. While the 
other export items were predominantly primary or resource based products such as 
ores, slag & ash and rubber ant articles thereof, the major imports were iron & steel; 
machinery & electrical and electronic equipments. For the Philippines and Thailand, 
the major sectors of exports besides electronic equipments and machinery were 
mineral fuels, copper & articles thereof; intermediate products plastics and articles 
and resource based product rubber & articles thereof. In case of imports the sectors 
apart from electronic equipments and machinery, that registered considerable increase 
during the recent period, were iron & steel and plastics. Thus the picture that emerges 
from the discussion on trade between China and the Southeast Asian countries is that 
China is mostly importing primary or primary based manufacturing and intermediate 
products from all these countries, in order to process them and produce final goods to 
export to other countries, mainly the developed countries of the West.   

Given that the massive flows of FDI that was received by China have been a 
significant factor explaining China’s export growth success, the following section 
analyses the various aspects related to FDI inflows into China and China’s FDI 
outflows (to particularly the Southeast Asian countries), to understand the links 
between trade and investment flows in the region and their implications. 

3. Trends in FDI inflows to China  
 
Chinese economy opened itself to FDI in 1978. However, till 1992, FDI into China 
remained rather small. After 1992 when the 14th Congress of the Chinese Communist 
Party officially confirmed China’s path of market socialism, inflows began to surge.  
FDI to China increased from $4.37 bn in 1991 to $11 bn in 1992 and further to $27.5 
bn in 1993. These flows continued to rise till East Asian crisis temporarily disrupted 
them in 1997 and 1998. As we shall see, a very large share of China’s FDI comes 
from other East and South East Asian countries. The problems faced by these 
countries during and after the 1997 crisis seriously impaired the ability of 
corporations in this region to undertake new investments and caused a decline in FDI 
to China. However, since 2000, FDI inflows into China have been increasing steadily.  
To understand China’s success in attracting FDI, we have placed it in comparative 
context using FDI data from UNCTAD. China’s share in FDI flows to developing 
countries was 0.76% in 1980, 9.9% in 1990, 15.9% in 2000 and 16.7% in 2007. China 
is currently the largest destination for FDI within the developing world. China has 
also accounted for an increasing share of world FDI flows- 0.1% in 1980, 1.7% in 
1990, 2.9% in 2000 and 4.5% in 2007. Clearly, China has been extremely successful 
in attracting FDI flows. This success has not just been due to growing FDI at the 
world level, but because of growing share of China in world FDI.  
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Figure 3.1a: FDI Inflows to China as a % of FDI Flows to World and Developing 
Countries 

0

5

10

15

20

25

30

35

40

19
80

19
82

19
84

19
86

19
88

19
90

19
92

19
94

19
96

19
98

20
00

20
02

20
04

20
06

China as a % of World China as a % of Developing Countries

 
Source: FDI country factsheets, UNCTAD 
 
Regional Composition of China’s Inward FDI 
 
Figure 3.1 b provides data on share of different source regions in China’s inward FDI. 
Throughout 1997-2007, Asia accounted for the largest share of FDI into China. In 
2007, Asia accounted for 57% of total FDI into China. The share of Europe and North 
America were 5.9% and 4.6% respectively. It emerges from Figure 3 that Asia’s share 
in FDI into China has fallen whereas that of Latin America has increased.  Latin 
America’s share in FDI into China increased from 4.3% in 1997 to 27.1% in 2007. 
However, in the case of the Latin American region most of the FDI was received from 
Cayman Islands and British Virgin Islands. These two countries accounted for 97% of 
investments into China from Latin America in 2005. It is a well-known fact that these 
countries are tax havens that allow easy round tripping of investments. Chinese 
investors faced higher tax burdens compared to foreign investors. They overcome this 
problem by setting up shell companies in offshore havens which are then used to 
redirect investments to mainland China. This leads to large share of such tax havens 
in both inflows into and outflows from China. 
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Figure 3.1 b: Share of Different Regions in China’s Inward FDI 
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Source: China Statistical Yearbook, various issues 
 
Moreover, it has been argued in the literature that these tax havens are also used to 
redirect rest of Asia’s investments into China. It is argued that companies in Hong 
Kong China often incorporate themselves in these Latin American tax havens to lower 
their tax commitments. The number of companies in Hong Kong China that were 
incorporated in Bermuda and the Cayman Islands jumped 5.2 times from 178 in 1990 
to 924 in 2000. Also, Taiwanese companies overcome restrictions on their direct 
investments in mainland China by rerouting these investments through Latin America. 
According to Taiwan’s outward FDI data, British Virgin and Cayman Islands rank 
second and third after China as recipients of foreign investments from Taiwan9. It is 
thus quite possible that the extent of integration between China and the rest of Asia 
through FDI route is much stronger than suggested by data.  
Within Asia, a disproportionately large share of FDI into China is sourced from other 
East and South-East Asian countries. Hong Kong China has consistently been the 
largest investor in China. Moreover, if we consider three distinct years 1999, 2003 
and 2007, the same set of Asian countries namely Hong Kong China, Japan, South 
Korea, Taiwan and Singapore remain top five Asian investors in China in all the three 
years as seen in Table 3.1. Together these top five countries accounted for nearly 95% 
of Asia’s FDI to China in 2007. Besides these countries, other countries from South 
East Asia such as Malaysia, Indonesia, Philippines and Thailand are also investors in 
China.  
 
Note that this pattern cannot be ascribed to the size of the concerned East and South 
East Asian economies compared to other Asian economies. Economies like Thailand 
and Philippines figure among the top 10 Asian investors in China, though their 
economies are much smaller than that of India. 
 

Table 3.1: Top 10 Asian Investors in China 
(% of Asian FDI inflows to China) 

                                                 
9 Chunlai Chen (2007) 
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Country 
1999 
 
 

Country 
2003 
 
 

Country 2007 
 

Hong 
Kong, 
China 

60.98 
Hong 
Kong, 
China 

51.90 
Hong 
Kong, 
China 

65.78 

Japan 11.08 Japan 14.82 Republic of 
Korea 8.73 

Singapore 9.85 Republic 
of Korea 13.16 Japan 8.52 

Taiwan, 
China 9.68 Taiwan, 

China 9.90 Singapore 7.56 

Republic of 
Korea 4.75 Singapor

e 6.04 Taiwan, 
China 4.21 

Macao, 
China 1.15 Macao, 

China 1.22 Macao, 
China 1.51 

Malaysia 0.89 Malaysia 0.74 Malaysia 0.94 

Thailand 0.55 Philippin
es 0.65 Brunei 0.89 

Indonesia 0.48 Thailand 0.51 Philippines 0.46 

Philippines 0.44 Indonesi
a 0.44 Indonesia 0.32 

Source: China Statistical Yearbook, various issues 
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Box 3.1 
 

1. One difficulty in making judgements about the nature of China’s integration with the rest of the 
world is the doubt cast on the validity of the available figures on foreign investment. FDI inflows 
from individual countries as reported by China are greater than FDI outflows to China as reported by 
the source countries. This point was made by the UNCTAD’s World Investment Report of 2005. 
Table 2 reproduced from this report clearly substantiates this claim of over-reporting of Chinese FDI 
inflows. For most years and most countries, inflows reported by China are greater than outflows 
reported by investing country. This has created suspicion that China may have been over-reporting its 
FDI figures. 
 
In fact, in some cases, reported inflows into China are so large that they exceed total outflows 
reported by the investing country. Here are some examples1: 

1. In 2004, China recorded an inflow of $6247.8 million from Republic of Korea. Total FDI 
outflows reported by Korea in 2004 were $4658 million. In 2005, these figures were $5168 
million and $4298 million respectively. 

2. In 2006, Philippines recorded a total FDI outflow of $103 million. In the same year, China 
recorded an inflow of $134 million from Philippines. 

3. In 2004, Thailand recorded a total FDI outflow of $76 million whereas China recorded an 
inflow of $178.68 million. 

 
Table 3: FDI flows to China (Millions of Dollars) 
2000 2001 2002 

 
 
As 
reported 
by 
China 

As 
reported 
by 
investing 
economy 

 
As 
reported 
by 
China 

As 
reported 
by 
investing 
economy 

 
As 
reported 
by 
China 

As 
reported 
by 
investing 
economy 

France 853 324 533 166 576 563 
Germany 1 041 819 1 213 976 928 887 
Hong 
Kong, 
China 

15 500 46 361 16 717 8 496 17 861 15 938 

Japan 2 916 937 4 348 2 161 4 190 2 608 
Malaysia 203 40 263 82 368 81 
Netherlands 790 56 776 388 572 156 
Thailand 204 9 194 11 188 16 
United 
Kingdom 1 164 620 1 052 953 896 1 135 

United 
States 4 384 1 817 4 433 1 912 5 424 924 

Source: WIR, 2005, p.4. 
These discrepancies in FDI figures as reported by the source and recipient country can occur for a 
number of reasons. Important among them are the following: 

1. Differences in data coverage: FDI has three components: equity stake of 10% or more in host 
country companies, intra company loans and reinvested earnings. Different countries may treat these 
three components differently leading to discrepancy between inflows into host country and outflows 
from source country. According to some, Chinese sources may define FDI more broadly than other 
countries. This point was made by Indian officials when they compared FDI inflows into China and 
India. Budget Speech 2003-04 made by the Indian Finance Minister in Parliament argues that besides 
the usual components stated above, China also includes short-term and long–term loans, trade credit, 
grants, financial leasing, investment by foreign venture capital funds etc. as FDI. Besides, it also 
includes project imports as FDI, which in India are treated as imports. If the Chinese definition of 
FDI is broader than that of other countries, there would be a discrepancy between inflows and 
outflows. However, one must keep in mind that China defines foreign equity stake as FDI only if it 
exceeds 25%. Thus broader coverage of items within FDI will be neutralized to some extent by the 
more stringent terms of treating foreign equity as FDI. 
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Box 3.1 (contd.) 
 

2. Fake Foreign Capital: Another factor that may have led to this discrepancy is fake 
foreign capital. In China, foreign invested enterprises (FIEs) have been treated more 
favourably in terms of taxation and protection of property rights when compared to 
domestic enterprises. This has created incentive for domestic firms to register 
themselves as FIEs. The foreign investment component is often faked by purely 
domestic enterprises through “false capital auditing reports and false bank deposits 
documents to meet the requirements of registered capital input by the foreign 
partners”1. These foreign investments by domestic enterprises are obviously not 
reported by source countries and thus create a discrepancy in data from the two 
sources. Funds are often taken outside China through means such as under-invoicing 
of exports and over-invoicing of imports. For example, Gunter (2004) reported that 
China reported a trade surplus of $58 billion in 2001 whereas its trade partners 
reported a deficit (with China) of $110 billion2. This means that $52 billion of capital 
flew from China on account of trade mis-invoicing in 2001. Such flight capital is 
often held abroad temporarily and re-enters China in the form of FDI when the right 
opportunity arises. Return of flight capital in the form of FDI is called round tripping. 
According to UNCTAD, round tripping may account for 25% of FDI into China3. 
Xiao (2004) calculated high, medium and low estimates of round tripping FDI into 
China, which were 50.8%, 40% and 29.2% of total FDI inflow respectively. It needs 
to be noted here that differential enterprise income tax regime that provided incentive 
for round tripping was scrapped beginning Jan 2008. This is likely to reduce the 
extent of round tripping FDI into China.  

 
 
 
 

1. Xiao (2004 
2. Gunter (2004)  
3. UNCTAD Investment Brief Number 2, 2007 
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Box 3.2 

Round-tripping from Hong Kong China 
 
Finally, if we examine the distribution of outward FDI from Hong Kong using data on Hong Kong 
SAR provided by the China Statistical Yearbook, we find that these figures are different from the 
inward FDI figures for China provided by the same document. For example, inward FDI from 
Hong Kong as reported by China in 2003 is $17.7 billion.  Outward FDI (to China) reported by 
Hong Kong in 2003 is HK$59.9 billion which (using the appropriate exchange rate of HK$7.78) 
comes to $7.7 billion. This shows that China had over-reported its inflow from Hong Kong by 
almost $10 billion in 2003. This highlights the importance of round tripping capital between these 
two economies. The size of round tripping may be larger than this figure since Hong Kong’s 
outflow data include investment by Hong Kong based Chinese subsidiaries in the mainland. These 
investments are not included in FDI inflows of China (Xiao 2004). Thus the magnitude of genuine 
foreign investment from Hong Kong to China may be even smaller. In years in which outflow from 
Hong Kong subsidiaries of mainland companies is large, FDI outflow figure reported by Hong 
Kong turns out to be larger than inflows reported by China. This may have happened in 2000 when 
China reported an inflow of 15.5 bn dollars whereas Hong Kong reported an outflow of 46.36 bn 
dollars (see Table). Crucial point is that a very large share of FDI received by China from Hong 
Kong is round tripped capital and not genuine foreign investment at all.  
 
Significance of China for Hong Kong is clearly demonstrated by Hong Kong’s FDI outflow data. 
Throughout 2003-06, mainland China was the largest recipient of FDI from Hong Kong. British 
Virgin Island, a tax haven in Latin America was a consistent second throughout this period.  
 

Table 4: FDI Outflow from Hong Kong (HK $100 million) 
 2003  2004 2005 2006 
  British Virgin Island 248 1368 181 780 
  The mainland of China 599 1448 1303 1666 
  Bermuda -28 267 125 -50 
  United Kingdom 46 49 49 -2 
  Singapore 21 45 60 21 
  Japan 10 284 -92 347 
  United States of America -94 31 9 31 
  Cayman Islands -231 -13 148 79 
  Thailand -7 32 26 64 
  Others -44 78 291 268 
  Total 429 3561 2115 3494 

 Source: Main Social and Economic Indicators of Hong Kong Special 
Administrative Region, China Statistical Yearbooks 2007 and 2008 

 
The purpose of this section is to warn the reader against blind acceptance of FDI figures provided 
by China. FDI inflow figures provided by China are likely to be overestimates of genuine FDI. 
However, this is not to deny that China has been able to attract significant sums of FDI in recent 
years and that such large inflows of FDI have played crucial role in China’s export and growth 
success. 
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Analysing the Top Asian Investors in China 
Some of the features of the nature of China’s integration with Asia come through an 
assessment of the nature of the relationship between China and the top Asian 
investors in that country. We shall note in this section that China’s share in 
investments from developed East Asian countries has increased whereas that of other 
Asian regions has fallen. This has clearly been behind the increased trade between the 
East Asian countries and China. China has become important as a trading partner for 
South Korea, Taiwan and Japan as MNCs from these countries have relocated a part 
of their production process to China but continue to source their requirements of 
intermediary goods and capital inputs from their home countries. At the same time, 
foreign enterprises from these countries have contributed to China’s export success. In 
2007, exports from these foreign invested enterprises accounted for 57% of China’s 
total exports. Let us examine some of these experiences in more detail. 
 
3.2 Japan 
It is evident from figure 3.2a that there has been a significant shift in the composition 
of Japanese FDI towards China. Currently, China is the biggest recipient of Japanese 
FDI in Asia. In 2008, it received $6496 million as FDI from Japan.   
 

Figure 3.2a: Share of China and South East Asia in Japan’s FDI outflow 
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Source: Japan External Trade Organisation 

Note: SE Asia includes ASEAN 4 and Vietnam. These are net FDI figures taken from BOP 
 
According to most observers Japanese MNCs have used China as an important export 
base. This is clearly revealed in the high share of exports in total sales of Japanese 
MNC affiliates in China. According to Yuqing (2008), exports comprised almost 70% 
of sales by Japanese manufacturers in China in 199710. Although by 2007, this figure 
had fallen to 47%, the figure is still extremely large and shows that China is viewed as 
an important export platform by Japanese firms. Moreover, this study shows that a 
large part of output of Japanese MNC affiliates in China is re-imported into Japan. 
Almost 25% of sales of Japanese affiliates in China in 2007 were directed towards 
Japan; although this figure was much higher in 1997, when it stood at around 35%.  
 

                                                 
10 Xing (2008)  
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Table 3.2a shows that while there has been a surge of Japanese FDI into China in 
almost all sectors, the largest recipient of Japanese FDI has been the electrical goods 
sector. However, in the last decade the relative significance of transport equipment 
and machinery in Japanese FDI has increased. The share of electrical goods in total 
manufacturing FDI stood at 26.8% in 1990-94. For the entire period 1990-2004, this 
share was 23.4%. Corresponding figures for transport equipments are 7.6% and 
19.2% respectively. This means that as far as FDI from Japan is concerned, transport 
equipment has been the most dynamic sector in recent years.  The share of machinery 
has also increased from 11.56% for the period 1990-04 to 12.3% for the entire period 
1990-2004. 
 

Table 3.2a: Sector-wise composition of Japan’s cumulative FDI into China 
(billions of Yen) 

INDUSTRIES  1990-94 1995-99 2000-04 1990-2004  (%)  share 
 (1990-2004)

Food  29.0 59.7 38.2 126.7 5.1 
Textile  89.8 103.5 39.6 233.0 9.3 
Lumber & Pulp  6.7 16.1 12.5 35.3 1.4 
Chemical  27.3 65.0 101.6 193.9 7.8 
Metal  32.9 87.3 95.7 215.8 8.6 
Machinery  58.1 117.1 130.8 306.0 12.3 
Electrical  134.7 211.1 239.1 585.0 23.4 
Transport equipment 38.6 105.5 334.9 479.0 19.2 
Others  85.2 126.5 108.8 320.6 12.8 
Total Manufacturing  502.4 891.9 1,101.3 2,495.5 100.0 

Source: Xing (2008b) 
 
This pattern of FDI had its mirror image in trade relations between China and Japan. 
In 1991, machines and transport equipment constituted almost 43.77% of Japanese 
exports to China and 3.81% of Japanese imports from China. By 2007, the share of 
machines and transport equipment had increased to 51% of Japanese exports to China 
and 38.29% of Japanese imports from China. There is thus a very clear cut association 
between Japanese FDI into China and Japan’s trade with China. Growing FDI in 
Machines and Transport equipment seems to have accompanied greater exports from 
China to Japan in the same sector. Japanese MNCs have thus relocated a part of their 
productive base in the machine and transport equipment sector to China. A part of 
total output of these MNC affiliates is then re-imported back into Japan thereby 
creating strong trade linkages between Japan and China. However, as we have seen, 
reverse imports have fallen in significance in recent years. This trend has been most 
acute for the transport equipment sector. According to Xing (2008b), reverse imports 
accounted for almost 60% of total sales of Japanese MNC affiliates in transport 
equipment in 1997. By 2006, this figure had fallen below 10%. This would of course 
indicate two tendencies. First, that China is becoming a hub for Japanese MNCs to 
produce cost effectively for the world market. Second, as Chinese incomes increase 
this sector could also be increasingly servicing domestic Chinese consumers.    
 
 
 
3.3 South Korea 
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China is the biggest recipient of South Korean FDI. The outstanding amount of South 
Korean FDI in China stood at $16.98 billion in 2006. The second ranked Hong Kong 
China was far behind, managing less than one-fifth of FDI to China. ASEAN 
countries managed to receive a far smaller amount of South Korean investments. The 
significance of China is thus clearly evident in South Korean FDI data. As in the case 
of Japan, many authors have argued that South Korean multinationals are using China 
as an export platform. 
 
Rising FDI from South Korea to China has induced a greater trade relationship 
between the two countries also. This has happened because affiliates of South Korean 
companies in China procure a large share of their inputs from South Korea. These 
affiliates then reprocess these imports for export purposes. This was revealed by two 
surveys of South Korean FDI conducted by the Korean Institute for Industrial 
Economics and Trade in 1996 and 2003 respectively. The results of these surveys are 
discussed by Kim, Kim and Lee (2006)11. In 1996, only 22.6% of total sales of South 
Korean firms in China were to local buyers (Table 8). Exports to South Korea 
accounted for almost 25.8% of total sales whereas 51.6% of total sales were directed 
towards third countries. However in recent years, as in the case of Japanese MNCs, 
South Korean firms in China have also reduced their export intensity. The share of 
exports in sales has fallen from 77.4% in 1996 to 65.8% in 2003.  
 
Procurement from South Korea by South Korean firms in China has also induced 
trade between these two countries. In 1996, almost 64.7% of total procurements of 
South Korean affiliates in China were sourced from South Korea itself. By 2003, this 
figure had fallen to 36.9%. The share of local procurements went up from 26.5% in 
1996 to 45.6% in 2003 (Table 3.3a). This shows that increasingly even the inputs are 
produced in China. 
 
 Table: 3.3a Sources of Procurement for South Korean affiliates in China (% of 

total) 

 Local 
Procurements 

Imports from 
South Korea 

Imports from 
third country 

1996 26.5 64.7 8.8 
2003 45.6 36.9 17.5 

Source: Kim, Kim and Lee (2006) 
 
A study by Ahn, Lee and Woo (2005) provides interesting insights into the economic 
relationship between South Korea and China. This study looks at the technology 
intensity of FDI and exports from South Korea to China and imports from China to 
South Korea. We have used the figures provided by this study to rank FDI and exports 
from South Korea to China according to technology intensity, in Table 1012. The 
largest amount of South Korean FDI, exports and imports are in upper-middle 
technology intensity sectors13. Clearly, this shows that FDI and trade in upper middle 
technology intensity complement each other. This apparently baffling pattern may be 
explained by the MNC strategy of relocating labour intensive sub-processes within 
                                                 
11 Kim, Kim and Lee (2006)  
12 Ahn, Lee, Lee, and Woo (2005)  
13According to OECD classification used by this study, upper medium intensity sectors include 
electrical machinery and apparatus, motor vehicles, trailers and semi-trailers, chemicals excluding 
pharmaceuticals, railroad and transport equipment and machinery and equipment. 
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the upper-middle technology intensity sectors to low wage China while continuing to 
import intermediate goods from South Korea. Part of the final good produced by 
MNCs is subsequently imported back to South Korea. 
 
MNC affiliates in China have thus facilitated trade with the parent country. However, 
as in the Japanese case, the trade relationship between China and South Korea 
facilitated by FDI may have weakened in recent years as South Korean MNCs have 
increased their reliance on local procurements and sales and imports from third 
countries. Imports of inputs by South Korean MNC affiliates from South Korea, has 
significantly altered South Korea’s overall trade pattern. In particular, the share of 
China in total exports from South Korea has increased whereas that of the US has 
fallen quite drastically. The US’ share in South Korea’s exports fell from 28.63% in 
1990 to 13.32% in 2006. In the same period, the share of China increased from nil to 
21.32%14.  
 
Table 3.3b : FDI and Exports from South Korea to China in 2003: Ranks 
according to technology intensity 

Source: Ahn, Lee and Woo (2005) 
 

Taiwan Province of China 

Table 3.3c shows that Taiwanese MNCs have also reoriented the composition of their 
outward investments. China, which accounted for only 9.5% of Taiwanese 
investments in 1991, increased its share to 70.5% of the same by 2008. The share of 
the rest of Asia has fallen drastically from 50.8% in 1991 to 13.5% in 2008. We must 
note that a large part of Taiwanese investments also go to Latin American tax havens. 
There is a suspicion that a significant portion of this investment is redirected to China 
to evade restrictions faced on Taiwanese investments in China. If these investments 
are included, China is likely to be even more significant for Taiwan. 
 
In terms of sectors, electronics parts and components, constituting 22% of total FDI 
from Taiwan to China are the most important. Importance of computer, electronic and 
optical products, accounting for 16.9% of the total, also emerges clearly from the 
data.  
 
Table 3.3c: Sectoral Composition of Taiwan’s FDI to China, Cumulated flows as 

of Aug 2009 
 

Industry US $1000 

                                                 
14 Calculations based on IMF DOT statistics. 

Technology 
Intensity 

South Korean FDI 
in China 

South Korea’s 
Exports to China 

South Korea’s 
Imports from 
China 

High 4 2 2 
Upper-Middle 1 1 1 
Lower-Middle 3 3 3 
Low 2 4 4 
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Others 756846.28 
Electronic Parts & Components 691559.96 
Computers, Electronic and Optical 
Products 

526056.57 

Machinery & Equipment 298174.05 
Electrical Equipment 228106.38 
Chemical Material  136998.62 
Chemical Material  128637.98 
Plastic Product  121365.51 
Fabricated Metal Products 110925.98 
Non-metallic Mineral Product 70150.215 
Basic Metal Industries 41526.788 
Motor Vehicles and Parts 7377.228 
Rubber Product  1050 

Source: Department of Statistics, Ministry of Economic Affairs, Taiwan 
 
FDI from Taiwan has features similar to that from South Korea and Japan. According 
to Chiang and Gerbier (2008), Taiwanese investors in China typically procure their 
intermediate goods and capital from Taiwan and export most of their output15. This 
point was clearly revealed by the survey of Taiwanese firms in China carried out by 
the Ministry of Economic Affairs of Taiwan. This survey showed that nearly 40% of 
total procurement of Taiwanese firms in China is from Taiwan itself.  In the 
Electronics and electrical appliances sector, this ratio was 45.7% and in Plastics it was 
as high as 50% (Table 3.3d). Moreover, while importing their inputs from Taiwan, 
these firms used China as an export base. According to Chiang and Gerbier (2008), 53 
of the top 100 exporting companies in China in 2004 were foreign enterprises. Out of 
these 53, 21 belonged to Taiwan16. Moreover, the leading export company Foxconn 
was a subsidiary of Hon-Hai Technology group based in Taiwan. 
 
Table 3.3d: Sources of Procurement for Taiwanese firms in China (%) 
 
Source of procurement 
 

Chemical Metal Electronic and 
Electric Plastic Total 

Taiwan 3.97 35.03 45.70 49.99 39.37

TIEs in China 1.76 16.47 20.73 20.27 23.91
Non Taiwan-based 
companies 
in China 

4.47 33.74 8.21 12.58 26.02

Other countries 89.80 14.77 25.35 17.16 10.70

Total 100 100 100 100 100 
                                                 
15 Chiang and Gerbier (2008)  
16 Figures quoted from PRC’s Ministry of Commerce document Top 100 Exporting Companies in 
China. Besides 21 Taiwanese companies, the list also featured 11 American, 10 Korean and 7 Japanese 
firms. 
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Source: Chiang and Gerbier (2008). 
 
Trade-inducing FDI from Taiwan has also transformed Taiwan’s overall trade pattern. 
In particular, China’s share in Taiwan’s exports has gone up from nil in 1991 to 21% 
in 2005 whereas the share of the US has fallen from 29.3% in 1991 to 15.1% in 2005 
(Chiang and Gerbier, 2008). This shows that Taiwan has used China as an export 
platform. Instead of exporting final goods to the US, Taiwan now exports 
intermediate goods to China where these goods are reprocessed and exported to the 
US. We may recall that a similar trend was observed for South Korea. 
 
3.4 Singapore 
Singapore is also an important investor in China. During the period 2004-06, 
Singapore stood fifth in the list of top 5 investors in China. It accounted for almost 
6% of total inflows reported by China for the period 2004-06. Data reported by 
Singapore’s department of statistics on Singapore’s outward FDI confirms the 
significance of China for Singapore. According to these data, China accounted for 
15.33% of Singapore’s outward FDI stock in 2006 (Table 3.4a). ASEAN stood above 
China accounting for 25.8% of Singapore’s outward FDI stock.  However, if we look 
at the manufacturing sector alone, China accounts for the largest share of outward FDI 
from Singapore. In 2006, China accounted for 38.37% of manufacturing FDI from 
Singapore (Table 3.4b). ASEAN’s share in manufacturing FDI was slightly lower at 
35.92%. 
 

Table 3.4 a: Singapore’s Outward FDI stock ($ million) 
 2005 2006 Share in 2006 (%) 
Total 202073 226266  
Asia 104516 111679 55.27 
China 27277 30968 15.33 
ASEAN 47838 52142 25.80 
Europe 17513 25997 12.87 
US 9826 8544 4.23 

Source: Singapore’s Investment abroad, Singapore Department of Statistics, July 2008 
 

Table 3.4b : Singapore’s Outward FDI stock in Manufacturing ($ million) 
 2005 2006 Share in 2006 (%)
Total 46396 51299  
Asia 41377 45951 89.57 
China 17175 19682 38.37 
ASEAN 16895 18426 35.92 
Europe 711 982 1.91 
US 2169 2150 4.19 

Source: Singapore’s Investment abroad, Singapore Department of Statistics, July 2008 
 
The above analysis of the sectoral composition of FDI inflows into China from its top 
investors offer sufficient evidence to confirm the observation that industrialised Asian 
countries of Japan, South Korea, Taiwan Province of China and Singapore have used 
China as an export platform to developed country markets. On the other hand, there is 
evidence on the changing procurement practices of MNCs from these home countries 
such that the Chinese affiliates’ trade with the home countries was on a decline and 
trade with other countries have increased. Together with the evidence in the trade 
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analysis on the huge rise in two-way trade between China and Southeast Asia thus 
seems to support the observation that MNCs have been increasingly leveraging intra-
Asian trade to support their Chinese export platform. 
 
3.5 Has China’s FDI come at the cost of Developing Asia?  
What implications does China’s rise as a magnet for FDI have on other developing 
economies in East Asia? In particular is it true that China’s rise has resulted in 
displacement of FDI received by other countries in developing Asia? Abundant 
reserves of labour may have allowed China to displace export oriented FDI received 
by the rest of developing Asia. If this is indeed the case, the rise of China has negative 
implications for the rest of developing Asia. China’s FDI led export oriented growth 
may have come at the cost to growth and employment in the rest of developing Asia.  
 
We have already seen that the share of China in FDI received by developing countries 
has increased significantly in last two decades or so. Similar trend emerges if 
Japanese and Taiwanese data on FDI outflows is considered. However, it may not be 
correct to interpret the rising share of China as displacement of FDI received by other 
Asian countries. Rising share of China in total FDI only means that FDI in China has 
grown at a rate faster than other parts of Asia. But even if FDI has grown at a faster 
rate in China, it is still quite possible that FDI in developing Asian countries has 
maintained (or even improved upon) its historical trend. 
 
Figure 3.5a  plots FDI received by developing countries in South East Asia since 
1980. We have focused on the South East Asia because prior to China’s emergence as 
a destination of FDI, this region accounted for bulk of FDI received by developing 
Asia. It emerges from this figure that FDI to South East Asian countries rose steadily 
between 1986 and 1996. After 1997, there was a reversal caused by the East Asian 
crisis. But FDI flows recovered once again in 2002. Since 2002, FDI to these 
countries increased at unprecedented rate. Crucial point is that China’s success in 
attracting FDI had little impact on FDI to South East Asian countries. 1992 is known 
to be a watershed for China as far as FDI inflows are concerned. However, there 
appears to be no slowdown in FDI received by South East Asia after 1992. The 
decline between 1998 and 2001 was more due to the crisis. Since 2002, the rate of 
growth of FDI to this region has been the highest in its history. Perception of China’s 
threat to these countries, as a competitor for FDI flows, thus appears rather 
exaggerated.   
 

 
Figure 3.5a: FDI flows to South East Asia 
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Source: FDI country factsheets, UNCTAD 
Note: South East Asia includes Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, 
Timor-Leste, Thailand and Vietnam 
 
The correlation between FDI to China and that to South East Asia for the period 
1990-2007 works out to a very healthy 0.69. While this correlation may be completely 
spurious as two series may have been driven by some third factor, there are concrete 
factors that may cause the relationship between FDI to South-East Asia and China to 
be complementary. Growing export oriented FDI into China may induce greater FDI 
into other developing countries due to existence of production network between 
countries.  An interesting example from an article in Asian Wall Street Journal in 
2003 given by Athukarola (2009) will clearly explain this point. According to this 
article, Intel decided to invest $ 200 million in Chinese city of Chengdu for 
semiconductor chip assembly and testing plant. At the same time it invested $40 
million for expanding design and development activities in Penang17, Malaysia. Intel 
example clearly brings out the nature of complementarity between China and rest of 
Asia. Alternatively, growing China will demand more raw materials. The demand for 
raw material can be serviced through larger FDI to resource rich countries in 
developing Asia. Complementarity between FDI to East Asia and China has been 
established by Chantasasawat et al. (2004)18.  According to these authors “a 10 
percent increase in the FDI inflows to China would raise the level of FDI inflows to 
the East and Southeast Asian countries by about 5 to 6 percent”.  
Impact of Export Growth on China’s Outward Investment 
 
Huge inflows of FDI along with large export revenues earned by Foreign Funded 
Enterprises have resulted in massive accumulation of dollars with China’s Central 

                                                 
17Athukarola (2008)   
18 Chantasasawat et al. (2004)  



China’s Relations with Developing Asia 

 49

Bank. China has sought to utilize these idle reserves through greater investments in 
dollar denominated financial securities, relaxation on restriction on outward FDI and 
aid to developing countries. In the following section 
 
3.6 Outward FDI from China 
With large build-up of forex reserves, China has also liberalised norms related to 
outward FDI. Figure 9 plots trends in outward FDI from China since 1999. After 
remaining stagnant in the period 1999-2002, there has been a steady improvement in 
the flow of FDI from China since 2003. By 2007, the level of outward FDI from 
China had reached nearly 26 billion dollars. However, this figure is still small 
compared to inward FDI figure of nearly 75 billion dollars in 2007. This shows that 
China is mainly a recipient of FDI. Its role in exporting capital is recent and, as of 
now, limited.  
 
From the regional pattern of China’s outward FDI flows it emerges that almost 60% 
of China’s outward FDI is directed towards Asia. Latin America is a distant second. It 
needs to be noted that the share of Latin America fell drastically from about 48% in 
2006 to 18% in 2007.  Asia’s share in the same period has increased from 42% to 
63%. Most of the outward investment to Latin America goes to tax havens like 
Cayman Islands and British Virgin Islands from where it is likely to round trip back 
into China. For example, in 2006, out of total investment of $8468.74 million to Latin 
America, $8370.83 million went to these two destinations. 

 
Figure 3.6a : Share of Different regions in China’s Outward Investment Flows 
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Source: 2007 Statistical Bulletin of China’s Outward Foreign Direct Investment 

 
If we look at the picture within Asia, we find a clear dominance of Hong Kong China 
in China’s outward FDI flows (Table 3.6a). In 2006, for example, Hong Kong China 
accounted for 90% of Chinese FDI into Asia. Besides Hong Kong China, bulk of the 
rest of FDI from China goes to other East and South East Asian countries, especially 
Singapore and Indonesia. China has built linkages with its neighbouring countries in 
East Asia through outward FDI. However, outward FDI from China plays a much 
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smaller role in its integration with East Asia than inward FDI into China from this 
region. In 2006, China’s outward investment flow to Asia was $7663 million. In the 
same year other Asian economies invested some $35085 million in China. China got 
as FDI from Asia more than four times of what it invested there. In sum, China’s role 
as the final gateway of the Asian export platform does seem to be reflected in the 
pattern of foreign investment inflows into China. However, China’s role as a source 
of investment to develop the Asian production chain seems to be far less important, 
because China is far more important as a destination for Asian foreign investment 
than as a source. Moreover, preponderance of Latin American tax havens and Hong 
Kong China in China’s outward FDI suggest that a very large share of outward FDI 
from China is likely to be round-tripped. 

 
Table 3.6a: Top destinations for outward FDI from China 

(% of Asia) 
 

Country 2005 Country 2006 Country 2007 
 

Hong Kong 
China 

78.17 Hong Kong 
China 

90.44 Hong Kong 
China 

82.76 

Indonesia 13.46 Singapore 1.72 Singapore  2.4 
Singapore 0.47 Indonesia 0.74 Vietnam  0.67 

Korea 0.46 Vietnam 0.57 Indonesia  0.6 
Macao 0.39 Japan 0.52 Thailand  0.46 

Thailand 0.27 South Korea 0.36 South Korea  0.34 
Vietnam 0.19 Thailand 0.21 Macao 0.29 
Japan 0.11 Macao 0.55 Japan  0.24 

Source: China Statistical Yearbook 
 

China’s outward FDI although small in absolute size may still be extremely important 
for economies that receive them especially the smaller South East Asian economies 
that receive these investments. In fact however, China does not seem to be an 
important source of investment for most of the South-East Asian economies. In most 
of these economies Chinese FDI constitutes less than 1% of total inflows. China does 
seem to be important for Laos and on occasion for Cambodia. However, it is not 
important for other countries (Table 3.6b). 

 

Table 3.6b: Share of China in FDI received by select South-East Asian 
Economies 

(as % of Total)  

 2004 2005 2006 

Malaysia 0.18 1.43 0.12 

Laos PDR 20.94 73.50 25.69 

Thailand 0.40 0.06 0.18 

Vietnam 1.05 1.03 1.84 
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Cambodia 22.53 1.83 2.03 

Indonesia 3.268 0.241 0.683 
Source: For FDI from China - 2006 Statistical Bulletin of China’s Outward Foreign Direct Investment. 

For Total FDI Inflows- UNCTAD Country Fact Sheets. 

 

The question that remains is whether FDI outflows from China, to the extent that they 
occur, are mainly directed at production of primary commodities. This does not seem 
to be true from an examination of the sectoral stock of FDI. The highest share of 
Chinese FDI is directed at the services sector.  In 2007, this sector alone accounted for 
76.17% of total outstanding stock of Chinese FDI. Total share of mining and 
agriculture was 13.83%. Manufacturing accounted for 8.09% of China’s outward FDI 
stock. 

 
Table 3.6c: Share of Different Sectors in outward stock of FDI from China (%) 

 

Agriculture, 
forestry, 

husbandry, 
fishery 

Mining Manufacturing Services 

2004 1.86 13.29 10.13 74.71 
2005 0.89 15.12 10.09 73.90 
2006 0.90 19.75 8.31 71.04 
2007 1.10 12.73 8.09 76.17 

Source: 2007 Statistical Bulletin of China’s Outward Foreign Direct Investment 
 

It is sometimes argued that through its investments in primary commodity production, 
China is simply replicating the neo-colonial pattern of specialization involving 
production of manufactured goods by centre and that of primary goods by periphery. 
This apprehension seems misplaced simply because China is still a very small 
investor from the point of view of developing countries in Asia and because mining 
and agriculture seem to explain only a small part of China’s overall outward FDI 
drive. 

Yet, the sentiment of China’s expanding FDI in primary commodity production is so 
widespread that it warrants an explanation. A possible reason is that small number of 
very large FDI deals have been struck in this sector by China in recent years. 
According to a survey on Chinese multinationals carried by Fudan University, 5 out 
of top 15 M&A deals by China in 2007 were in oil and mining. (See Annexe Table 1) 
Some large deals were also struck in financial sector as Chinese Sovereign Wealth 
Funds infused money into failing financial institutions in the West in 2007. If we look 
at greenfield investments by China, we get the same picture. (See Annexe Table 2) 
There is a very high share of metals, minerals and oil in top greenfield investments 
from China. It is likely that these few large FDI deals create an impression of large-
scale involvement of China in extracting resources in the developing world. Yet, the 
truth is that a much larger share of FDI from China is directed towards services sector. 
However these deals are usually smaller in size (except some recent investments in 
financial sector) and thus fail to generate same interest and publicity as some of the 
FDI in oil, metals and minerals. Moreover, as we shall see in a section, critics fail to 
realise that China is securing its raw material supply from developing countries not 
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through FDI but through aid. Such aid leaves the ownership of domestic resources 
intact with the recipients and is fundamentally different from colonial investments in 
extractive industries. 
 
Implications of the Growing Integration between Southeast Asia and China 

Our study has found that intra-industry trade is very strong among China and the more 
developed countries of Asia as well as Thailand and Philippines, especially in 
machinery and electrical & electronic equipments. Intra-industry trade and production 
sharing have played a dynamic role in the rapid expansion of regional trade within 
East and Southeast Asia and China has been increasingly involved in the process as 
the regional hub of this global production network. The major share of trade between 
China and its, major partners within Asia, like the more developed countries or the 
first tier NIEs such as Hong Kong China, South Korea, Singapore and Taiwan 
Province of China or the second tier NIEs like Thailand or Malaysia, indeed, is 
predominantly taking place in the two sectors- the electronic equipments and 
machinery. If we look at the composition of trade, 64% of Singapore’s export consists 
of machinery and electronic equipments while the same groups constitute 66% of 
Singapore’s total import during the period 2002-07. Similarly in case of Malaysia, the 
same groups of commodity constitute 47% of export and 66% of imports during the 
period 2002-07. Developing Southeast Asian countries such as Philippines and 
Thailand follow the same suit. In the case of Philippines, these two product categories 
constitute 83% of its export and 48% of its import during 2002-07 while in Thailand it 
is 40% of export and 52% of import. This implies that the rapid expansion of intra-
industry trade and production sharing, which is concentrated among the first-tier 
Asian NIEs and subsequently the second-tier Asian NIEs, is also heavily concentrated 
in the two sectors, the machinery and electrical and electronic equipments. 

China, as the largest and the most dynamic regional market is mostly importing 
machinery and electrical & electronic equipments from all the Asian countries and 
exporting them to the world. If we look at China’s exports and imports of machinery 
and electronic equipments to the world, it is seen that China has emerged as the net 
exporter in these categories since 2003.  

China’s trade in Machinery and Electrical Equipments (US$ bn) 
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Therefore, any fall in demand for Chinese exports of machinery and electronic 
equipments from the developed countries would lead to fall in the trade, adversely 
affecting the developing countries of Asia. This has already been pointed out by Prof. 
Ghosh and Chandrasekhar when they said, “China is very clearly increasingly 
involved in a relocative production network with other developing economies in 
Asia….If demand for Chinese exports from the US and the EU slows down, as will be 
likely with a US recession, this will not only affect Chinese manufacturing 
production, but also Chinese demand for imports from these Asian developing 
countries.”19   

The same has also been reiterated by Prof. Shafaeddin, “The reliance on a limited 
number of products, the interdependence of the countries of the region and their heavy 
dependence on the markets of developed countries entail a number of risks. Sources 
of risk include bottlenecks in production, or the emergence of financial shocks in one 
country and their transmission to other countries, resulting in slow growth. In 
particular, the dependence of other countries on China increases their vulnerability to 
external shocks and business cycles.”20  

The study of implication of China’s rise for developing Asian countries remains 
incomplete without mentioning its impact on South Asia. Therefore, it is necessary to 
look at the trade trend between China and South Asian countries and what has 
happened to the overall economic relationship among these countries.  It needs 
mentioning at the outset that due to lack of availability of data for all the South Asian 
countries, among the important ones, for our study, we have concentrated on 
Bangladesh, India, Pakistan and Sri Lanka.  

4. Trade Pattern: China & South Asia 

The discussion in this section, again, has followed similar pattern as above. First we 
take a look at the overall trade between South Asia and China and then move on to 
discuss these countries exports to and imports from China respectively.  

4.1 Having looked at the trade integration that is taking place between China and 
Southeast Asia, when we look at China’s trade with South Asia, there seems to be 
meagre trade happening between China and South Asia as compared to Southeast 
Asia. In fact, if looked in terms of shares, South Asian countries’ shares in China’s 
total trade is very less, although the trade value has increased over time.  

 

 

 

 

Chart 4.1a: Share of South Asian Countries in China’s Total Trade 

                                                 
19 Chandrasekhar & Ghosh (2008)   
 
20 Shafaeddin (2008) 
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Chart 4.1b: Total Trade of South Asia with China (in US$ million) 
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Hence it is clear that China’s trade with other countries have increased much faster 
that despite growing trade with the South Asian countries, the shares of these 
countries in China’s trade has not changed much. Among all the countries, India has 
experienced a remarkable growth in trade with China, which has grown twenty times 
from 1998 to 2007.  

However, when we look from the individual partner country’s trade, it is observed 
that China’s share in Bangladesh’s trade shows highest growth than most of the 
important countries of South Asia.  

 

 

Chart 4.1c: China’s Share in South Asian Countries’ Trade, 2003-2007 
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The increasing share of China in South Asia’s trade indicates that China has been 
growing in importance for South Asia as well. However, unlike Southeast Asian 
countries, all the South Asian countries run trade deficit with China. In other words, 
China is having trade surplus with all the South Asian countries, thereby meaning that 
China’s export to South Asian countries is much more than its imports. Therefore, 
China is more important as a source of imports for all the South Asian countries, 
which is quite similar to almost all the Southeast Asian countries we have studied.  

From the figure above it is clear that China is a very important trade partner of 
Bangladesh. There has been remarkable increase in China’s export to and investment 
in Bangladesh especially in telecommunications, manufacturing, ready-made 
garments (RMG), mining, power and agriculture. Chinese government’s incentive to 
import Bangladeshi products has made China Bangladesh’s number one trading 
partner replacing India.21 Incidentally, China’s growing interest has been a cause of 
concern for some Indian policymakers. However, Bangladesh’s trade with China 
shows a very lopsided growth during the whole period under consideration, 1998-
2007. Growth of export was negative during 1998-2001 after which except the year 
2006, it was again negative in 2007. The year 2006 saw a sudden spurt in 
Bangladesh’s export leading to a 62% rise in the growth of trade. As we see later that 
this sudden increase in export was the result of huge increase in export of cotton in 
that year. However, this one time growth did not have much of its impact.  

 

 

 

 

Chart 4.1d: Growth of Bangladesh’s Trade with China, 2000-2007 

                                                 
21 Islam, (2008) 
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In case of India, the negative balance of trade in favour of China has been continually 
growing since 1998 and has stood at US$ 15 billion in 2007. The growth of total trade 
shows decline since 2004, the year when the growth rate had reached 74%, after 
which it came down to 33% in 2007. Both the countries have certain similarities and 
dissimilarities. Despite this fact, both the countries are developing a closer economic 
relation with each other and with other Asian countries through bilateral and regional 
agreements. China’s entry into the WTO has provided new opportunities in enhancing 
trade and challenges for both the countries to establish cooperation in issues relating 
to developing countries. China’s joining of WTO coincided with the rapid rise in the 
Indo-China bilateral trade. During the recent years (2000-2006), it grew by 49.48% on 
an annual basis. Indian exports to China increased by 50.57% and imports from China 
enhanced by 50.63% on an average per annum.22 

External trade has also increased over the years during 1999-2005 between Sri Lanka 
and China, only except one year in between (2003) when it dropped to a very low. 
However it is noticeable that the trade balance has consciously been in favour of 
China. China accounted for only 0.5% of total exports of Sri Lanka to the world in 
2005, while in the same year China constitutes 7.6% share of Sri Lanka’s imports 
from the world. In view of the available statistics of foreign trade in 2008 Sri Lanka 
has imported 12% of the total imports of Sri Lanka from China. Imports from China 
have been increasing dramatically creating huge trade balance unfavourable to Sri 
Lanka. In 2008 China became the third largest importer of Sri Lanka next to India and 
Singapore.23  According to Bangladesh Online News, Sri Lanka has begun talks to 
increase trade with China through a regional trade deal. Sri Lanka already has the 
Asia Pacific Trade Agreement, or the APTA with China which is considered to be the 
window into the massive Chinese market. APTA, previously known as the Bangkok 
agreement, is the oldest preferential trade agreement among developing countries of 
the Asia-Pacific region. Under the APTA, China is already providing 27 percent 
                                                 
22 Bhatt, Guha and Paul (2008)  
23 Premadasa (2009) 
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margin of preference, on average, for about 1,700 items to Sri Lanka. This covers 
around 50 percent of Sri Lanka’s total exports into China. With APTA trade talks, the 
coverage of Chinese concessions to Sri Lanka will increase to around 3,000 items 
soon.24 So far, the use of the APTA agreement itself and exports to China have been 
slow. Whatever little exports heading from Sri Lanka to China, are taking the 
conventional route, paying full duties, instead of the APTA route with APTA duty 
cuts. In 2006 exports to China from Sri Lanka came to around Rs 2.6 billion while 
imports from China came to Rs. 81 billion. 

Among all the South Asian countries, Pakistan is the only country with which China 
has a Free Trade Agreement (FTA). The China Pakistan FTA (CPFTA) was signed on 
24th November 2006 in Islamabad. As per the deal Pakistan will get market access at 
zero duty on industrial alcohol, cotton fabrics, bed-linen and other home textiles, 
marble and other tiles, leather articles, sports goods, mangoes, citrus fruit and other 
fruits and vegetables; iron and steel products and engineering goods. China has also 
agreed to reduce its existing tariffs by 50% on fish, dairy sectors, frozen orange juice, 
plastic products, rubber products, leather products, knitwear and woven garments. 
Pakistan, on its part, has given market access to China mainly on machinery, organic 
and inorganic chemicals, fruits & vegetables, medicaments and other raw materials 
for various industries including engineering sector, intermediary goods for 
engineering sectors.  

Since the implementation of CPFTA, the trade investment and economic cooperation 
between the two sides have been developing fast. Pakistan’s bilateral trade in 2007 
reached US$ 4.7 billion of which US$ 4.1 billion is Pakistan’s import and US$ 613 
million is Pakistan’s export, up by 40%, 43% and 21% respectively.   

4.2 South Asia’s Export to China 

The pattern of export of the South Asian countries reveals that China has been 
growing in importance as an export partner for all these countries though at a much 
lower pace as compared to other Asian countries. China’s share in South Asia’s 
exports is still in the range of 2-3%. During the years 2003 & 2005 China constituted 
equal share in both India and Pakistan’s exports, after which the share has gone up in 
Pakistan’s export since 2006.  In 2007 China’s share was 3.4% as against 2.6% of 
India. This increase can be considered to be a fall-out of the CPFTA.  

 

 

 

 

Chart 4.2a: China’s Share in South Asia’s Export, 1998-2007 

                                                 
24 Sri Lanka Waiting for Trade Deal with China, Bangladesh Online News, 1 April, 2008. 
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The main export item of Pakistan to China was cotton which accounted for 65.6% of 
the total export of Pakistan during 2006-07. Within this group, it was cotton yarn not 
sewing thread >85% cotton, not retail that has the highest share of 55.6%. Other than 
this, commodities which had more than 1% shares were woven cotton fabric >85% 
cotton, woven cotton nes, >85% cotton and woven cotton fabric nes with 3.2%. 2.8% 
and 1.9% shares respectively. All these were intermediate products, signifying that 
major share of Pakistan’s export to China consisted of intermediate goods.  

The second most important commodity group in the recent period was ores, slag and 
ash that had come up hugely since 2003. The commodity had increased its share from 
4.6% during 2003-05 to 10.3% in 2006-07.25 Within this 10.3% share, 10.21% was 
constituted by chromium ores and its concentrates, which is primary product. Among 
other commodities some were intermediate products like copper ores and 
concentrates, zinc ores and concentrates, while some were primary like waste, scale, 
dross, slag of iron or steel industry and manganese ores, concentrates, iron ores >20%. 
However, all these had negligible shares in the total export of Pakistan. On the other 
hand, organic chemicals, an intermediate manufactured product, which was the 
second most important during 2003-05 and had a share of 7.7% during 2003-05 
declined both in terms of value and share and the share stood at only 2.1% during 
2006-07.  

The two other groups of exported commodity of Pakistan were primary commodity 
raw hides & skins (other than furskins) & leather and fish, crustaceans, molluscs, 
aquatic invertebrates nes. Though shares of both had come down in the recent period, 
the total export value of fish, crustaceans, molluscs had declined, but that of raw hides 
& skins had not; instead it had increased in the later period. Exports of copper and 
articles thereof and machineries had also increased in the later period and the shares 
of both had gone up from below 1% to 1.3% and 1.1% respectively during 2005-07.  

Primary products also constituted India’s prime exports to China. 50% of India’s total 
export to China consisted of ores, slag & ash of which 44% was constituted by iron 
ores & concentrates and roasted iron pyrites which had an insignificant share. Iron 
                                                 
25 For Pakistan, data is available only from 2003.   
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ores & concentrates is purely a primary product. The movement of the share and the 
unit price of the commodity show an increasing trend over the period 1998-07. Chart : 
shows a huge increase in the share over the period 1998-2007. The increase in price, 
however, could be the fallout of a global price rise.  

Chart 4.2b  : Share & Unit Price Movement of Iron ore, concentrate, not iron 
pyrites, unagglomerate, 1998-2007 
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The second important group of exported commodity was manufacturing intermediate 
goods iron & steel. The share of iron & steel noticeably increased from only 2% 
during 1998-01 to 9% during 2002-07. The composition of export has not changed 
much between the two periods 1998-2001 and 2002-07. The top five commodities 
remained the same only except the primary product fish, crustaceans, molluscs, 
aquatic invertebrates, nes, losing its importance to other products. The commodity 
was the second most important product of export during 1998-01, whose share came 
down to only 2% during 2002-07. 

The composition of the next five groups of commodities, however, changed over the 
periods 1998-01 and 2002-07. Primary products like animal, vegetable fats and oils, 
cleavage products and residues, wastes of food industry, animal fodder that had 3.1% 
and 2.2% shares had all lost out to intermediate and manufactured goods like copper 
and articles, salt, sulphur, earth, stone, plaster, lime and cement and machineries. All 
these had come up in the later period by 2% or more than 2% share.  

In the case of Bangladesh there had been a spectacular growth of export to China 
during the period 2004-07. The total export to China increased almost fourteen times 
to reach US$ 776 million in 2006 from only US$ 57 in 2004. This apparently 
impressive performance has been single-handedly driven by the cotton export sector 
alone that witnessed its share in total exports rising from meagre 1.2% during 2000-03 
to 62% during 2004-07.26 As a result of this sudden increase there had been a 
considerable change in the composition of commodities between the two periods 
under consideration. However, this was just a one time surge as the total export fell 
                                                 
26 Data not available for 1999, hence, the period of reference is from 2000 to 2007.  
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again the following year. Within the cotton sector, it is mainly woven cotton nes, 
>85% cotton, which is manufactured intermediate goods. The second most important 
product of export, vegetable textile fibres nes, paper yarn, woven fabrics, again falls 
in the same category. Among other manufactured intermediate goods electrical & 
electronic equipments and machines together constituted 7% share of total export 
during 2002-07. Besides this, other important exports of Bangladesh were primary 
products raw hides and skins (other than furskins) and leather and fish, crustaceans, 
molluscs, aquatic invertebrates, the exports of both have gone up during the period 
2002-07.  

The composition of Sri Lanka’s export has undergone drastic change between the two 
periods 1999-2002 and 2003-07.27 The most important export item during the period 
1999-02 was the final product furniture, lighting, signs & prefabricated buildings. The 
commodity group had a share of 16% which was replaced in the later period by the 
commodity group ores, slag & ash which became the largest exported commodity 
during 2003-05. The commodity group registered a remarkable growth of 1071%, the 
share going up from 8.4% to 44.2% in the later period. Another group of commodity 
which registered huge growth was electrical & electronic equipments with its share 
going up from 3% during the period 1999-02 to 9% during 2003-05.  

Other important products of export are agro-based rubber & articles thereof which 
constitutes both primary and intermediate products and other primary products like 
tea and salt, sulphur, earth, stone, plaster, lime and cement. Another manufactured 
intermediate product group pharmaceutical products came up only after 2002. The 
group consists of only medical wadding, gauze, dressings etc.  

Thus, from the commodity composition of South Asia’s exports to China it emerges 
that China is mostly importing primary or primary-based manufacturing products 
from these countries. Among all the products cotton and ores, slag & ash have 
become the most important commodities of import for China. Incidentally, products 
like electrical or electronic equipments and pharmaceutical products and plastics and 
articles thereof are observed to be coming up as the export sectors in South Asia. The 
trend of increasing export shares of all these commodities do suggests that China has 
indeed provided greater markets for all the South Asian countries.  

Let us now look at the commodity composition of all these South Asian countries’ 
imports from China. 

4.3 South Asia’s Import from China 

Among all the South Asian countries’ import, China’s share was highest for 
Bangladesh, indicating huge imports of Chinese products to Bangladesh’s economy. 
China constituted 15.6% share in Bangladesh’s import as against 12.8% in Pakistan’s 
and 11.2% in India’s import in 2007. However, in terms of growth over the period 
2003-2007, the growth had been highest for Maldives (264%), followed by India 
(117%). 

                                                 
27 Data for Sri Lanka is not available in the UN Comtrade database for the more recent years 2006 & 
2007. Therefore for Sri Lanka we have considered trade data for the period l999-2005 and divided it 
into two periods 1999-2002 and 2003-05. 
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Chart 4.3.a: China’s Share in South Asia’s Import, 1998-2007 
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Source: UN Comtrade Database  

In case of India’s import from China, there were a whole bunch of commodities that 
came up remarkably in the more recent period. All these were manufactured 
intermediate products like plastics and articles thereof, fertilizers, impregnated, coated 
or laminated textile fabric, manmade filaments and ceramic products. The products 
gained in terms of share to one or more than one percent during the period 2002-07 as 
against negligible shares in the earlier period. However, India’s primary imports from 
China were electrical & electronic equipments, machineries, organic chemicals and 
iron and steel and articles of iron & steel, all of which registered huge increase in their 
respective shares during the later period. This huge growth in the shares of these 
commodity groups led to a change in the import composition of commodities between 
the periods 1998-01 and 2002-07. Another commodity group mineral fuels, oils, 
distillation products, etc. also registered a significant growth. This commodity group 
consisted mainly of primary products retort carbon, coke or semi-coke of coal, lignite 
and coal, briquettes, ovoids etc.  

So far as Bangladesh’s imports were concerned, in the year 2006, China emerged as 
the largest source of import for Bangladesh replacing India for the first time. 
According to the statistics of Chief Controller of Import and Export (CCIF) 
Bangladeshi import from China amounted to 494.5 million U.S. dollars during July-
September period of the fiscal July 2005-June 2006, against 416.6 million dollars 
import from India during the same period.28 77% of total imports of Bangladesh from 
China consist of manufactured intermediate goods such as electrical & electronic 
equipment and machineries. The shares of both have increased from the period 2000-
02 to 2003-07. The import of highly technical manufactured item fertilizer recorded a 
huge increase from 3.8% in 2000-02 to 6.6% during 2003-07, an increase of 583%. 
Bangladesh also imported manufactured final goods vehicles other than railway & 
tramway. 

                                                 
28Kumar (2006) 
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Composition of Pakistan’s import from China also exhibits more or less similar 
pattern as India or Bangladesh. Almost 43% of Pakistan’s import consisted of 
electrical and electronic equipments (23%) and machineries (20%) during 2006-07. 
Shares of iron & steel and fertilizers registered remarkable increase over the years 
from just 2% and 1% during 2003-05 to 5% and 3% during 2006-07 respectively. 
Thus in case of Bangladesh, Pakistan or India it is observed that all these countries are 
exporting predominantly primary or manufacturing intermediate goods to China 
whereas they are importing more advanced technical or highly technical commodities 
from the same.  

Though Sri Lanka too imports machineries, electronic equipments and fertilizers from 
China, but its main imports from China were cotton, manmade staple fibres and 
knitted fabrics that together constituted 30% share of total import during 2003-05.  

From the above discussion on trade pattern of South Asian countries, it is evident that 
the prime exports of South Asia were cotton, ores, slag & ash and also products like 
electrical or electronic equipments and pharmaceutical products and plastics and 
articles thereof are gaining importance. While when it comes to South Asia’s import 
from China, evidently the prime imports stood out to be the commodity group 
machinery and electrical & electronic equipments, the sectors that are extensively 
involved in production sharing and the rapid expansion of intra-industry trade. 
However, apart from these there are certain other sectors that had come up recently 
were iron & steel; articles of iron & steel, fertilizers, manmade filaments and 
manmade staple fibres.   

Therefore, from the above what follows is that though South Asian countries remain 
quite small trading partners of China, the growing trade between them suggests that 
China has definitely become very significant for the South Asian countries. From the 
partner country’s perspective, China has become a very significant source of import 
for all these countries.  

Generally, it can be inferred from the above discussion that China’s growth of exports 
has not mainly come from primary commodities but from machinery and electrical & 
electronic equipments, which have been its highest export categories during 2002-07 
(42%). And the import demand for these commodities is met by the developing 
Southeast Asian economies. Therefore, for obvious reasons China has deeper 
integration with these countries.   

Impact of Global Financial Crisis on East & Southeast Asia 

Now the question that naturally arises, how far is China’s growth sustainable and 
what are the future prospects of these countries whose growth are heavily dependent 
on China? This is very significant, particularly when the global economy is 
experiencing severe recession which is intensifying rather than showing trends of 
recovery. The table below shows how different regions in the world are having 
varying impact of the recession in terms of their growth rates.  

 

Growth Rate of GDP of various Regions of the World 

Regions 2007 2008 2009 2010 
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World 5.2 3.2 -1.3 1.9 

Advanced 
Countries 

2.7 0.9 -3.8 0.0 

USA 2.0 1.1 -2.8 0.0 

EU 2.7 0.9 -4.2 -0.4 

Japan 2.4 -0.6 -6.2 0.5 

Developing 
Countries 

8.3 6.1 1.6 4.0 

Developing Asia 10.6 7.7 4.8 6.1 

China 13.0 9.0 6.5 7.5 

India 9.3 7.3 4.5 5.6 

ASEAN-5 6.3 4.9 0.0 2.3 

Source: Table 1.1 in World Economic Outlook, April 2009, IMF 
Note: Figures for 2009 and 2010 are projections 

The advanced countries seem to be worst hit by the global recession, with the overall 
growth rate in 2009 projected to be -3.8%. While it is true that the growth rate of 
developing Asia is projected to decline from 10.6% in 2007 to 4.8% in 2009, still this 
region will register the highest rate of growth in the world economy. Had it not been 
for this growth, the world economy would have registered even lower growth rate of 
GDP. Within the developing Asian countries, predictably, China will register the 
highest rate of growth in the year 2009. However, the growth rates of GDP for these 
countries show that there has been a significant slow down in these countries as well. 
It should be noted that even China has registered substantial decline in the growth rate 
from 13% in 2007 to 6.5% in 2009. The chart below clearly shows that all the 
countries of East Asia have suffered a slowdown in their growth rates because of the 
global economic crisis. 

Growth of GDP of East Asian Countries 
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The question is what are the mechanisms through which this slow down has 
materialized in these countries? 

While there are variations in the experiences of different countries in the region, the 
slow down witnessed in all the countries have been basically mediated through two 
separate routes. Firstly, the initial global financial turbulence was marked by sudden 
reversal of capital flows, falling equity prices, sharp increase in the price of external 
capital and a shortage of liquidity. All this adversely affected the investment in these 
countries, resulting in a slow down in production. Secondly, and more importantly 
with the global slowdown, particularly in the advanced capitalist countries, there has 
been a slow down in the exports resulting in a cut back on production and investment 
which has contributed to the overall slow down of these countries. At the same time, 
“intra-regional trade has also fallen sharply, as the collapse in shipments from China 
to countries outside Asia has triggered a decline in exports from the NIEs and some 
ASEAN countries plugged into global production sharing networks.”29 Overall then, 
there has been a deceleration in the exports of these countries which has resulted in 
the slow down in these economies. 

It is estimated that the countries which are most dependent on electronics exports 
have been worst affected by the crisis, namely China, Philippines, Malaysia and other 
NIEs.30 The extent of decline in the exports of electronics goods is shown in the 
following tables. 

Growth Rates of Exports (y-o-y) of Electrical Machinery, Apparatus, and 
Appliances nes (SITC 77) 

 2007 2008 Jan ‘09 

China 26 19.1 -26.9 

Hong Kong 
China 

17.1 6.6 -28.3 

Singapore 3.4 2.1 -42.1 

Taiwan  10.0 -1.7  

South Korea 5.0 -3.5 -43.1 

Malaysia 8.7 -3.6 -36.3 

Philippines 7.8 -8.5 -47.6 

Thailand 18.2 0.9 -37.1 

Indonesia 8.7 13.8  
Source: Appendix Table 15, East Asia and Pacific Update, World Bank, April 2009 

 
 
 
 

                                                 
29 East Asia and Pacific Update, World Bank, April 2009 
30 East Asia and Pacific Update 
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Growth Rates of Exports (y-o-y) of Office Machines and Automatic Data 
Processing Equipment (SITC 75) 

 2007 2008 Jan ‘09 

China 9.4 8.6 -23.7 

Hong Kong 
China 

-17.3 7.2 -20.5 

Singapore -5.3 -2.9 -61.7 

Malaysia -3.0 -3.2 -44.9 

Thailand 22.3 9.2 -31.4 

Taiwan -12.5 -14.9  

South Korea -25.5 -19.8 -42.4 

Philippines 0.1 -4.6 -52 

Indonesia -2.6 19.7  
Source: Appendix Table 17, East Asia and Pacific Update, World Bank, April 2009 

 
It is well evident from the above tables that there has been substantial decline in the 
export of electronic goods of various varieties for all the countries of East Asia, 
starting from October 2008. 
 
There has been a drastic fall in the exports of petroleum products, which is however in 
the backdrop of a huge surge in the petroleum exports in the year 2008 as a whole. 
This is because of the massive increase in the prices of crude oil in the international 
market during 2008, which got rapidly tapered off with the advent of the global 
financial crisis. Therefore, with the advent of the global financial crisis, the East 
Asian economies’ export of oil suffered because of a fall in the demand for oil leading 
to a massive decline of prices at the global level. 

Growth Rates of Exports (y-o-y) of Petroleum, Petroleum Products and Related 
Materials (SITC 33) 

 
 2007 2008 Jan ‘09 

Singapore 19.2 55.0 -49.5 

South Korea 17.9 56.3 -36.6 

Malaysia 10.3 40.9 -58.3 

Taiwan 27.7 35.3  

China 10.1 51.1 -27.5 

Indonesia 10.6 44.9  

Vietnam 2.1 22.0 -48.6 

Thailand 14.7 70.6 -47.2 

Philippines 20.7 11.9 -86.9 



China’s Relations with Developing Asia 

 66

Hong Kong 
China  

-7.3 37.4 -38 

Source: Appendix Table 18, East Asia and Pacific Update, World Bank, April 2009 

Now, with the advent of the global financial crisis two things have happened 
simultaneously. The growth rate of China has slowed down and the exports of China 
to advanced markets have also slowed down. This has resulted in a decline in the 
import demand of China for intermediate goods as well as raw materials. Hence, the 
countries which are mainly dependent on China for export market will be adversely 
affected. A country wise assessment within the countries of East Asia shows that 
exports of all these countries have slowed down after the crisis. As far as China is 
concerned, there has been a significant decline in the imports from countries like 
Singapore, Malaysia, Philippines, Indonesia and Taiwan Province of China since the 
beginning of the financial crisis.  

More than 60% of Singapore’s exports consists of electronic equipment, machinery 
etc. and China constitutes around 9% of total exports of Singapore. The most 
important export item of Singapore to China is diodes, transistors and semi-
conductors, all of which are used in the production of computers and other electronic 
devices. With the advent of global financial crisis, the exports of electronic 
equipments from China have suffered hugely, as has been shown earlier. With the 
decline in the export demand for these commodities, the import demand of the 
intermediate goods like diodes etc. have been adversely affected, thus resulting in an 
overall decline in the export to China. Additionally, oil also form a large part of 
Singapore’s exports to China. With the crisis, the prices of petroleum products have 
come down in the international market including China. Therefore, Singapore is 
getting adversely affected through this route also.  

According to the official website of Philippines, in February 2009, the main export 
item of Philippines was components/devices/semi-conductors, which constitutes 
37.79% of total exports of Philippines.31. The global financial crisis has brought down 
the demand for these products leading to a decline in the overall export performance 
of Philippines. In the year 2007, China accounted for 11.39% of total exports from 
Philippines (UN Comtrade), which is a significant proportion. “China is the third 
largest trading partner of the Philippines but bilateral trade contracted 6.7 percent in 
2008, caused by the plunge in demand for foreign goods amid the on-going global 
economic downturn. Electronic products are the main Philippine export to China.”32 
This plunge in demand for electronic products from Philippines is mainly because of 
the fact that Philippines exports intermediate electronic products like parts, 
accessories, diodes, transistors etc. to China, which are then processed in China to be 
exported to other countries. With the global economic crisis, the demand for such 
processed electronics goods from China has declined resulting in a fall in demand for 
intermediate electronic goods made in Philippines. At the same time it should also be 
noted that Philippines exports primary products like mineral oil, copper, etc to China. 
With the economic slow down, the exports of this item might have also slowed down. 
But, in the future, if the Chinese economy manages to improve its growth 
performance in the domestic market, then the demand for these primary products can 
increase. 

                                                 
31 http://www.census.gov.ph/data/sectordata/2009/ex090201.htm 
32 http://english.peopledaily.com.cn/90001/90778/90858/90863/6611068.html 



China’s Relations with Developing Asia 

 67

China is the fourth largest export partner of Malaysia constituting 9.53% of total 
exports from Malaysia in the year 2008. Therefore, a slow down in the exports to 
China has an overall impact on Malaysia’s total trade. The main export items of 
Malaysia to China are some primary products like palm oil, rubber and some 
electronic intermediate goods like integrated circuits and microassemblies. It is also 
notable that there has been a decline in the importance in the electronic component of 
Malaysia’s exports to China in 2008 while the importance of commodities like palm 
oil etc have steadily increased. This shows that China acts a source of demand for 
both raw materials as well as electronic intermediate goods for Malaysia. As a result 
of a slow down of Chinese economy and slow down of exports to the advanced 
capitalist countries, the demand for both these groups of commodities from China are 
much less.  

So far as Indonesia is concerned, China, in the year 2007, was the fourth largest 
export partner of Indonesia accounting for 8.5% of total exports from Indonesia. 
Exports of non-oil commodities to China have decreased from $687.2 millions in 
January 2008 to $ 383.8 millions in February 2009.33 This significant fall in non-oil 
exports is as a result of the slow down in China. Moreover, mineral fuels and oil 
constituted the biggest chunk of exports of Indonesia to China. It is therefore but 
obvious that there will be a decline in the exports of oil to China. (Exact data on this 
was not available on a month to month basis). This will further aggravate the exports 
of Indonesia to China.  

Thus it appears that the overall export prospects of these countries appear bleak at 
least in the short run. It should also be noted that learning from the experiences of the 
East Asian financial crisis, countries did not witness a financial problem of such 
severity. However, it is also true that share prices registered a sharp fall in these 
countries, as a result of the global crisis, adversely affecting investment and growth.  

From the above it follows that relying solely on exports for growth does not seem to 
be a very bright option for these countries at least in the recent future.  

As long as the advanced countries recover from the current recession, the export 
demand will remain muted. Importantly, nobody can predict with certainty as to when 
such a turnaround in the advanced countries will take place. Therefore, the countries 
have announced stimulus packages to fuel domestic demand, which will lead to 
recovery. 

 

5. Development Assistance from China 

Growing forex reserves have also allowed China to further its international interests 
through foreign aid. China’s foreign aid is difficult to quantify since Chinese 
government does not release or explain Chinese foreign aid statistics. This study has 
used data provided by the NYU Wagner School study that tabulated pledges of aid or 
loans and government-sponsored investment projects by China as reported in 62 
African, Latin American, and Southeast Asian countries between 2001 and 200834.  
 

                                                 
33 The Overview of Indonesian Exports and Imports, various months 
34 Lum et al. (2009) 
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This study highlights that the nature of Chinese aid is different from that provided by 
developed country donors. OECD defines aid as “flows of official financing to 
developing countries provided by official agencies which have a clear development or 
anti-poverty purpose and are at least partially concessional in nature” with a grant 
element of at least 25%. Significant part of China’s development assistance is 
provided not through concessional loans or grants but through government sponsored 
investments35. However, these investments help underdeveloped countries by 
augmenting their infrastructure and productive capacity. Moreover, unlike private 
investment, these investments are often secured through official bilateral agreements 
and ownership of assets created by these investments remains with the host country. 
Thus these flows have some traits of development assistance. Yet these aid flows 
benefit China by requiring recipients to export raw materials to China and also 
awarding contracts to Chinese SOEs in return. 
 
According to the survey carried by NYU Wagner School, there has been a rapid 
increase in aid disbursed by China in recent years. In 2002, aid from China was a 
mere 51 million dollars. By 2007, this figure was up almost 500 times standing at 
nearly 25 billion dollars (see Fig 11). A look at the regional composition of China’s 
aid shows that most of it is directed towards Africa. For the entire period 2002-07, 
Africa received 33.14 billion dollars, Latin America received 26.74 billion dollars and 
South East Asia nearly 14.83 billion dollars as aid from China. Whereas Africa 
received most of its aid in the form of concessional loans, Latin America received it in 
the form of government sponsored investment. In South East Asia, the shares of 
government sponsored investment and concessional loans are more or less equal. 
(Table 5.1)  
 
Figure 5.1: Reported Aid provided by China  
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Source: Lum et al. (2009)  
 
 
Table 5.1: Reported Chinese Aid by Funding Source and Region, 2002-2007 
(Million US$) 
                                                 
35 The authors of the report warn that a part of this aid may be getting counted in official records as 
FDI thereby inflating the overall outflow of FDI from China 
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 Africa Latin America Southeast Asia 
Govt.-Sponsored Investment 8,042 24,389 7,429 
Concessional Loan 22,379 1,950 7,114 
Grant 1,851 421 231 
Debt Cancellation 850 0 60 
In-kind Aid 21 1 0 
Total 33,143 26,761 14,834 
 Source: Thomas Lum et al. (2009) 
 
Analysis of distribution of Chinese aid by type reveals the dominance of primary 
commodity production.  For the period 2002-07, 32.8 billion dollars of Chinese aid 
went towards natural resource extraction/production (Table 23). This was followed 
closely by infrastructure and public works with the figure of 31.8 billion dollars. The 
share of other categories such as humanitarian and military aid from China is nominal. 
Within South-East Asia, largest amount of Chinese aid is directed towards 
infrastructure and public works. 
 
Table 5.2: Reported PRC Aid by Type and Region, 2002-2007 (Million US$) 
 Africa Latin 

America 
Southeast 
Asia 

Total 

Natural Resources 
Extraction/Production 

9,432 18,585 4,788 
 

32,805 

Infrastructure/Public 
Works 

17,865 7,535 6,438 31,838 

Not Specified/Other 5,024 608 2,276 7,908 
Humanitarian 802 32 159 993 
Military 4 0 170 174 
Technical Assistance 10 1 3 14 
Source: Thomas Lum et al. (2009) 
 
Top recipients of Chinese aid in South East Asia have been Philippines, Vietnam and 
Burma with total assistance of 5.4, 3.4 and 3.1 billion dollars respectively (Table 24). 
Most of this investment goes towards development of infrastructure and mining. The 
analysis of data therefore clearly reveals that one of the objectives of Chinese aid is 
securing a steady supply of raw materials to China. Based on this, can it be argued 
that Chinese aid is today playing the same role as private investments in the primary 
commodity sector of developing countries in the past? While a concrete judgment on 
this issue can be made only after a detailed analysis of the impact of Chinese aid on 
economic structure of recipients, some tentative observations can be made in this 
regard.  
 
Much of the dissatisfaction from private investments in primary commodities stems 
from the fact that these foreign owned investments have tended to operate as enclaves 
within developing economies. Profits from these investments are repatriated abroad 
leaving recipient countries with little surplus to carry out their internal 
industrialization programmes, something that has been considered essential to ensure 
productive employment of their growing labour force in the light of declining terms of 
trade against primary commodities. Our hunch is that this criticism may not be valid 
for Chinese aid directed at primary commodity production since Chinese aid does not 
always lead to foreign ownership of domestic assets. This means that surplus from 
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primary production is also available for internal development. A few examples will 
serve to clarify the point. China recently lent $10 billion to Brazilian oil giant 
Petrobas. Petrobas will use this loan to undertake offshore exploration and export 
100000 barrels of oil per day to China in exchange. A similar partnership has emerged 
between Venezuela and China. In February 2009, China agreed to increase its 
development fund in the country to $12 billion from existing level of $6 billion36. In 
return, Venezuela will increase its oil shipments to China. In none of these examples 
has China ended up owning foreign assets. Assets and the surplus from these assets 
remain firmly in control of the recipient country. Moreover, this aid came after the 
financial crisis, when countries were finding it difficult to attract private investment. 
 
Table 5.3:  Major destinations of Chinese development assistance in South East 
Asia 

 Pledged aid, loans 
and investment  

($ billion) 

Nature of 
financing 

Major projects 

Philippines 5.4 loans, grants railways, mining, non-lethal 
military 

Vietnam 3.4 loans, 
investment 

power, shipyards, mining 

Burma 3.1 investment, 
loans 

hydropower, nickel ore 

Source: Thomas Lum et al. (2009) 
 
An important benefit of aid provided by China is that unlike assistance from World 
Bank and other multilateral agencies, Chinese money usually comes unencumbered. 
There are no conditions on environmental standards and no penalties for corruption in 
the use of funds as has been stressed by the World Bank of late.  Thus besides the 
supply side factors - China’s bourgeoning forex reserves and the benefits of such aid 
to Chinese economy - demand side factors from developing countries may have also 
led to growth of Chinese aid.  This is best highlighted by Chinese aid to Cambodia in 
2006. China offered aid worth $600 million in 2006 to Cambodia to pay for 
construction of two bridges. In the same year four World Bank projects in Cambodia 
were suspended due to charges of corruption in procurement. The demand for new 
assistance from traditional donors remained small in that year for the same reason. 
Together all other traditional donors provided 601 million dollars- just 1 million 
dollar more than China - to Cambodia as aid in 200637. Those who often ascribe 
ulterior motives to China’s foreign aid fail to see that from the point of view of 
developing countries, Chinese aid confers special benefits since it is largely 
unconditional. China’s reluctance to impose conditionalities is already a matter of 
concern in the United States. According to Lum et al (2009): 
 

“Some U.S. policy-makers and others have expressed frustration that because 
of China’s policy of providing foreign assistance without conditions, they are 
losing the ability to influence the behaviours of aid recipients regarding 
human rights and economic reforms”. 

 

                                                 
36 New York Times, April 15, 2009 
37 New York Times, Sep 17, 2006 
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Moreover, since global capital markets have more or less frozen in last one year due 
to the crisis in the US, many developing countries have sought help from China to tide 
over their BOP problems. Besides Brazil and Venezuela, China will also lend Ecuador 
$ 1 billion to build a hydroelectric plant. China has also provided loans worth $10 
billions in yuan to Argentina so that it can import goods from China38. China has also 
provided loans worth $138 million to Jamaica to allow it to tide over its BOP 
problems39. Since the current crisis erupted, China has provided aid worth $39.7 
million to Laos, Cambodia and Myanmar. Moreover, China has opened currency 
swaps with Malaysia, Hong Kong China, South Korea and Indonesia. The combined 
value of these swaps is nearly $100 bn40. These swaps, by allowing Yuan funding of 
trade with China, ensures that countries facing decline in dollar reserves due to 
financial crisis can continue to trade with China. Moreover, these swaps will help 
China as much as these countries in the eventuality of erosion of confidence in dollar.  
 
While the Chinese support in the wake of crisis has come without deflationary 
conditionalities, IMF, sticking to its old ways, has imposed severe deflationary 
policies on borrowing countries. For example, in Pakistan, the Fund has targeted a 
reduction in fiscal deficit from 7.4% of GDP to 4.2% of GDP; in Hungary the target 
imposed by the Fund is to reduce fiscal deficit from 3.4% of GDP to 2.5% of GDP. 
Based on the Fund advice, Pakistan has increased its interest rate by 200 basis points 
and Latvia by 600 basis points41. Latvia was also asked to cut down its fiscal deficit to 
5% of GDP. On the other hand, Chinese support comes with no such conditions. 
 
Thus as global crisis unfolded, China has stepped in to provide balance of payment 
support to developing countries. What is notable is that while IMF has continued to 
impose harsh conditionalities on borrowers, China has provided these loans without 
such conditionalities. It is true that Chinese support often stipulates some kind of quid 
pro quo (such as promise of some oil or other raw materials), but from the point of 
view of developing countries this is far less harmful than imposing IMF dictated 
deflationary measures in the midst of the slowdown.  
 
China’s Investment in Dollar Denominated Securities: Implications for East and 
South-East Asian Growth 
 
The figure below, shows the growth of China’s forex reserves in recent years. 
According to recent estimates provided by State Administration of Foreign Exchange 
(SAFE), China’s forex reserves had reached almost 2 trillion dollars by December 
2008.  
 

 
 
 

China’s Forex Reserves ($ billion) 

                                                 
38 New York Times, April 15, 2009 
39 The Washington Post, April 23, 2009 
40 Time, April 6, 2009. 
41  Third World Network, Mar 11, 2009. 
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Since currency holding does not yield any return, China prefers to park its forex 
reserves in (interest yielding) dollar denominated financial securities. While China 
does not provide data on the composition of its foreign exchange reserves, US 
treasury conducts survey of foreign portfolio holdings of US securities by country and 
reports data for the previous year as of the end of June. Figure below plots numbers 
provided by this survey with forex data provided by SAFE.  
 

China’s Forex Reserves and Investments in US securities 
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Source: SAFE for forex reserves and US Treasury department for China’s holding of US securities 
 
It emerges from this figure that China has consistently been investing a very large 
chunk (nearly 70% in 2007 and 67% in 2008) of its foreign exchange reserves in US 
securities. Moreover, it emerges that within these securities, China has displayed a 
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special preference for treasury bills and government agency securities. As of June 
2008, 43% of China’s holdings of US securities were in long term treasuries and 
another 44% in agency securities (Fig below).  
 
 

Composition of China’s Holdings of US securities (June 2008) 

43%

44%

2%
8% 3%

LT Tresaury LT Government Agency LT Corporate Equity Short Term

 
Source: US treasury department 
Note: LT refers to long term debt 
 
Thus while on one hand China is a significant destination of foreign investments, on 
the other hand it has also emerged as a significant investor, especially in securities 
issued by the US. Chinese investments in US treasury bills have served to keep 
interest rates in the US low. Low interest rates in turn have supported borrowing 
financed activity in the US and allowed it to maintain high demand for goods 
produced in China. Note that the holdings of idle reserves and their investments in US 
securities are necessary for China to sustain its export led growth path. China’s central 
bank can refuse to hold incoming dollars only by allowing yuan to appreciate. But 
appreciation of yuan will erode some of China’s competitive advantage in world 
markets and undermine the export performance crucial for maintaining high growth. 
If China does not purchase dollar denominated securities, it will cause interest rate on 
such securities to shoot up and force a slowdown in the US that will in turn reduce the 
demand for Chinese goods. Continuous buildup of forex reserves and their investment 
in US securities is thus a necessary concomitant of China’s exceptional export 
performance.  
 
While this pattern of investment in US securities allows China to maintain its export 
performance, it is undesirable for at least two reasons. Firstly idle holdings of dollars 
are unutilised claims on goods and services. For a poor country like China, it is not 
the first best outcome to hold idle dollars even as standards of living of ordinary 
people remains hopelessly low. Secondly, maintaining large dollar reserves expose 
China to risk arising from the loss of confidence in the value of dollar. Erosion of 
confidence in dollar can in turn force a slowdown and serious financial disruption not 
only in the US but also in surplus countries like China. Chinese slowdown in turn has 
negative implications for developing Asia that relies on China for its trade surplus. 
The policy of continuously building dollar reserves has thus exposed China and the 
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rest of East and South Asia to risk that, once it unravels, may choke off export led 
growth in the entire region.  
 
However, even before erosion of confidence in the value of dollar could slow down 
growth in the region, financial market collapse in the US that started in the middle of 
2007 has led to the same outcome. FDI and exports have fallen quite drastically. 
According to most recent data released by State Administration of Foreign Exchange, 
China’s trade surplus in the first half of 2009 was US $ 129.9 bn, $61 bn less than the 
corresponding figure for the first half of 2008. FDI in the first half of 2009 was $ 20.6 
bn, $ 20 billion less than the corresponding figure for first half of 2008. Reserve 
accumulation has also slowed down from $280.6 bn in the first half of 2008 to $180.6 
billion in the first half of 2009.  
 
China’s declining trade surpluses with the US have highlighted the significance of 
regional sources of growth in East Asia. This is particularly so since the US has failed 
to undertake any major domestic stimulus to avert world recession42. China with a 
very large holding of dollar reserves can undertake such domestic stimulus with 
relative ease. Not only will such stimulus enhance the income and purchasing power 
of ordinary Chinese and thus allow Chinese factories to operate at their existing 
capacity (given reduced demand from the US) but will also help to sustain Chinese 
demand for manufactured intermediate goods and raw materials from the rest of 
developing world.  
 
China can thus use crisis as an opportunity to get rid of its excess foreign exchange 
reserves and support aggregate demand domestically as well as in the entire region. If 
China is to succeed in attaining these objectives, the size of domestic stimulus that 
replaces exports as a source of demand should be of a significant size. From the table 
below it is clear that China has announced the biggest stimulus package in the region 
which is around 12% of its projected GDP. More importantly, it is seen that 95% of 
China’s stimulus package is designated for direct spending, which for other countries 
the amount earmarked for direct spending is less, the rest being used for tax or interest 
rate cuts. It is generally the case that during periods of recession, it is always better to 
have direct spending rather than provide tax cuts. This is because during a financial 
crisis, when confidence is running low, it is not the case that tax cuts are 
automatically converted into higher investments. Chinese have gone for a more direct 
route for increasing domestic demand through higher government expenditure. 

 

Fiscal Stimulus Packages in East Asian Countries 

Countries Total Fiscal 
Stimulus 

($bn) 

Fiscal 
Stimulus 
as a % of 

2009 
GDP 

Percent of 
stimulus in 

tax 
concessions 

Percent of 
stimulus in 

actual 
spending 

Other 

(% of 
fiscal 

stimulus) 

                                                 
42 Much of the increase in federal government expenditure announced by the Obama administration as 
part of its stimulus package will by neutralised by the reduction in government expenditure in the 
various States of the U.S. due to decline in their tax revenues. This point has been made by Prabhat 
Patnaik in networkideas.org (2009).  
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China 586 12 5.0 95.0  

Indonesia 6.3 1.3 79 21  

South 
Korea 

53.1 6.8 51.2 48.8  

Malaysia 18.5 9.3 4.5 41 54.5 

Philippines 3.6 1.8 23.5 76.5  

Thailand 3.6 1.1 7.9 77.1 15.0 

Singapore 13.6 8.0 25.9 45.9 28.3 

Vietnam 1.0 1.0 33.1 65 1.9 
Source: Appendix table 13, East Asia and Pacific Update, World Bank, April 2009 
 

 As a proportion of GDP, China’s stimulus package is the largest in the world.43 The 
main spending that the Chinese government has envisaged is towards building 
transports, rail, roads and airports. A part of the money will be spent on earthquake 
reconstruction and public housing. Another part of the money will be spent on 
building rural infrastructure, including electricity, water and roads.  

 
The strategy of domestic stimulus, while it seems to have paid-off in terms of GDP as 
China grew at a healthy 7.1% in the first half of 2009, is yet to fully show results in 
terms of reducing excessive reserves and investments in dollar denominated 
securities. After remaining more or less stagnant between Dec 2008 ($1.946 trillion) 
and Mar 2009 ($1.953 trillion), reserves shot up in the second quarter of 2009 and by 
the end of June 2009, stood at $ 2.13 trillion. China added an unprecedented $178 bn 
to its forex reserves in the second quarter of 2009. Reportedly, China’s trade surplus 
and FDI in second quarter of 2009 were $34.8 bn and $21.2 bn respectively44. This 
means that bulk of reserve accumulation in the second quarter of 2009 has been on 
account of speculative inflows. This is likely, since credit and money supply in China 
have been growing at a scorching pace and have contributed to massive increase in 
both stock and real estate prices. According to reports, Shanghai composite index has 
risen by almost 75% this year. Increase in stock prices has attracted huge inflows of 
speculative capital and contributed to reserve accumulation. Thus, the domestic 
stimulus has failed to arrest China’s growth of reserves and associated pattern of 
investment in US financial securities. Fall in trade surplus and FDI has been 
neutralised by the inflows of speculative finance. To the extent that buildup of these 
reserves poses a risk to growth in China and indeed the whole of East and South East 
Asia, more needs to be done than shifting from exports to domestic sources of 
demand. In particular, some curbs on hot money flows need to be considered. 
 
Concluding Remarks 
 

                                                 
43 Ortiz (2009)  
44 bloomberg.com, (2009)  
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This study has highlighted the growing integration of China with the rest of East Asia. 
Southeast Asia’s pattern of trade with China observed over the period 1998-2007, 
suggests that China’s export growth has led to increase in China’s imports from 
developing Southeast Asian countries. Therefore, indeed China’s emergence has 
boosted intra-regional trade by offering bigger market for these developing Asian 
countries.  
While China’s emergence has fostered regional economic cooperation among the 
ASEAN countries through production sharing which has been the main driving force 
for the rapid expansion of intra-regional trade, its trade with South Asian countries are 
far less than Southeast Asia. Foreign Direct Investment has played an extremely 
important role in this process as multinationals from developed East Asian countries 
have relocated a part of their production process to China even as they continue to 
source inputs from home countries and other parts of Asia. Although total trade has 
gone up substantially between the two, the share of South Asia in China’s total trade 
is very less. However, the fast increasing share of China in South Asia’s imports 
indicates China’s growing importance as a source of imports for South Asian 
countries.  

Thus this study has brought to the fore that China has much deeper integration with 
Southeast Asian economies rather than South Asia. From China’s perspective, it is the 
Southeast Asian countries like Singapore, Malaysia, Thailand or Philippines that 
emerge as more important trade partners of China than Bangladesh, Sri Lanka or 
Pakistan.45 Therefore the fact that China is playing the role of a hub for exports from 
Asia to the rest of the world and subsequently from the rest of the world to Asia is apt 
in the case of Southeast Asia.  

Meanwhile, growing FDI and exports have resulted in enormous accumulation of 
dollar reserves with China. Risk posed by ever increasing reserves of dollars has 
highlighted the limitation of export led growth in the region. With the onset of 
recession in the US, China has expanded its domestic expenditure but without much 
success in reducing its forex reserves due to surge in hot money flows. With growing 
reserves, China has expanded its reach abroad through outward FDI but these 
investments form only a small proportion of total FDI inflow in recipient countries. 
Also, contrary to common perception, primary commodity production forms only a 
small proportion of outward FDI from China. Chinese aid has also increased in recent 
years. Chinese aid is disbursed not just in the form of grants and concessional loans 
but also in the form of government sponsored investments in developing countries. 
Substantial part of this aid serves to fulfil China’s requirement of primary 
commodities without resulting in Chinese ownership of foreign assets. Moreover, 
since Chinese often provide money without conditions, there is also a demand side 
pull for Chinese aid. This important fact has to be kept in mind while evaluating the 
growing role of China in developing countries. 
 
 
 
 

                                                 
45 India, of course, as we have seen, has registered a significant growth in its trade. 
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Annexure 
Table 1: Top 15 cross-border M&As by Chinese companies 

Date  Acquirer name  
Target 
company name  Target industry  

Target 
country  

% of 
shares 
acquire
d  

Value of 
transactio
n (million 
$) 

25-Oct-
07  

Industrial and 
Commercial 
Bank of China  

Standard Bank 
of South Africa 
Ltd.  Bank  

South 
Africa  20  5,460 

19-Dec-
07  

China 
Investment 
Corporation  

Morgan 
Stanley  Investment bank  USA  

nearly 
10  5,000  

12-Dec-
07  

State Grid 
Corporation of 
China and two 
Philippines 
companies  

The operation 
rights of 
electricity grid 
systems  Public utility  Philippines  40  3,950  

15-Jan-
07  

China National 
Petroleum  South Pars  

Coal, oil and 
natural gas  Iran  100  3,600 

21-May-
07  

China 
Investment 
Corporation  

Blackstone 
Group  

Special assets 
management and 
financial consulting USA  

nearly 
10  3,000  

23-Jul-07  

China 
Development 
Bank  Barclays Bank  Bank  U.K.  3.1  3,000  

30-Nov-
07  

Ping An 
Insurance 
(Group) 
Company Of 
China  

Fortis SA/NV 
and Fortis N.V. 

Financial service 
provider  Belgium  4.18  1,657 

1-Aug-07  

Aluminium 
Corporation of 
China  

Peru Copper 
Inc.  Metals & mining  Canada  91  860  

6-Dec-07  

Jiangxi Copper 
Corporation 
and China 
Minmetals 
Non-ferrous 
Metals Co. Ltd  

Northern Peru 
Copper Inc.  Metals & mining  Canada  100  497 

28-Apr-
07  

China Mobile 
Communicatio
ns Corporation  

Paktel Ltd. Of 
Pakistan  

Telecommunicatio
ns  Pakistan  100  460  

20-May-
07  

China Special 
Steel 
Corporation  

Nanyang 
Mining 
Resources Co. 
Ltd  Metals & mining  Indonesia  100  364  

2-Feb-07  

Sinochem 
Corporation(Ca
yman)  

New 
XCL_China,L
LC  Metals & mining  USA  100  228  

8-Nov-07  

China Youngor 
Corporation 
LTD  

Smart Apparel 
Group Limited 
and XinMa 
Apparel 
International 
Limited  Apparel  

Hong 
Kong 
China  100  120  

7-Oct-07  
China 
Minsheng 

UCBH 
Holdings Inc  Bank  USA  9.9  95  



China’s Relations with Developing Asia 

 78

Banking Corp. 
LTD  

28-Jun-
07  

China 
International 
Marine 
Containers 
(Group) Ltd  

Burg Industries 
B.V.  

Transportation 
vehicle  

Netherland
s  80  74 

Source: http://vcc.columbia.edu/Projects/documents/RankingofChineseMultinationals-Final.pdf 
 
 
 
Table 2: China’s cross-border greenfield transactions, announced, 2006-March 
2008  
 

Date  Company name  Destination 
country  Sector  Value ($ 

millions) 
Dec-
07  CITIC  Australia  Metals  4,600 

Jan-
07  

China National 
Petroleum (CNPC)  Iran  Coal, oil and 

natural gas  3,600 

Jun-
07  COSCO  Philippines  Transportation  3,000 

Jan-
08  

China National 
Petroleum (CNPC)  Turkmenistan  Coal, oil and 

natural gas  2,200 

Feb-
08  Xinxing Group  India  Metals  2,200 

Sep-
06  Huawei Technologies Ethiopia  Communications  1,500 

Jun-
06  SVA  Bulgaria  Consumer 

electronics  1,300 

Nov-
06  

Shanghai Baosteel 
Group  Philippines  Metals  1,000 

Aug-
06  

Yantai Shuchi 
Vehicle  Thailand  Automotive OEM  1,000 

Apr- 
06 Jinchuan  Philippines  Metals  1,000 

Source: http://vcc.columbia.edu/Projects/documents/RankingofChineseMultinationals-Final.pdf 
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III 

India and Developing Asia: Nature, Pattern and Extent of 
Integration 
 

Introduction 

Though China and India are often referred to simultaneously in different contexts and 
clubbed together as emerging economic powers, there are lot of differences in terms 
of their global economic significance as well as their impact on particular regions of 
the world. Besides the fact that China is a much larger economy, with much larger 
share of global exports and imports, these two countries are poles apart—whether 
seen in terms of foreign reserves holding, investment in Africa or even in the US 
Treasury Bills. Other than these differences in the magnitudes, the nature and pattern 
of foreign trade and foreign investment in these two countries are also very different 
from one another. Nonetheless, the rising presence of India in the global economy, 
driven by high growth of the economy in recent years has caught the world’s 
attention. This, coupled with the fact of decline witnessed in the Northern countries, 
has triggered the notion of India also (along with China) becoming one of the drivers 
of global growth.  

India’s high growth coming in the context of its intensified global integration is 
believed to have impacted the global economy significantly. One of the most 
significant impacts of the high growth of the Indian economy is that of increasing 
integration with the developing world in general and developing Asia in particular. 
The growing integration with developing Asia has, in large part, been driven by the 
growing importance of China as a trade partner. At the same time, closer economic 
ties with the most dynamic segment of the region-South East Asia- too has increased 
and grown rapidly in the last few years.  

To this effect, a spate of trade agreements, regional and bilateral, has been initiated 
(and some implemented partially), to help further the growing economic relations 
with this region. In addition, trade agreements between India and several South Asian 
economies too have been on the rise. The limited success of the regional trade 
agreement – South Asian Preferential Trade Agreement (SAPTA) – in increasing 
intra-regional trade, provided the impetus for forging bilateral trade agreements 
between certain South Asian countries and India.  

Other than the increase in trade relations, increase in flow of capital too has played a 
role in raising the level of interaction between India and developing Asia. The large 
inflow of capital into India, especially in the last couple of years, has led to a rapid 
accumulation of foreign reserves. That in turn has resulted in an increase in outflow of 
foreign direct investment from India. And a part of the increased outflow has been 
directed at developing Asia, helping build closer ties through channels other than 
trade.  

 

In this chapter, we attempt to understand the extent, pattern and the nature of 
integration between India and Asian developing countries in the period since the East 
Asian crisis. In this context it should be noted that since India is largely dependent on 
imports for meeting its petroleum and petroleum products demand, West Asia or 
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countries of this region like Saudi Arabia, United Arab Emirates have been important 
trade partners of India for long. Understandably then the high growth of the economy 
in recent years and the resultant increase in petroleum imports has resulted in 
increased integration with this sub-region of Asia. As a result, integration with this 
part of the Asian region could have happened independently of any other 
developments in the world economy. In other words, the Asian crisis and the related 
uncertainties with respect to the future of the international trading system which acted 
as one of the driving forces behind the perceived need to augment regional integration 
need not necessarily have been important factor in integration with West Asian sub-
region. However, since the effort of the study is to understand the extent and nature of 
India’s integration with Asian developing countries in the aftermath of the East-Asian 
crisis, we focus on those segments of developing Asia, where trade in commodities 
other than oil could have brought about a rebalance in India’s relationship with this 
part of the world. Given that the Asian region comprises of segments that are very 
different from each other, we examine the nature of the integration with the different 
sub-regions, namely South East Asia and South Asia, separately. With regard to 
greater integration with developing Asia, the idea is to understand whether increasing 
integration of various Asian developing countries with India has had significant 
impact on these countries’ trade and investment. In this context it needs to be 
mentioned that given that trade/export of services explains a large part of India’s 
export success during this period, the extent of integration derived on the basis of 
merchandise trade alone is likely to be somewhat different from that if services export 
is taken into account as well. However, owing to paucity of data on bilateral trade in 
services, merchandise trade forms the basis of the analysis of trade relations. 

 
The chapter is divided into four sections. In the first section, we present an overview 
of India’s growing integration with developing Asia, on the basis of changing pattern 
and composition of India’s trade. This is then followed by an examination of India’s 
major trading partners in the world at large and from within developing Asia. In the 
second section we examine the nature, pattern and the trend of FDI inflow into India, 
the reasons behind it and its implication for the Indian economy. A brief overview of 
the trend in India’s outward FDI, with special focus on understanding the extent of 
integration with various Asian developing countries through investment forms the 
next subject of discussion. The third section is devoted to understanding how far 
India’s emergence has impacted different sub-regions and countries of developing 
Asia. Subsequently, a detailed analysis of the nature of integration with India of 
countries for which India has become an important trading partner is carried out for 
understanding if there is any uniformity in these countries’ pattern of integration with 
India. Finally, following a short discussion on the impact of the current global crisis, 
the chapter ends by some concluding remarks.  

The empirical analysis in the chapter is based mainly on secondary data sources. IMF 
Direction of Trade Statistics and trade data from Ministry of Commerce and Industry, 
Government of India has been used for analyzing overall export and import flows. For 
analyzing the composition of trade, United Nations’ Commodity trade (Comtrade) 
database based on the 1992 Harmonised System (HS) classification has been used. HS 
1992 classification was used for obtaining a longer time series than the HS 2002 
series that begins only in 2002. However, even then lack of availability of data for the 
whole period of reference (1998-2007) for many of the countries was a major problem 
faced while doing the analysis. Other than countries like Vietnam, this is true even for 
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Sri Lanka for which detailed analysis have been carried as data is not available for 
some years. Therefore in the case of Sri Lanka hence the period of reference is upto 
2005 and not 2007. Similarly for Bangladesh, data is not available for all the periods.  
 
For data related to investment flows various government of India sources like the 
Reserve Bank of India, Ministry of Finance has been used for data on Indian 
investment flows. Data provided by Central Bank of other countries (wherever 
available) have been used for other Asian countries. In the case of Sri Lanka and 
Bangladesh, these data have been obtained mainly from the countries Board of 
Investment (BOI). A detail list of data sources is given at the end of the chapter.  
 
The major trade partners of India have been identified by taking the top most countries 
which together accounted for nearly 85 per cent of India’s exports/imports. Similarly, the 
composition of India’s imports and exports has been arrived at by taking the top 
commodities that accounted for minimum of 70 to 75 per cent of all commodities traded. 
For the detailed country-level study, commodity composition of trade has also been 
analysed taking into account data available at 4-digit level. Similar method has been 
followed in the section analysing investment.  

 
India’s Integration with Developing Asia 

The exceptionally high growth of the Indian economy, sustained over a number of 
years in the recent past, has seen India increase its share in global output. The high 
growth that has been accompanied by an acceleration of its foreign trade, especially 
exports, has also helped increase India’s trade volume and its share in world trade.  

What is more, India’s journey of increased integration with the global economy has been 
accompanied by significant changes in the pattern of its trade. The most striking aspect of 
this change is related to India’s increased integration with Asian developing countries. This 
is evident from the fact that the share of developing Asian countries in India’s exports and 
imports have gone up significantly during the period. At the same time, the dominance of 
the developed countries in India’s trade has also reduced somewhat.  

Comparison of the broad trends of the shares of the two set of countries in India’s trade, 
shows that the gap between them has come down more markedly in India’s imports than 
what is apparent in the case of its exports. Thus, while the developed countries, despite a 
decline in their share over time, continue to remain more important as destinations of 
India’s exports, the Asian developing countries have been catching up with the industrial 
countries as sources of India’s imports (Chart 1 and 2).  

Chart 1: Share of Industrial and Asian Developing Countries in India's Exports 
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Source: Calculated from IMF DOTS, 2006 
 
 
Chart 2: Share of Industrial and Asian Developing Countries in India's Imports 
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Source: Calculated from IMF DOTS, 2006 
The question then is what explains this change in India’s pattern of trade? One obvious 
explanation is to be found in the changes in the composition of India’s trade. As is known, 
pattern of trade is intricately linked with the compostion of trade, with the latter, to a large 
extent, determining the sources of imports and destinations of exports.  

Therefore, in order to understand the reasons behind the changes witnessed in India’s 
pattern of trade, it is necessary to examine the changes in India’s compostion of trade.  

 

Commodity composition of India’s trade and important trading partners 

As mentioned above, the changing pattern of trade of a country is intricately linked with the 
commodity composition of its exports and imports. This is particularly true in case of 
India’s imports in the post-liberalisation era. For, this is when developing Asia’s role as 
source of imports, for servicing India’s manufactured import requirements, has been 
increasing rapidly.  

We therefore, begin by looking at the composition of India’s imports and exports. The next 
sub-section discusses the changing role of individual countries as India’s trading partner. 
Since the focus of the study is to understand India’s integration with developing Asian 
countries, the second part of this section is devoted to analysing the pattern of integration 
with developing Asian countries.  

Examination of the commodity composition of India’s imports reveals it has undergone 
some change, especially since 2003/2004. India’s top-6 imports from the rest of the world, 
for the period taken as a whole, primarily consisted of petroleum products (HS 27), pearls, 
precious stones, metals, coins etc (HS 71) (referred to as gems and jewellery hereafter), 
non-electrical machinery (HS 84)1, electrical and electronic equipments (HS 85), organic 
chemicals (HS 29) and iron and steel (HS 72). These together constituted more than 70 per 
cent of total India’s imports from the world in the period.  

When seen in terms of two sub-periods, 1998-03 and 2004-07, even though the first two 
commodity groups constituted almost 50 per cent of India’s total imports in both the sub-
periods, the share of gems and jewellery has gone down somewhat. In comparison, the 
                                                 
1 Nuclear reactors, boilers, machinery, etc in UN Comtrade statistics.  
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share of petroleum and related products (HS 27) has been going up, rising from 29.4% to 
33% between the two sub-periods (Chart 3). The relative decline in the imports of gems 
and jewellery explains the decline in the share of advanced countries like Belgium and 
Switzerland, in India’s imports.  

Chart 3: Commodity Composition of India’s Imports: 1998-2003 and 2004-2007 
(at 2-digit level) 

 

Source: UN Commodity Trade Statistics  
The rise in the share of the commodity groups: non-electrical machinery (HS 84), electrical 
and electronic equipments (HS 85), in India’s imports, between the two sub-periods, has 
been accompanied by significant changes in the sources of these commodities. In the 
commodity group; electrical and electronic equipments, beginning from 2003, China, 
followed by Korea, have become the two most important sources of imports, thus 
overtaking USA and Germany as the two most important sources previously. Similarly in 
the case of non-electrical machinery, till 2003, Singapore was the only important Asian 
import partner, since then China has become the single largest source of electrical 
machinery, with Singapore, Korea, Malaysia, following closely behind, even though the 
developed countries remain among the top-5 import partners.  

The other major discernible change in the commodity composition of India’s imports in 
these two-sub-periods has been the rise in the share of iron and steel group of products (HS 
72). As noticed in case of electrical & electronic equipments, here too China and Korea 
have become the top- two import partners, whereas in the period till 2003 Japan, United 
Kingdom, Russian Federation were the major import partners. 

On the whole, the changing pattern of India’s imports reveal that in tune with the changes 
in the composition of India’s imports, the role of Asian developing countries too have 
changed, with countries from the region, either substituting, in part, the traditional suppliers 
or emerging as new and additional suppliers of India’s import requirements.  

Coming to exports, the data at aggregate level shows that India’s export basket consists of a 
wide variety of commodities like pharmaceutical products, cereals, fish crustaceans, cotton, 
transport equipments, other non-electrical machinery, electrical & electronic equipments, 
chemicals etc. The trend of the composition of the export basket show that along with 
increased diversification of its export basket, the traditional export items like gems and 
jewellery and articles of apparel/accessories (not knit or crochet) (HS 62) have witnessed 
some decline in their shares.  

The change in the composition of trade is most evident in the increasing importance of 
petroleum product exports (HS 27), especially since the year 2004.  
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In the same year, while iron and steel products (HS 72) became important export items, the 
share of the commodity group ores, slag and ash (HS 26) too rose significantly. In fact the 
rise in the share of these commodity groups can be explained, to a large extent, by the 
increasing exports to China during this period.2  

Splitting the period from 1998-2007 into two sub-periods, 1998-2003 and 2004-2007, it 
becomes evident that the share and hence the relative importance of labour-intensive 
products like cotton textiles and apparel has been waning and been substituted by capital-
intensive commodities like petroleum, organic chemicals and iron and steel in the second 
sub-period (Chart 4). 

Chart 4: Commodity Composition of India’s Exports: 1998-2003 and 2004-2007 
(at 2-digit level) 

 

Source: UN Commodity Trade Statistics 
 

In the case of chemicals and iron & steel products, while the market in the North have 
remained the major markets, countries like Indonesia, Korea, Sri Lanka, Thailand, Pakistan 
too have become increasingly important destination of these products.  

The compositional change in India’s export basket notwithstanding, the continuing 
importance of gems and jewellery has meant that USA, Belgium, United Kingdom, Japan 

                                                 
2 For details (upto the year 2005) see  Bhat, T.P. et al (2008), “India and China; Trade 
Complementarities and Competitiveness”, Institute for Studies in Industrial Development, Bookwell, 
New Delhi, India, pp. 70-73. 
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(other than UAE and Hong Kong) have remained major destinations of India’s exports. At 
the same time, in many other commodities exported or imported by India, there are 
significant signs of increasing importance of developing Asian countries, including of 
course that of China and Singapore.  

Top Export Partners 

A disaggregated level analysis of the principal export partners of India shows that in 1998-
99, of the top-10 exports partners, seven were from the developed countries. These seven 
advanced countries together accounted for nearly 45 per cent of India’s exports in 1998-99. 
By 2006-07 however, there has been significant drop in the shares of the industrial 
countries in India’s total exports (Chart 5). At the same time and especially since 2003 
Asian countries like China and more recently Singapore have become the major 
destinations of Indian exports, overtaking Japan and Germany.  

Chart 5: India's Top Export Destinations (share): 1998-99 vs. 2006-07 

 
Source: Calculated from Ministry of Commerce and Industry, GOI, various issues  
 

As mentioned earlier, while the advanced countries like the USA and the UK remain 
important destinations of Indian exports, the importance of Asian countries has gone up 
manifold. In fact, assessment of the country-level data for Asian countries reveals that 
India’s exports to China in the period from 1998 to 2006 registered the highest growth rate 
at 44.5 per cent,3 thereby rendering China as the third largest export destination, following 
USA and UAE, for India. In 2006-07, China accounted for nearly 7 per cent of India’s total 
exports, registering a rise of six times from the level (1.3 per cent share) in 1998-99.  

Top Imports Partners:  

The dynamics of the country-wise source of India’s import makes for an even more 
interesting case of the changing pattern of India’s trade with various countries of the 
developed and the developing world.  

For one, China’s dramatic rise in the world economy has resulted in the country becoming 
the most important source of India’s imports, especially since 2004, thereby displacing 
USA as the most important source of India’s imports.  
                                                 
3 3 India’s export to French Polynesia registered the highest growth of 45.2%, but high growth is 
mainly on account of low base factor. Despite the high growth rate, French Polynesia continues to 
remain a relatively small market for India’s export. 
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Further, as against in 1998-199 when the top-5 imports partners were from the developed 
world, in 2006-07, other than the USA, developing Asian countries like China, United Arab 
Emirates, Saudi Arabia and Iran were the most important sources of imports. Other than the 
West Asian developing countries which are important mainly as sources of petroleum and 
petroleum products for India, China and Singapore formed the other major Asian sources of 
India’s imports (Chart 6).  

 
Chart 6: India's Top Import Sources (share): 1998-99 vs. 2006-07 

 
Source: Calculated from Ministry of Commerce and Industry, GOI, various issues  
 

The trend for the period from 1998 to 2006, matches the picture that emerges on 
comparison of these two years. As chart 7 shows, with the rise of China in India’s 
imports, there has been significant re-distribution in the shares of some advanced 
countries, especially since 2004. Thus while the developed countries like Switzerland, 
Belgium and United Kingdom, figured among the top-5 import sources even till 2004, 
their share in India’s imports has fallen significantly thereafter. 

Chart 7: India's Top- 5 Import Sources (share): 1998 to 2006  

 
Note: The entity categorised in IMF data as ‘countries/areas not specified’ has been deliberately left out 
when calculating the share of major import partners. 
Source: Calculated from IMF DOTS, 2006  
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While the decline in shares doesn’t necessarily point to decline in the absolute value 
of trade, (as has happened in case of majority of developed countries), what it shows 
is that the Asian developing countries have become increasingly important as sources 
of India’s imports.  

India’s Trade with Developing Asia   

As mentioned earlier, in the last few years, China has become the largest market for India’s 
exports, with Singapore following closely behind. While Hong Kong’s share in India’s 
exports has gone down over the years, even in the recent past, Hong Kong together with 
China and Singapore formed three largest markets for India’s exports to Asia (Chart 8).  

Chart 8: Share of Asian Developing Countries in Exports of India 

 
Note: Central Asian countries have not been included as the region’s does not account for even 1 per 
cent of India’s exports   
Source: Calculated from IMF DOTS, 2006 
 

Seen in terms of the different segments of developing Asia, the share of the South-
East Asian region in India’s merchandise exports have witnessed an overall increasing 
trend, except during the East Asian crisis period. As pointed out by Sen, R., M Asher 
and R S Rajan, (2004) merchandise export values between ASEAN and India have 
surpassed the pre-crisis peak. The rising trend of merchandise exports from India to 
the ASEAN grouping has been accompanied by a shift in the share of individual 
countries in India’s total exports. With the exception of Malaysia, Thailand and the 
Philippines, the share of all other ASEAN member countries in India’s exports rose 
during the period 1998-06 period.  
 

The South Asian sub-region, on the other hand, seems to have contributed relatively less as 
destination for India’s exports than the South-East Asian region, especially in the period 
2003-06.  

However, viewed in terms of the contribution of individual countries as market for India’s 
exports, the South-East Asian economies (with the exception of Singapore) provided 
relatively smaller markets as compared to South Asian countries like Bangladesh and Sri 
Lanka. That in turn implies that while the South-East Asian region as a whole has become 



India and Developing Asia 

 90

relatively more important destination of Indian exports, certain countries in South Asia 
have been equally, if not more, important export partners for India.    
 
The scenario regarding India’s imports from developing Asia, on the other hand, 
shows a very different trend. Other than the fact that almost all countries of the South-
East Asian region accounted for much larger share in India’s imports than the South 
Asian economies in the initial sub-period, most of them have also consolidated their 
position further in the later period. In stark contrast to this, the South Asian sub-region 
as well as the individual countries within that, with the exception of Sri Lanka and 
Bhutan, have witnessed significant decline in their share in India’s imports (Chart 9).  
 
To put it differently, what this shows is that regardless of the increasing importance of 
developing Asia as source of India’s imports, the position of South Asian economies 
in this respect, have not strengthened.  
 
Chart 9: Share of Individual Asian Countries in India's Total Imports 

 
Note: Central Asian countries have not been included as the region’s does not account for even 1 per 
cent of India’s imports   
Source: Calculated from IMF DOTS, 2006  
 

This is further exemplified by the fact that from accounting for barely 5 per cent of 
India’s imports from developing Asia in the period 1998-02, their share has gone 
down further in the later period.  
 
The implication of the changing pattern of India’s imports from Asian developing 
countries, discussed above, is extremely significant. It clearly points to the fact that the 
increasing import demand from India, in the post-liberalisation era, has resulted in greater 
leaning towards South-East Asian countries. As a result, even when absolute value of 
imports from its immediate neighbours in the South Asian region, in particular Bangladesh, 
Pakistan, Sri Lanka and Afghanistan have grown manifold the increase has been less than 
what would have been otherwise.  

The trend of India’s export partners from developing Asia on the other hand, 
underscores the continuing importance of South Asian countries. However, given that 
India’s services export has been gaining importance in recent years, integration based 
on merchandise exports alone is likely to overvalue the extent of integration.  
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On the whole, comparing the two aspects of trade brings home the point that India’s 
rise and ensuing intensified integration with developing Asia, has had very different 
ramifications for the different sub-regions within developing Asia. We now turn to an 
assessment of the other aspect of integration, i.e. integration through capital flows. 
What follows is a look at the trend, nature and direction of capital flows into India and 
from India to examine this particular aspect of India’s integration with developing 
Asia. 
 
 
Foreign Investment in India 
Foreign Direct Investment Inflow in India  

With export trade in goods not being as significant a component of the Indian 
economy as it is in the case of China or other export oriented industrialisers in Asia, 
the relationship between trade and foreign investment was also less pronounced. This 
is not to say that foreign direct investment into India had not gained in importance in 
recent years. During the economic reform of the 1990s, the liberalization of 
regulations relating to the inflow and terms of operation of foreign direct investment 
(FDI) were central to the reform programme. There were two principal grounds on 
which the effort to attract FDI was justified. First, that it would supplement domestic 
savings, allowing the domestic investment rate to exceed the domestic savings rate. 
Second, that foreign investment in technologically advanced, greenfield projects 
would contribute to India’s export effort, since foreign investors were perceived to be 
seeking attractive locations to source products for markets worldwide. The resulting 
virtuous nexus between trade and investment, it was argued, would enhance net 
foreign exchange inflows into India and shore up India’s balance of payments. 
 
Successive governments, inspired by the Chinese experience, set themselves the target 
of taking the annual inflow of FDI to $10 billion. To this end, ceilings on foreign 
shareholding were liberalised and raised to as much as 100 per cent in many 
industries, approval was made automatic across a wide range of industries as a 
precursor to the proposed abolition of the suitably renamed Foreign Investment 
Promotion Board (FIPB), regulations with regard to dividend repatriation and 
payments in the form of royalties and technical fees were eased, and the government 
stretched itself in ways possible to prove that it was foreign-investor friendly.4  
 

Trends in FDI Inflow  

                                                 
4 Thus FDI up to 100 per cent is now permitted in all manufacturing activities, with some exceptions, 
and FDI up to 74 per cent for telecom services like Internet service providers with gateways, radio 
paging and end-to-end bandwidth and a number of initiatives in the NBFC sector. In 2001, policy 
initiatives on the FDI front included permitting FDI up to 100 per cent for development of integrated 
townships including housing, commercial premises, hotels, resorts, city and regional level urban 
infrastructure facilities in all metros. The Government also permitted FDI up to 100 per cent through 
the automatic route for mass rapid transport systems in all metros including associated commercial 
development of real estate, placed FDI up to 100 per cent on the automatic route in drugs and 
pharmaceuticals, and opened the defence industry up to 100 per cent for Indian private sector 
participation with permitted FDI limit of 26 per cent.  Refer “FDI inflow up 40 pc in first nine months”, 
Business Line, 25 December 2001. 
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These efforts notwithstanding, the 1990s’ record with respect to foreign investment 
was disappointing relative to expectations. Even in 2000-015, the inflow of foreign 
direct investment amounted to $2.3 billion (Table 1), which was well below the $10 
billion target.  
 
 Table 1:  Foreign Investment Inflows (US $ million) 

Item  A.  B.  Total (A+B) 
   Direct Investment   Portfolio Investment     
1990‐91  97 6 103
1991‐92  129 4 133
1992‐93  315 244 559
1993‐94  586 3567 4153
1994‐95  1314 3824 5138
1995‐96  2,144 2,748 4,892
1996‐97  2,821 3,312 6,133
1997‐98  3,557 1,828 5,385
1998‐99  2,462 ‐61 2,401
1999‐00  2,155 3,026 5,181
2000‐01  4,029 2,760 6,789
2001‐02  6,130 2,021 8,151
2002‐03  5,035 979 6,014
2003‐04  4,322 11,377 15,699
2004‐05  6,051 9,315 15,366
2005‐06  8,961 12,492 21,453
2006‐07  22,826 7,003 29,829
2007‐
08(P)*  34,362 29,395 63,757
Source: RBI bulletin, www.rbi.org 
P*: Provisional 
Notes: 1. Data on FDI have been revised since 2000-01 with expanded coverage to approach 
international best practices. 
2. These data, therefore, are not comparable with FDI data for previous years. 
3. Negative (-) sign indicates outflow. 
 
The government’s decisions in 2001 to liberalise regulations on foreign shareholding 
took the figure to levels above the 1997-98 peak with dramatic increases in recent 
years. The FDI inflows have kept up an increasing trend since 2003-04 and for the 
first time the $10 billion target was exceeded in 2006-07. So some degree of success 
in enhancing the quantum of FDI inflow cannot be denied. 
 
While in comparison to Chinese FDI inflow, Indian FDI inflow continue to remain 
much lower (even after RBI revised its FDI definition to keep up with the 
international standards6), increase in FDI inflows into India has resulted in an increase 

                                                 
5  
6 It now includes equity capital, reinvested earnings and other capital under FDI (earlier equity earnings 
was included). 
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in India’s share in the total FDI inflows received by developing nations and the world 
(Chart 10).  
 
Chart 10: FDI inflow as percentage share of inflow to developing nations and the 
world 
 

 
Source: Data compiled from Country Factsheet (World Investment Report, 2008), 
www.unctad.org 

 
Nature and Implication of FDI Inflows into India: 

This tremendous rise in India as a destination for FDI inflows have often been seen as 
a reflection of its growing strength in the world economy. This perception was the 
result of the developments around the middle of the first decade of this century when 
India, like other emerging markets, became the target of a surge in capital flows from 
the centres of international finance. And India has emerged as a leader among these 
markets. 
 

A closer examination of the sources of such inflow reveals interesting facts about the 
reasons behind the surge in FDI during this period. NRI investors, who were major 
direct contributors to the inflow of foreign investment during the first half of the 
1990s, were less conspicuous subsequently. This pointed to a decline in NRI interest 
or suggested that NRI funds were increasingly being routed through corporate bodies, 
which did not exploit concessions offered via the NRI window. Consequently there 
was a much greater share of investment routed through registration with the 
Secretariat of Industrial Approval (SIA), the FIPB and the RBI.  

And not all of this was investment in greenfield projects. After the ceiling on foreign 
shareholding was raised from the 40 per cent level required for national treatment 
under FERA, a number of companies already in operation in the country raised the 
foreign stake in their paid up capital through issue of new shares to the foreign 
investor. Many of those issues occurred at prices way below the prevailing market 
values of the shares concerned, implying that the foreign stake increased substantially 
based on a relatively small inflow of foreign capital. 

Thus during January-September 2001, the country witnessed a 40 per cent increase in 
actual inflows of foreign direct investment, which touched $3623.7 million as 
compared with $2584.9 in the corresponding period of the previous year. One reason 
for this sharp increase was the decision of a large number of international firms to buy 
back shares issued to domestic shareholders in their Indian subsidiaries, which is also 
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considered as FDI and requires FIPB approval. During this period around 30 foreign 
companies decided to raise their stake in their Indian subsidiaries to 100 per cent and 
to delist the companies from the stock market.7 The outlay for this purpose made by 
these companies was estimated at $2 billion, or 55 per cent of the total FDI inflow 
during this period. Since there would have been other companies that would have 
raised their stake without having bought out all shares held by those other than the 
foreign investor, the actual inflow on this count would amount to a substantial chunk 
of FDI inflows.  

Further, there have been a large number of cases of foreign firms acquiring wholly 
Indian ones, epitomised by the purchase of soft-drinks giant Parle Exports by Coca 
Cola.  

These in turn implied that the large inflow of FDI into India, was in part a reflection 
of changes in regulations, buyback of shares, mergers and acquisitions and therefore 
not so much of investment coming in for setting up greenfield projects.  

The fact that FDI inflows did not always reflect investments in greenfield projects, 
even in the post-reform era, has other implications as well. During the import 
substitution phase of Indian industrialisation and even later when FERA limited 
foreign shareholding to 40 per cent, both foreign firms and Indian companies were 
created with the domestic market as their primary targets. At that time, quantitative 
restrictions and high tariffs forced the foreign firms that could earlier service the 
Indian market with exports from the parent or third-country subsidiaries to jump tariff 
barriers and set up capacity within the domestic tariff area in defence of existing 
markets (Chandra 1991, Sen 1999). On the other hand, the large market ‘opened up’ 
to domestic entrepreneurs by protection (which was expanding as a result of state 
investment and expenditure) provided a major stimulus for the creation of new 
indigenous firms by Indian industrialists to cater to the local market. Such protection 
also ensured that profit margins on domestic sales exceeded that on exports, 
encouraging firms to focus on production for the home market.  
 
The inward-orientation of such firms was not merely because protection made the 
domestic market the target for these investors. Foreign firms, which either invested in 
domestic capacity or licensed their technologies to domestic firms, were not keen on 
encouraging competition from capacity created in India in international markets being 
serviced by the parent firm or its third-country subsidiaries. Firms in India were 
virtually straitjacketed into servicing the large Indian market. The net result was that 
even when the world market for manufactures was expanding quite rapidly in the 
1950s and 1960s, both foreign and domestic firms from India were conspicuous by 
their absence in international markets. 

Under these circumstances of the evolution of these firms, it could be expected that 
any increase in the equity stake of the foreign investors in existing joint ventures or 
purchase of a share of equity by them in domestic firms would not automatically 
change the orientation of the firm. That is, the aim of such FDI investors would be to 
benefit from the profits earned in the Indian market. Thus while inflows of FDI might 
increase, such inflows need not necessarily be accompanied by any substantial 
increase in exports.  

                                                 
7 Refer “Delisting plans push up FDI inflows 40%”, The Economic Times, December 25, 2001. 
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In fact, several studies confirm that FDI in India has little impact on the export of 
India as it has not entered the export-oriented industries. This then clearly shows that, 
unlike what is argued by the advocates of reform, FDI inflows into India hasn’t been 
driven by the need of large international firms to seek out the best locations for world 
market production and therefore FDI inflow hasn’t resulted in a virtuous nexus 
between foreign direct investment and exports.8   

Other than these peculiarities of the nature of FDI inflow into India, a substantial 
proportion of FDI, as pointed out in many studies9, has gone into services and 
infrastructure sectors. During the period of April 2000 to April 2009, for instance, the 
services sector received a cumulative inflow of US$ 19,829 million and was the 
largest recipient of the FDI inflows followed by software, infrastructure and real 
estate sector. A closer look at the sectoral composition of FDI inflows, especially for 
the recent period, shows that other than computers and services, real estate and 
construction activities have been attracting far greater proportion of investment than 
manufacturing sectors like automobiles, metallurgical or chemical industries (Table 
2). Further, FDI inflows into computer sector (including software) have been 
declining, despite buoyancy in export in that sector.  
 
Table 2: Sectors Attracting Highest FDI Equity Inflows 

Amount Rupees in crores (US$ in million) 

Ra
nk
s  

Sector  2006-07  
(April-March)  

2007-08  
(April-  
March)  

2008-09  
(April-March)  

2009-10  
(for April – 

2009)  

Cumulative  
Inflows  

(April ’00 to  
April ‘09)  

% age to total 
Inflows 

(In terms of 
rupees) 

1.  Services sector 
(financial & 
non- financial)  

21,047  
(4,664)  

26,589 (6,615) 28,411 
(6,116) 

3,280 
(655) 

87,387  
(19,829)  

23 % 

2.  Computer 
software & 
hardware  

11,786  
(2,614)  

5,623 
(1,410) 

7,329 
(1,677) 

329 
(66) 

39,825  
(9,020)  

10 % 

3.  Telecommunic
ations  
(radio paging, 
cellular mobile, 
basic telephone 
services)  

2,155  
(478)  

5,103 
(1,261) 

11,727 
(2,558) 

2,786 
(556) 

31,260  
(6,956)  

8 % 

4.  Housing & 
real estate  

2,121  
(467)  

8,749 
(2,179) 

12,621 
(2,801) 

1,805 
(360) 

25,588  
(5,873)  

7 % 

5.  Construction 
activities  
(including 
roads & 
highways)  

4,424  
(985)  

6,989 
(1,743) 

8,792 
(2,028) 

681 
(136) 

22,858  
(5,327)  

6 % 

6.  Automobile 
industry  

1,254  
(276)  

2,697 
(675) 

5,212 
(1,152) 

233 
(46) 

15,300  
(3,435)  

4 % 

7.  Power  713  
(157)  

3,875 
(967) 

4,382 
(985) 

186 
(37) 

14,197  
(3,227)  

4 % 

8.  Metallurgical 
industries  

7,866  
(173)  

4,686 
(1,177) 

4,157 
(961) 

46 
(9) 

11,551  
(2,732)  

3 % 

                                                 
8 Sharma, Kishor (2000), “Export Growth In India: Has FDI Played A Role?”, Center Discussion Paper 
No.816, Economic Growth Center, Yale University, July. Also see Bhat, T. P., A. Guha and M. Paul 
(2008), “India and China; Trade Complementarities and Competitiveness”, Institute for Studies in 
Industrial Development, Bookwell, India, p. 218.  
 
9 Bhat, T. P., A. Guha and M. Paul (2008), “India and China; Trade Complementarities and 
Competitiveness”, Institute for Studies in Industrial Development, Bookwell, India.  
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9.  Petroleum & 
natural gas  

401  
(89)  

5,729 
(1,427) 

1,931 
(412) 

860 
(172) 

11,037  
(2,565)  

3 % 

10.  Chemicals  
(other than 
fertilizers)  

930  
(205)  

920 
(229) 

3,427 
(749) 

99 
(20) 

9,666  
(2,152)  

3 % 

Source: http://dipp.nic.in/fdi_statistics/india_FDI_April2009.pdf 

Such a composition of FDI inflows has significant implications in terms of FDI’s 
contribution to exports and foreign exchange earnings. Since most infrastructural 
projects produce “non-tradable” services, or services that cannot be exported, such 
investment do not help in earning any foreign exchange. In fact, they can actually turn 
out to be a drain on foreign exchange when the time for servicing foreign exchange 
costs of these investments comes and thereby become adverse from a balance of 
payments point of view. 
 

Box: Balance of Payments Impact 

The inability of foreign investment of the kind that came in after 1991 to earn foreign 
exchange is of significance because there were clear signs of changes in the nature 
and operations of foreign firms in a more liberalised context. Since the relaxation of 
controls on FDI inflows under reform was accompanied by the liberalization of the 
rules governing the operation of foreign firms and by substantial trade liberalization, 
there were increases in the expenditure of foreign exchange by these firms on 
imported inputs as well as on account of royalties and technical fees and larger 
repatriation of profits as dividends encouraged by the more liberalised environment 
 
These were natural consequences of liberalization. Foreign firms sought to use trade 
liberalization and the liberalization of regulations with regard to use of international 
brand names, to cash in on the pent up demand among the more well-to-do for a range 
of product innovations available in the international market, access to which was 
restricted during the protectionist phase. Even if the market for this range of ‘new’ 
products was small, these items could be ‘manufactured’ and sold in the domestic 
market with relatively small investments at the penultimate stages of production, 
based on imported intermediates and components. Reduced restrictions on imports 
also encouraged the practice of ‘transfer pricing’ or imports from the parent or a third 
country subsidiary located in a tax-haven at inflated prices, so that profits could be 
‘transferred’ to firms in low tax locations. This obviously created incentives for 
further inflating the foreign exchange cost of domestic production. 
 
All of these factors, together with the tendency to extract larger payments in the form 
of more ‘open’ transfers such as royalties and technical fees, meant that the operations 
of foreign firms could result in a significant drain of foreign exchange. To the extent 
that these tendencies were associated with investments focused on exploiting the 
domestic market, where the market shares of domestic producers are either bought out 
or eroded by competition from internationally known brands, there would be little by 
way of enhanced foreign exchange earnings to neutralise their adverse balance of 
payments consequences. In such circumstances, the net balance of payments impact 
of FDI inflows can be negative. 
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The available evidence suggests that this is precisely what happened in India. RBI 
data on FDI companies10 indicates that such firms increasingly became sources of 
foreign exchange outflow. The dependence of these firms on the domestic market was 
obvious, since they recorded sharp increases in sales and fixed assets formation 
during the years of the post-liberalization boom in the domestic market. Periods of 
growth were accompanied by sharp increases in the import intensity of production by 
the FDICs. While the ratio of exports to sales stagnated, the ratio of imports to sales 
rose sharply. Clearly the immediate impact of reform was to encourage foreign firms 
to offer ‘newer’, import-intensive products to exploit the pent-up demand in the 
domestic market. Non-import expenditures too rose sharply, even though the smaller 
share of such expenditures in the total limited their impact on foreign exchange 
outflows. 
 
The net impact of these developments was a net outflow of foreign exchange from 
these enterprises. It would, of course, be argued by the advocates of reform that the 
drain of foreign exchange on account of the operations of these firms was more than 
matched by the additional inflow in the form of equity capital. This argument, 
however, confuses the immediate inflow on account of foreign investment and the 
long-term sustainability of inflows of the kind discussed. It is well known that foreign 
capital inflows into joint ventures in developing countries are in the nature of large 
one time flows for establishing or substantially expanding an enterprise accompanied 
by smaller ‘in effect’ inflows on account of retention of part of the profits due to the 
foreign partner, which are not paid out as dividends. Once established, much of the 
expansion of the firm occurs on the basis of borrowing from the domestic market, or 
issues of additional shares at a premium. Such issues are resorted to in the wake of the 
capitalisation of reserves through the issue of bonus shares to existing shareholders so 
that their stake in the company is not substantially diluted. So expansion results in an 
increase in the fixed assets, sales and profits of the company concerned, which in turn 
increases outflows on account of imports and non-import foreign exchange 
expenditures like royalties that are tied to sales volumes. 
 
Thus, unless exports increase significantly and bring in additional foreign exchange 
revenues, net inflows that are positive at the time when equity is flowing in soon turn 
negative, and within a short period cumulative inflows become negative. It is for this 
reason that the cumulative foreign exchange impact of foreign investments targeted at 
domestic markets inevitably tends to be negative. There is no reason to believe that 
given the nature of FDI flows into India during liberalization the story would be any 
different. 
 
                                                 
10 The Reserve Bank of India has periodically been publishing figures on the finances of Foreign 
Direct Investment Companies (FDICs), or companies in which a single non-resident investor has 10 per 
cent or more shares, for different sets of years in the 1990s. These firms are those, with the requisite 
foreign equity holding, included in the RBI’s studies of the finances of a larger sample of public and 
private limited companies. It must be mentioned that neither do these data sets amount to a 
comprehensive census of FDICs nor are they a consistent sample in the sense that the firms covered 
remain the same in all years. However, a varying sample of these firms, numbering between 241 and 
334 in individual years between 1990-91 and 1999-2000, shows that they are predominantly modern 
firms operating in the Engineering (100 to 139) and Chemicals (51 to 67) sectors. Their performance 
can therefore be treated as being broadly representative of firms with a significant foreign interest 
operating in the country. 
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Meanwhile the FDI inflows may not lead to the export growth in the country. The FDI 
in case of India does not appear to have statistically significant impact on export 
performance.11 The role of FDI in export promotion in developing countries like India 
can be dicey due to lack of infrastructural facilities and depends a lot on the nature of 
these investments. If the FDI aims at capturing domestic market (tariff-jumping type 
investment) rather than targeting export markets by taking advantage of comparative 
advantage of the country, the FDI will not result in export growth. Therefore the 
nature of the FDI depends on the policy regime followed in the country.12   
 
This conclusion has a larger implication. The ideology of liberalization is based on the 
presumption that one of the features of globalisation is the emergence of large 
volumes of footloose capital in search of appropriate locations for world market 
production. Since every developing country would have some comparative advantage, 
it is argued, the liberalization of trade and foreign investment rules would attract some 
of this capital, which would relocate the relevant capacities to the developing country 
concerned, to use it as a source for production for the world market. Investment flows 
would be accompanied by trade flows, including exports, making FDI either benign or 
virtuous from a balance of payments point of view.  
 
This argument regarding capital mobility is not theoretically obvious, since a range of 
factors can distort this picture of freely flowing capital that redresses production 
inequalities across the world. Nor has it been empirically valid for a wide range of 
developing countries, and the available evidence suggests that that has not been valid 
for India over the liberalization years either. 
 

Integration through Capital Flows with Asian Developing Countries 
 
While India’s increased integration with the world through capital flows hasn’t 
resulted in a strong FDI-export linkage, it would be interesting to see if increased 
capital flows have helped further integration with other regions/countries of 
developing Asia.  
 
Assessment of the country-wise sources of FDI into India for the period 2000 to 2009 
shows that the major chunk of foreign direct investment has come from tax haven 
countries like Mauritius, Singapore and Cyprus. Together they accounted for 56 per 
cent of cumulative FDI inflow into the country in this period. India’s Double Taxation 
Avoidance Agreement (DTAA) with Mauritius, Cyprus and the resultant tax 
concessions offered in these countries makes them popular among the investors. Other 
than these tax haven countries, it is the developed countries which account for another 
large share of total FDI inflow into India (Table 3).  
 
Table 3: Share of Top Investing Countries FDI Equity Inflows (Financial year-
wise): 

Amount Rupees in crores (US$ in million) 

                                                 
11 Sharma, Kishor (2000), “Export Growth In India: Has FDI Played A Role?”, Center Discussion 
Paper No.816, Economic Growth Center, Yale University, July.  
12 An outward oriented regime encourages export-oriented FDI and an inward-oriented policy regime 
attracts FDI to capture domestic (World Bank, 1993). 
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Ranks  Country  
2006-07  

(April-  
March)  

2007-08 
(April- 

March) 

2008-09 
(April- 

March) 

2009-10 
(for April 

2009) 

Cumulative  
Inflows  

(April ‘00 to  
April ‘09)  

%age to total 
Inflows 

(in terms of 
rupees) 

1.  Mauritius  28,759  
(6,363)  

44,483 
(11,096) 

50,794 
(11,208) 

7,317 
(1,462) 

168,485  
(38,305)  44 % 

2.  Singapore  2,662  
(578)  

12,319 
(3,073) 

15,727 
(3,454) 

615 
(123) 

34,467  
(7,934)  9 % 

3.  U.S.A.  3,861  
(856)  

4,377 
(1,089) 

8,002 
(1,802) 

344 
(69) 28,303 (6,404)  7 % 

4.  U.K.  8,389  
(1,878)  

4,690 
(1,176) 

3,840 
(864) 

97 
(19) 23,002 (5,246)  6 % 

5.  Netherlands  2,905  
(644)  

2,780 
(695) 

3,922 
(883) 

114 
(23) 

15,957  
(3,611)  4 % 

6.  Japan  382  
(85)  

3,336 
(815) 

1,889 
(405) 

816 
(163) 

12,041  
(2,694)  3 % 

7.  Cyprus  266  
(58)  

3,385 
(834) 

5,983 
(1,287) 

1,091 
(218) 

11,140  
(2,491)  3 % 

8.  Germany  540  
(120)  

2,075 
(514) 

2,750 
(629) 

92 
(18) 

9,580  
(2,191)  3 % 

9.  France  528  
(117)  

583 
(145) 

2,098 
(467) 

7 
(1) 

5,489  
(1,229)  1 % 

10.  U.A.E.  1,174  
(260)  

1,039 
(258) 

1,133 
(257) 

140 
(28) 

4,146  
(948)  1 % 

TOTAL FDI INFLOWS *  70,630  
(15,726)  

98,664 
(24,579) 

122,919 
(27,309) 

11,708 
(2,339) 

4,04,728 
(92,158)  - 

Note: (i) *Includes inflows under NRI Schemes of RBI, stock swapped and advances pending 
for issue of shares.  

(ii) %age worked out in rupees terms & FDI inflows received through FIPB/SIA+ 
RBI’s Automatic Route+ acquisition of existing shares only.  

 Source: http://dipp.nic.in/fdi_statistics/india_FDI_April2009.pdf 
 
Developing Asian countries, other than the relatively more developed countries like 
Singapore and to some extent Hong Kong and South Korea, on the other hand, 
account for only a minor proportion of FDI inflows into India. In fact, the shares of 
other developing Asian countries are very low, individually accounting for not even 
1% of the total investments in most cases (Table 4). This clearly points to the fact that 
India’s integration with developing Asia through the channel of capital inflows is still 
very limited.  
 
 Table 4: Top 15 Asian investors in India (April 2000 to April 2009) 

Worldwide 
Rank 

Country (In Rs) (In US$) %age to total FDI Inflows in Rupees 

2 Singapore 344,667.13 7,933.73 9.05 
10 UAE 41,461.16 948.29 1.09 
16 Korea (South) 20,484.89 466.61 0.54 
20 Hong Kong  16,818.45 386.48 0.44 
24 Malaysia 10,601.36 230.82 0.28 
30 Oman 2,630.55 61.76 0.07 
33 Thailand 1,930.67 44.86 0.05 
34 Indonesia 1,567.07 34.04 0.04 
37 Taiwan, China 1,278.67 28.65 0.03 
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38 Bahrain 1,093.45 25.06 0.03 
39 Israel 974.03 23.28 0.03 
46 Saudi Arabia 690.71 15.97 0.02 
50 Sri Lanka 549.48 12.54 0.01 
52 China 505.60 10.85 0.01 
Total FDI inflow in India 3,806,859.49 86,772.30 100.00 

Note: The total differs from that in Table 3, as components like ‘stock swapped’, ‘advance of inflows’ 
are not included here.  
Source: http://dipp.nic.in/fdi_statistics/india_FDI_April2009.pdf 
 
Indian Investments abroad 
While foreign direct investment did not result in either large net inflows of foreign 
exchange into India13 or significant integration with Asian developing countries, in 
recent times India has seen an increasing outflow of direct investment  
 
With the surge in FDI inflows from the centres of international finance since 2001, 
there has been a qualitative change in India’s relationship with the world system. Till 
the late 1990s, India relied on capital flows to cover a deficit in foreign exchange 
needed to finance its current transactions, because foreign exchange earned through 
exports or received as remittances fell short of payments for imports, interest and 
dividends. By the turn of the century, capital inflows were forcing India to export 
capital, not just because accumulated foreign exchange reserves need to be invested, 
but because it was seeking alternative ways of absorbing the excess capital that flows 
into the country.  
Evidence shows that rapid reserve accumulation has been accompanied by a tendency 
for Indian firms willing to exploit the opportunity offered by liberalized rules 
regarding capital outflows from the country to resort to cross-border investments 
using the “invasion currency” that India’s reserves provide (Chart 11).  
 

Chart 11: Outward FDI flow from India (US $ million) 

 
Source: UNCTAD, Country Factsheet (World Investment Report 2009) 

 
                                                 
13 India’s foreign exchange reserves have declined to US$ 252.0 billion by end March 2009 from US$ 
309.7 billion at end-March 2008. Refer to “Half Yearly Report on Foreign Exchange Reserves 2008-09 
(covering the period up to March 2009)”, www.rbi.org 
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Figures on India’s international investment position as of end-June 2007 indicate that 
total direct investment abroad by firms resident in India, which stood at $10.03 billion 
at the end of March 2005 and $12.96 billion at the end of March 2006, had risen 
sharply to $23.97 billion by the end of March 2007 and $29.39 billion at the end of 
2007. The acceleration in capital outflows in the form of direct investments from 
India to foreign countries has given rise to the perception of Indian firms becoming 
major investors not only in the developed countries but also in the developing regions, 
especially in developing Asia and Africa.  
 
However, as the table below shows, the major proportion of Indian outward FDI 
flows have been directed towards the developed countries. The surge in Indian 
outward FDI since 2000 has seen the developed countries being the major recipient of 
Indian FDI, with developing countries accounting for a little more than one-third in 
the period from 2000 to 2007, though the volume to the latter has risen as well (Table 
5).  
 
Table 5: Trend of Indian OFDI Flows, 2000-2007 

OFDI Value (US$ Million) 
No. of Outward Investing 
Firms No. of Host Countries 

Period 
Developi
ng 

Develop
ed Total 

Developi
ng 

Develop
ed 

Tot
al 

Developi
ng 

Develop
ed 

Tot
al 

2000–
07* 

8788 
(36) 

15652 
(64) 

24440 
(100) 1,012 1,327 

2,10
4 78 28 106 

Note: 1. * Data for 2001 is only from January to March, for 2002 it is from October to December and 
for 2007 data it is from January to March.   
2. Percentage share in parenthesis 
Source: Pradhan, JP (2008), “Indian Direct Investment in Developing Countries: Emerging Trends and 
Development Impacts”, June, Institute for Studies in Industrial Development, India. 
. 
 
Country-wise distribution of overseas investment by Indian companies shows that the 
developed countries like the United Kingdom, the USA, Netherlands and tax haven 
countries like Channel Island, Mauritius accounted for more than 50 per cent of 
cumulative outflow during the period 2002-2003 to 2006-2007. Developing countries 
constituted only a miniscule portion of India’s investment abroad. Significantly, the 
only two Asian developing countries that constitute more than one per cent share in 
India’s OFDI in this period are Singapore and Hong Kong (Table 6). 
 
Table 6: Country-wise Approvals of Indian Direct Investments in Joint Ventures 
and Wholly Owned Subsidiaries (Amount US$ million)   

Country 
2002-03  2003-04  2004-

05  
2005-
06  

2006-07  Total  Percentage 
share 
(%) 

Channel 
Island  

0.49 ---  3.61 37.49 5358.8 5400.4 22.01 

U.K  34.53 138.48 71.852 158.27 1869.5 2272.7 9.26 

Mauritius  133.4 175.6 149.4 332.7 1162.8 1953.8 7.96 
USA  185.27 207.14 251.42 270.26 830.28 1744.4 7.11 

Netherlands  15.92 30.18 30.65 284.62 1286.1 1647.5 6.71 
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Singapore  46.79 15.85 239.29 200.49 1085.6 1588 6.47 
Cyprus  ---  0.03 1.93 13.4 1344.2 1359.5 5.54 
Sudan  750 162.03 51.548 63.048 118.15 1144.8 4.67 
Russia  0.15 1.43 1076.2 1.168 12.031 1090.9 4.45 
British 
Virgin 
Island  

3.27 4.92 131.41 29.534 62.799 1008.5 4.11 

Australia  94.97 92.87 158.76 75.271 174.91 596.78 2.43 
UAE  12.6 32.07 41.851 141.02 284.45 511.99 2.09 

Brazil  5.17 4.95 17.21 420.12 26.638 474.09 1.93 
Canada  2.34 0.66 0.8 3.544 404.27 411.62 1.68 

Bermuda  28.95 142.46 221.26 2.6 ---  395.27 1.61 
Hong Kong  14.8 16.15 73.64 88.758 80.115 273.46 1.11 
Switzerland  1.05 0.75 2.452 73.307 134.421 211.98 0.86 
Belgium  0.3 9.19 1.06 69.382 97.799 182.88 0.75 

Total 1472.12 1450.39 
2803.7
63 

2858.8
48 15141.88 

24535.
18  

Source: http://finmin.nic.in/the_ministry/dept_eco_affairs/icsection/Annexure_6.htm. 

 

Indian FDI Outflow to Developing Nations 

Within the developing region, Asia and Africa are the two largest destinations of 
Indian OFDI- which perhaps also explains why India is considered to be a large 
investor in these regions. In fact for the developing Asian region, the presence of 
number of firms, much higher than in other regions of the developing world, could be 
another factor giving rise to such perceptions (Table 7).   
 
Table 7: Distribution of Indian OFDI flows into Developing Regions, 2000-2007 

FDI flows in $ million  Period 

Afric
a 

Latin America 
& Caribbean 

Asia & 
Oceani
a 

Southeast 
Europe & 
CIS 

Total 
Developing 
Region 

2000–2007 2968 
(33.8)

1132 (12.9) 3407 
(38.8) 

1281 (14.6) 8788 (100) 

Number of 
Outward Investing 
Firms 

          

2000–2007 245 43 794 32 1,012 

Source: Pradhan, June 200814 

                                                 
14 Pradhan, Jaya Prakash (2008), “Indian Direct Investment in Developing Countries: Emerging Trends 
and Development Impacts”, Working Paper Number 2008/08, June, Institute for Studies in Industrial 
Development, India. 
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Coming to the amount of Indian OFDI flow to developing Asian countries, it is clear 
that China, followed by Indonesia, Thailand, Sri Lanka and Vietnam are the 
prominent receivers. This in turn implies that, other than Sri Lanka, it is mainly the 
developing Southeast Asian countries which figure as the major recipients of Indian 
OFDI to this region. While the share of these countries in India’s total OFDI is still 
not very large, there has been a noticeable surge in investment from India into these 
countries in 2006-2007 (Table 8).   
 
Table 8: Indian overseas investment in some of the Asian countries (US$ million) 
S. 
No. 

Country 2002-
03  

2003-
04  

2004-05 2005-
06  

2006-07  Total  Percentage 
share in 
total 
outflow 

1 China  29.5 26.6 15.1 52.1 54.6 178.0 0.73 
2 Indonesia  0.1 19.3 80.8 7.9 31.3 139.5 0.57 

3 Thailand  7.7 7.3 3.4 3.3 93.4 115.4 0.47 
4 Sri Lanka  6.6 44.5 9.9 17.4 8.3 86.7 0.35 

5 Vietnam  0.06 0.04 0.05 ---  76.2 76.3 0.31 
7 Myanmar  ---  4.3 ---  ---  59.0 63.3 0.26 
8 Bangladesh  1.2 4.1 1.7 1.2 15.9 39.0 0.16 
9 Malaysia  0.8 1.4 4.8 4.4 14.5 26.0 0.11 

10 Nepal  5.7 5.3 3.8 0.8 4.1 19.7 0.08 

11 Cambodia  --  --  0.04 ---  14.4 14.4 0.06 

12 Philippines  0.01 0.8 3.3 4.5 1.1 9.7 0.04 

13 Pakistan  2.5 ---  ---  ---  --  2.5 0.01 
14 Maldives  ---  ---  ---  1.1 0.1 1.2 0.01 

Source: http://finmin.nic.in/the_ministry/dept_eco_affairs/icsection/Annexure_6.htm. 
 
The question that remains is whether FDI outflows from India, to the extent that they 
occur, are mainly directed at the primary sectors. This assumes importance in view of 
the fact that it is sometimes argued that through its investments in primary sectors, 
India (along with China) is replicating the neo-colonial pattern of specialization 
involving production of manufactured goods by these more powerful countries with 
the ‘peripheries’ producing mainly primary goods.  
 
Analysis of the sectoral composition of cumulative flow of India OFDI into Asia in 
this period, however does not seem to justify such a view. Other than the fact that 
such apprehensions seem misplaced simply because India is still a very small investor 
in developing Asian countries, it is the manufacturing sector which accounts for the 
largest share (more than half) of the total Indian OFDI to Asia. No doubt gas, 
petroleum and related products account for the major chunk of Indian OFDI going 
into the primary sectors of developing Asia, investment in industries like transport 
equipment, basic metal and fabricated metals of the manufacturing sector and services 
like software development seem to dominate overall investment outflow (Table 9).  
 



India and Developing Asia 

 104

Table 9: Sectoral Composition of Indian FDI Flows into Asia & Oceania, 2000–
2007 

Industry FDI flows in $ million Share 

Primary 319  9.4 

Agriculture & allied products 4  0.1 

Ores & Minerals 2  0.1 

Gas, Petroleum and related products 313  9.2 

Manufacturing 1848  54.2 

Food, beverages and tobacco 38  1.1 

Textiles and wearing apparel 52  1.5 

Gems and Jewellery 92  2.7 

Rubber and plastic products 38  1.1 

Basic  metals and fabricated metal product 338  9.9 

Machinery and equipment 51  1.5 

Electrical Machinery and equipment 159  4.7 

Transport equipment 439  12.9 

Computer, electronic, medical, precision 174  5.1 

Chemicals 251  7.4 

Pharmaceuticals 150  4.4 

Services 1239  36.4 

Construction and engineering services 164  4.8 

Film, entertainment and broadcasting 263  7.7 

Hospitality and Tourism 19  0.6 

Financial and Insurance Services 26  0.8 

Telecommunication Services 285  8.4 

Transportation services 45  1.3 

Software Development, Packages and ITES 411  12.1 

Others 2  0.1 

Total 3407  100.0 

Source: Pradhan, June 2008 

Summing up, it is clear that seen from India’s perspective, trade flows, rather than 
capital flows, have played a greater role in integration with developing Asia, as 
integration through the latter is still in its nascent phase. What is significant is that like 
in the case of trade flows, the increase in integration through investment, especially 
through India’s OFDI in the very recent past, has been greater with the developing 
South-East Asian region than the South Asian region. While this presents a picture of 
the extent of India’s integration with developing Asian countries, there is also a need 
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to understand the impact increasing integration with India has had on the various 
countries’ trade and investment. The next section, is therefore, devoted to evaluating 
the importance of Indian trade flows and overseas investments from the point of view 
of these countries.  
 
 
India’s Importance for Developing Asia 
 
As discussed above, there is a perceptible difference in the pattern of India’s 
integration with different regions of developing Asia. For India, integration with 
China, Korea along with South-East Asian countries seems to be the dominating 
aspect of its integration with developing Asia rather than with its immediate 
neighbours in South Asia. 
 

The obvious question that arises then is whether India too has come to occupy an important 
position for developing Asia in general and the South-East Asian countries in particular.  
What follows is a preliminary evaluation of the role that India plays in each country’s 
trade and investment of the South-east Asian and South Asian region. A detailed look 
at the structure of trade in countries where India is a dominant partner forms the next 
part of the analysis.  
 
Nature and pattern of South East Asia and India’s integration: 
 
With India’s rising presence in the world economy, South-East Asian countries’ trade 
with India too has been on the rise, especially in the recent past. This holds true not 
only for the higher-income economies of the region like Singapore, Malaysia but even 
for the relatively less developed countries within the region (Chart 12).  
 
Chart 12: South-East Asian Economies' Merchandise Trade with India (in US$ 
million) 
 

 
Note: Cambodia, Lao and Brunei Darussalam have not been included as these countries’ trade with 
India is not even to the tune of US $ 50 million India’s share in their respective trade is not even 0.5% 
in any of the years 
 Source: IMF DOTS, 2006 
 
Along with increasing integration through trade, these countries’ association at 
various levels with India too have been on the rise. Although in the period since 
India’s adoption of ‘Look East Policy’ in the early 1990s, economic engagement 
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between the South-East Asian economies and India has been steadily rising15, 
concerted efforts at strengthening trade relations started taking shape mainly in the 
present decade.  
 
Thailand, for instance, entered into a bilateral free trade agreement with India in 2004. 
Under this agreement, 84 items can be imported from Thailand from April 2004 at 50 
% of the normal rate of duty prevailing in India (Sen and Asher, 2005). India has also 
been an active participant in Thailand’s initiative, Asian Cooperation Dialogue 
(ACD), and has contributed US$ 1 billion to another initiative by Thailand on the 
Asian Bond Fund (ABF) (Sen and Asher (2004); Rajan, 2004).  
 
Singapore too has been engaged in negotiations to form a Comprehensive Economic 
Cooperation Agreement (CECA) with India. Sub-regional cooperation between India 
and some of the South-East Asian economies such as Vietnam, Thailand, Myanmar, 
and Laos has also accelerated (Sen and Asher, 2004; Mehta and Narayan, 2006). 
These include the Mekong-Ganga Cooperation (MGC) and the BIMSTEC 
(Bangladesh, India, Myanmar, Sri Lanka, Thailand Economic Cooperation). 
Negotiations on the BIMSTEC FTA, initiated to consolidate integration of South Asia 
with geographically close ASEAN members, has, however, not progressed much and 
is now reported to have reached a stalemate (Chakraborty, 2007). 16 
 
The bilateral and sub-regional efforts to strengthen economic relations between the 
South-East Asian economies and India have been complemented through an effort to 
intensify economic relations between India and ASEAN as an overall regional 
grouping. In this regard, a Framework Agreement on establishing a Free Trade Area 
(FTA) between ASEAN and India was initiated in 2003. The first phase of the 
agreement began with the formal signing of the Trade in Goods (TIG) agreement, for 
operationalising the FTA in merchandise trade in August 2009.  
 
The spate of trade agreements and other negotiations indicate that many countries of 
the region have begun to see India as an important future trading partner.  
 
This is significant given that India is yet to become a very important trade partner for 
any of the South-East Asian economies. There are of course many reasons why India 
has not been an important trade partner for the South-East Asian economies. Among 
the various reasons for low integration with India the most important are the 
differences in the level of integration with the world and the importance of intra-
industry trade in total trade of ASEAN member countries at one hand and India on the 
other.  
 

                                                 
15 For instance, India became a sectoral dialogue partner of ASEAN in 1992 and in 1996 it became a 
member of the ASEAN regional forum. Besides, individual countries like Indonesia, Malaysia, 
Singapore and Thailand have been increasing negotiations with India.  
 
16 Cited in Julien Chaisse, Debashis Chakraborty, Biswajit Nag (2008), “A Note on India’s Recent 
Involvement in Trade Blocs (2003–2009), Regionally Sharpening the Multilateral Agenda?”, NCCR, 
Swiss National Centre of Competence in Research,  Working Paper No 2008/20, November.   
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The differences in the level of internationalisation of ASEAN can be understood from 
the fact that trade as percentage of GDP is much higher for almost all the member 
countries of ASEAN (ADB, 2008).17  
 
Second, one of the important features of growing trade in these countries has been the 
increasing participation in fragmented-production network, which has boosted intra-
industry trade (IIT) particularly in machinery, electrical goods and electronic parts 
and components. Intra-industry trade in these countries is largely driven by trade in 
intermediate goods or more specifically parts and components. In fact, share of parts 
and components trade (PCT) in total manufacturing trade is highest in ASEAN 
countries, having risen from an average of 35% of manufacturing trade in 1996 to 
43% in 2006. In comparison, India’s PCT share in manufacturing trade has increased 
marginally over the same period (Chart 13).  
 
Chart 13: Share of parts and components trade in total manufacturing trade; 
ASEAN, India and World Trade, 1996 and 2006 
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Many also point out that India’s relatively high tariff structure, particularly in 
manufacturing and lack of dynamism in the manufacturing sector, coupled with 
inflow of FDI mainly in services sector and not so much in manufacturing sector are 
other reasons for India not being a part of a pan-Asian supply chain as the ASEAN 
countries are (Pal and Dasgupta, 2008).18  
 
Of late, of course there has been some alignment of India’s tariff levels with the 
ASEAN countries, especially since 2004 when India resorted to wide-ranging 
reduction in tariffs19. Customs procedures too have been simplified to further reduce 
cross-border transaction costs (Business Standard, 2004). However, despite the 
decline in tariff rates, even as late as 2006, India’s applied tariffs were still higher 
than most ASEAN countries (Chart 14). 
 
Chart 14: Applied Ad Valorem Tariff Rate of Some ASEAN Members and India 
(Simple Average Applied Tariff (2006) in %) 
 

                                                 
17 ADB (2008), “Emerging Asian Regionalism; A partnership for Shared Prosperity”, Philippines.   
18 See Pal, Parthapratim and M. Dasgupta (2008), “Does a Free Trade Agreements with ASEAN Make 
Sense?” Economic and Political Weekly, November 15.  
19 Ibid. 
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What is significant is that despite India having relatively higher tariffs, individual 
ASEAN members’ trade pattern show that for the last 9 years (1998 to 2006), not just 
the relatively more developed economies like Singapore and Malaysia but even 
Indonesia, Thailand and Myanmar had a trade surplus with India. Other economies of 
the region including Vietnam and Philippines had a trade deficit. However, given that 
the countries which had trade deficit with India have low level of integration with 
India, the overall balance of trade has been throughout in favour of ASEAN (Table 
10).  
 
Table 10: ASEAN Member Countries' Trade Deficit/Surplus with India (in million $) 
 1998 1999 2000 2001 2002 2003 2004 2005 2006 

Indonesia 430.0 648.5 626.5 567.7 664.2 1076.9 1068.1 1826.2 2319.7 

Myanmar 131.0 120.1 110.0 121.5 235.5 260.6 248.5 327.3 404.5 

Philippines -104.6 -94.1 -102.5 -177.1 -339.1 -202.3 -193.6 -258.2 -281.4 

Thailand 292.9 470.0 531.4 381.0 526.5 863.6 1030.6 1602.7 1978.5 

Vietnam -96.1 -120.9 -131.1 -182.6 -272.6 -424.9 -514.9 -501.0 -619.2 

Cambodia -1.3 -9.6 -9.1 -2.8 0.0 0.0 0.0 -16.5 -27.0 

Malaysia 1423.1 1508.3 1199.6 804.6 1117.8 1861.5 1714.0 2855.4 3795.4 

Singapore 1832.3 1774.0 1795.2 1625.2 1491.6 1648.0 1387.0 1817.5 2789.2 

Laos -1.07 -1.49 -5.5 -6.07 -2.06 -0.67 -2.22 -5.07 -6.27 

Source: IMF DOTS, 2006 
 
Further, the trade surplus has been growing over the years, especially for Indonesia 
and Thailand. If one considers trade in services, such as tourism, logistics and 
transportation services, ASEAN’s trade surplus with India is likely to be even larger.  
 
Clearly then, India’s role as an alternative/new market for these countries’ exports has 
been growing over time and is likely to increase even further in the future because of 
increased formal economic agreements.  
 
However, while the South-East Asian economies may be getting more involved with 
India, India’s share in these countries’ is not very high. In other words, the most 
dynamic segment of the Asian regional economy is increasingly integrating with 
India, but India has not yet made a big impact in terms of the segment’s overall trade, 
at least not with the major economies of the region (Chart 15). 
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Chart 15: India’s Share in Selected South-East Asian countries’ Total Trade: 
1998-2006 
 

 
Note: Cambodia, Lao and Brunei Darussalam have not been included as India’s share in their 
respective trade is not even 0.5% in any of the periods 
 Source: IMF DOTS, 2006 
 
A cursory examination of the composition of trade is carried out to understand if India 
plays an important role in any particular sectors of these economies’ trade, even when 
it is not a big player in over-all trade.  
 
ASEAN member countries are different from each other in terms of the resource-base 
of the country, the composition of items of export and import and the level of 
integration with the rest of the world.  
 
Indonesia and Vietnam, for instance, are resource-rich countries and resource-
intensive products form a sizeable portion of their exports to the world. Imports, of 
both Vietnam and Indonesia, on the other hand, are dominated by manufactures 
(capital goods and intermediate products). However, in the case of Thailand and the 
Philippines20, manufactured products form the major chunk of exports as well as 
imports. Understandably then, even in trade with India, the share of resource-based 
exports is likely to be higher in case of Indonesia and Vietnam, relative to that of 
Thailand and the Philippines.  
 
Composition of Trade 
 
Analysis of data at the aggregate level reveals that the composition of the export and 
import baskets of Indonesia, Thailand, the Philippines and Vietnam, in trade with 
India, is very different from one another.  
 
Exports 
The main items of exports to India of both Thailand and the Philippines comprise of 
technologically advanced commodities like electronic goods, non-electrical 
machinery, steel & iron products and transport equipments were the fastest growing 
sectors. These sectors constituted nearly 50 per cent of exports to India in the recent 
period. While India accounts for a minute share of the countries’ total exports of these 
products to the world, in certain sectors India’s role has been fairly significant. For 
instance, exports to India accounted for about 7 per cent of these countries’ exports of 
iron & steel products to the world.  
                                                 
20 The NIEs - Singapore and Malaysia- have been left out of the analysis as they, like Korea, are 
relatively developed economies in developing Asia.  
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India is also a major market for the Philippines’ (and Indonesia’s) export of select 
chemicals products and has even become the most important market in the recent 
years.  
 
In the case of Indonesia, in accordance with dominance of petroleum and petroleum 
products as well as palm oil in its overall exports, these two product categories 
formed the main items of exports to India as well. Significantly, growth in exports to 
India in the recent period, has been accompanied by a rise in the share of 
manufactures like non-electrical machinery items and iron & steel products in total 
export to India, with nearly threefold increase in the value of non-electrical machinery 
export in the period over 2004-2007. Thus while, India is important as a market for 
Indonesia’s exports of palm oil, as it constitutes the biggest market for Indonesia’s 
export of this commodity, overtime it has also become important as a market for the 
above mentioned manufactures.  
 
A similar trend is visible even in the case of Vietnam. Vietnam’s export to the world 
in this period consisted primarily of petroleum products, textiles and garments, 
footwear, leather products, processed foodstuff, aquatic products. While India’s share 
as a market for most of these products is miniscule (1 per cent or less), in the case of 
lacs, gums category of products, India accounts for more than 62 per cent of 
Vietnam’s total export of the products.  
 
Imports 
On the import front, the trend based on aggregate trade data shows that for all these 
four countries, organic and inorganic chemicals, iron & steel products and petroleum 
products, electronic goods, non-electrical machinery form the major items of imports 
from India.  
 
Other than these manufactures, certain specific commodities like oil seeds (in the case 
of Indonesia), edible meat (Philippines), soyabean oil cake (Vietnam), gems and 
jewellery (in Thailand’s case), along with common items of import like residues of 
food industry, raw cotton, cereals figure as some other important items of import from 
India for these countries.  
 
Comparing the overall export and import basket shows that India is a major 
destination of export of commodities of certain specific sectors for the countries of 
South-East Asia. India is also an important source of certain sector-specific products. 
But since the products traded with India constitute a small proportion of total exports 
and imports, India is not a major player in total trade of these countries.  
 
Although the foregoing analysis is highly aggregative, it nevertheless provides broad 
indicators of the nature of integration. The composition of commodities traded, in 
particular the presence of both manufactures and primary products in exports as well 
as imports, show that the integration is not one that can be termed as being 
exploitative in nature. Besides, this is also precluded by the fact that, even though 
India has become important as a market and as a source in certain items, it plays a 
relatively minor role in these countries’ total trade.  

Investment Relations: 
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A similar argument holds in case of investment flows as well since investment 
between India and these countries, in most cases still remain limited. In the pre-East 
Asian crisis period, the relatively developed countries like Malaysia and Singapore 
among the ASEAN countries were the major investors in India. After the economic 
crisis in ASEAN in 1997-98, there was a decline in the flow of FDI from ASEAN 
economies into India, especially from Thailand, Indonesia, Vietnam and Philippines.  
 
Indonesia  
In terms of outflow from India, FDI investment from India into Indonesia has been 
quiet low during the past few years. During 2006, 2007 and 2008, the FDI into 
Indonesia from India has been only US$88.4 million, US$11.6 million and US$17.6 
million respectively.21 Up to 1985, India was one of the top-5 investors in Indonesia, 
but since then it has invested little in Indonesia. There has been some sporadic 
investment in some years of the present decade mainly in Indonesia’s automotive, 
infrastructure, mining, banking, IT and tourism.22 
 
Philippines 

According to the embassy of the Philippines, Indian's foreign direct investments to the 
country were around US$500,000 during January-June 2006. In 2007-08, investments 
from India rose to around US$18.4 million. Textiles, IT, steel and Business Process 
Outsourcing (BPO) are the sectors where the Indian investments in the Philippines 
have gone into.23 
 

Thailand 

Thailand has not been a significant destination in India’s total joint ventures abroad 
and there was hardly any Indian presence in Thailand in terms of wholly-owned 
subsidiaries (WOS) in the period after the East-Asian crisis .24 However, according to 
Bank of Thailand’s Balance of Payments statistics, total FDI flows from India into 
Thailand registered a quantum jump from just US$27 million during 1998-2004 to 
US$142 million during 2005-06, rising further by another US$55 million in 2007. 
Even so, when we consider net FDI inflows into Thailand, at US$34 million, net 
inflows from India were miniscule (0.3%) compared to the total (net) FDI inflows of 
US$10.2 billion received by the country in 2007. While India’s share is still very 
small, what is important to note is that investment from India has been on the rise. It 
seems that Indian companies are also developing their regional production networks 
across the two countries. India is looking at Thailand as an important investment 
destination both for its domestic market and as a gateway to the other ASEAN 
countries. Some of the major Indian companies that have invested in Thailand are the 
Aditya Birla Group, Baroda Rayon Group, Usha Martin Industries, Ranbaxy 
Laboratories25, Lupin Laboratories and Indo Rama.26 In 2007, Tata Steel’s acquisition 

                                                 
21 Investment Coordinating Board (BKPM), available at http://www.bkpm.go.id/index.php/main/. 
22 “India – Indonesia: Trade & Economic Relations”, Embassy of India, Jakarta, available at 
http://www.eoijkt.org/. 
23 Embassy of Philippines, available at http://www.newdelhipe.com/philippines-india-relation.html. 
24 Das, Ram Upendra, Somchai Ratanakomut and Sothitorn Mallikamas (2002) “Report of the 
Feasibility Study on a Free Trade Agreement between India and Thailand”,  Prepared for the Joint 
Working Group on India-Thailand Free Trade Agreement, (Ministry of Commerce, Government of 
India and Ministry of Commerce, Government. of Thailand), December. 
25 Acquired by a Japanese company in 2008. 
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of the Thai steel company Millennium Steel was one of the major Indian investments 
into Thailand.  

Vietnam 

There has been some increase investment inflow from India into Vietnam. Indian 
investment in Vietnam has come from two sources - public sector units and private 
companies. The bulk of the investment from the Indian public sector has been mainly 
in the energy sector. The ONGC (Videsh) Limited secured exploration and 
exploitation rights with 100 per cent stake and has also signed a production sharing 
contract with Petro-Vietnam. Besides, the OVL with its 45 per cent stake has also 
entered into a joint venture investment with British Petroleum (35 per cent) and Petro-
Vietnam (20 per cent) for the exploration and exploitation of another off-shore block. 
The exploration project has been designated as one of the top three projects of 
national importance by the Vietnamese National Assembly. The other significant 
trend in the Indian investment in Vietnam is the growing presence of private Indian 
manufacturing companies. The two biggest Indian investment initiatives ever in 
Vietnam came in 2007 with Essar Global Ltd signing an agreement to set up a hot 
rolled steel mill with the total investment of US$527 million and Tata Steel Ltd 
signing a MoU with the Vietnam Steel Corporation to build a Steel complex in Ha 
Tinh province of Vietnam with a total investment of approximately US$3 billion. 
Other Indian investment in Vietnam, are in the manufacturing sector, comprising 
pharmaceuticals and pesticides, agro-products, information technology, and surgical 
equipments. However, Indian investment in Vietnam has remained limited to a few 
strategic sectors only, led by a few big companies. The substantial portion of India's 
large-scale investment has come from only three investment projects, beyond which 
Indian investment in Vietnam has been minimal both in terms of number of 
investment projects and amounts invested.  

In all then, while the extent of integration through capital flows and hence India’s 
importance as an investor remains very limited, there has been some rise in 
integration through this channel showing the initial signs of the nature of integration 
transforming from a shallow integration (trade based) to a deeper (capital flows 
included) integration. The pattern of Indian investment in these countries also 
suggests that it covers various sectors and is not particularly oriented towards 
extractive or resource based industries. In fact, it seems that Indian companies are 
developing their regional production networks across some of these countries (see 
Thailand case study for details) in automotive, iron & steel industries, precisely in the 
sectors where trade between these countries and India have shown buoyancy in the 
last few years.  

 
Nature and pattern of South Asian countries’ integration with India: 
 
As mentioned above, India is yet to become a major player in the trade and/or 
investment of most South-East Asian economies. We therefore turn to the other 
segment – South Asia- to understand the pattern of and the impact that integration 
with India has had on countries of this region. 
 
                                                                                                                                            
26Das et al (2002). 
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As is known, the South Asian region is one of the economically most underdeveloped 
regions of the world with five least developed countries viz. Afghanistan, Bangladesh, 
Bhutan, Maldives and Nepal and three low income/lower middle income countries 
viz. India, Pakistan and Sri Lanka. And it is here that the increasing importance of 
India as a trading partner is most visible. As Chart 17 shows, other than for Pakistan, 
India accounts for a significant proportion of all other countries’ trade. In fact except 
for Bangladesh and Afghanistan, India’s importance as a trading partner has got 
further consolidated over time (Chart 16). 
  
Chart 16: India’s Share in Total Trade of South Asian Countries  

Source: IMF DOTS, 2006  
 
The pattern and nature of integration of the South Asian countries with India is likely 
to be somewhat different from that with South East Asian economies. One reason is 
related to the greater dominance of India as a trade partner compared to that visible in 
the case of South-East Asian economies. Second, unlike most of the South-East Asian 
countries, the countries of this region are relatively less developed than India. As a 
result, in their trade with India, majority of the South Asian countries have deficit on 
the trade balance. That in turn implies that unlike in the case of most South-East 
Asian economies, India is more a source of import than a market for exports for these 
countries.27  

As mentioned above, a part of the reason, of course, lies in the fact that in the region, 
India is the largest economy and has a relatively more developed industrial structure 
and hence trade-potential. The other part is also due to the fact that despite attempts to 
increase intra-regional trade by instituting a regional trade agreement, the progress has 
been less than satisfactory.  

This is particularly true about the South Asian Preferential Trade Agreement 
(SAPTA), the first such attempt to bring about greater integration between the 
SAARC members.  This agreement between the South Asian countries was chalked 
out for the first time in 1995, more than ten years after the formation of the South 
Asian Association for Regional Cooperation (SAARC)28. Since then there have been 
three rounds of negotiations to increase the ambit of the products covered as well as 
increase tariff concessions.  

                                                 
27 Only Bhutan has had a trade surplus vis-à-vis India.  
28 In the initial phase, SAARC included Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri 
Lanka. 
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That the preferential trade agreement had had some positive impact on intra-region 
trade is evident from the fact that combined value of trade (exports and imports) 
increased from US$1.24 billion in 1980 to US$6.5 billion in 2001. Shaheen Rafi 
Khan, et al (2008) point out, that the bulk of this increase occurred during the SAPTA 
period. As a proportion of total SAARC trade, intra-regional trade more than doubled, 
increasing from 2 to 4.6 per cent over the same period (Table 11).29  

Table 11: SAARC intra-regional trade (US$ millions) 

Year Intra-SAARC trade SAARC world trade Percentage 

Pre-SAPTA period 

1990 1,590 65,490 2.4 

1992 2,488 71,149 3.5 

1994 2,937 82,839 3.5 

Post-SAPTA period 

1996 4,928 110,962 4.4 

1997 4,447 115,370 3.9 

1999 5,511 131,152 4.2 

2000 5,884 146,924 4.0 

2001 6,537 143,443 4.6 

2003 7,633 182,744 4.2 

Source: Cited in Khan , Shaheen Rafi (2008), International Monetary Fund (1997, 2002) and authors’ 
own calculations. 

However, what needs to be kept in mind is that the growth in intra-regional trade in 
this period comes against the backdrop of extremely low absolute values.30 And 
despite four rounds of negotiations under SAPTA since 1995 (among other things, 
involving increase in the number of goods and sectors getting tariff concessions), in 

                                                 

29 Khan, Shaheen Rafi, Moeed Yousaf, Faisal Haq Shaheen, and Azka Tanveer (2008), “Regional 
trade agreements in South Asia: trade and conflict linkages”, in Shaheen R. Khan (ed.) Regional Trade 
Integration and Conflict Resolution, Routledge/International Development Research Centre, 
(http://www.idrc.ca/en/ev-132669-201-1-DO_TOPIC.html). 

30 Khan, Shaheen Rafi, Moeed Yousaf, Faisal Haq Shaheen, and Azka Tanveer (2008), “Regional 
trade agreements in South Asia: trade and conflict linkages”, in Shaheen R. Khan (ed.) Regional Trade 
Integration and Conflict Resolution, Routledge/International Development Research Centre, 
(http://www.idrc.ca/en/ev-132669-201-1-DO_TOPIC.html). 
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reality, intra-regional trade remains very low.31 While India is said to have extended 
maximum concessions on maximum number of goods under all rounds of SAPTA, 
India’s total coverage of items under preferential treatment is not more than one-tenth 
of the total items traded by SAARC Member Countries. The number of items offered 
for concessions leave large percentage of the items unaddressed among SAARC 
member countries (Bhattacharya, 2004).32 
 
Low intra-regional trade notwithstanding, the countries in the region continued their 
efforts for greater integration to give further fillip and sustain mutual trade and 
economic cooperation within the SAARC region. In May 1997, the South Asian 
countries initiated the process towards transforming the then existing preferential 
trade agreement to a free trade agreement. These efforts got further intensified 
following the stagnation of the Doha Round WTO negotiations and the proliferation 
of preferential trade agreements (PTAs) in other parts of the world. In 2004, the 
SAARC member countries finalized the agreement of turning the region into a free 
trade area, thereby giving final concrete shape to the process of transition from 
SAPTA into the South Asian Free Trade Agreement (SAFTA).  
 
Further, the inclusion of Afghanistan in 2005 as the eighth SAARC member 
broadened the arena of the efforts at economic integration in South Asia, through 
trade liberalisation under South Asian Free Trade Area (SAFTA).33 However, SAFTA 
which was to be established latest by 2001 got delayed and came into force on 1 July 
2006 and is expected to be fully operational by 2016.  

Despite its many lacunae, SAFTA is purported to be relatively more comprehensive, 
addressing a broader range of trade-related issues, including the harmonisation of 
standards and certification, customs clearance procedures etc. Further, somewhat 
more fair trade provisions under SAFTA are believed to offer better prospects for 
improving relations between the member countries. Also, its broader economic 
agenda and sensitivity to national economic interest is exemplified by the fact that 
member countries are allowed to maintain higher tariffs for sensitive lists of 
commodities and pull back from the agreement if they face balance of payments 
difficulties.  

While SAFTA involves fairly large declines in duties for all the countries involved, 
the least developed countries (LDCs) are accorded ‘special and differential treatment’. 
The relatively more developed countries in South Asia, namely, India, Pakistan and 
Sri Lanka, are required to implement larger tariff cuts at a quicker pace and allow 
longer period of adjustment for the least developed countries (LDCs). Thus, as per the 
initial plan, the non-LDCs were required to bring their duties down to 20 percent in 
the first phase of the two year period ending in 2007, and further to zero in a series of 
annual cuts, in the final five year phase ending 2012. The least developed country 

                                                 
31 The reasons for this low level of trade include protectionist trade regimes, which discriminated 
against trade among larger neighbors; continued conflict between the countries; and transport and trade 
facilitation constraints. 

32 Bhattacharya , Swapan K. (2004), “Does Bangladesh Benefit from Preferential Trade with India?   
A Gravity Analysis”, Economic and Political Weekly, 27 November, pg. 5155.  
33 Afghanistan became a SAARC member in 2005.  
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group in South Asia, comprising of Nepal, Bhutan, Bangladesh and Maldives, on the 
other hand was to get an additional three years to reach zero duty.  
 
Many believe that South Asian Free Trade Agreement (SAFTA) ought to deepen 
integration within the region. Estimates project that the agreement would lead to 
growth in intra-regional trade from $6 billion to $14 billion within two years of its 
existence.34 But there are many (Weerakoon, D., 2002 and Weerakoon and J 
Thennakoon; 2006) who see the SAFTA process being as unsatisfactory as the 
previous SAPTA. 35 
 
Other than this, India has also been involved in bilateral trade agreements with 
various South Asian countries. India- Nepal Treaty of Trade, in operation since 1991, 
Indo-Sri Lanka Free Trade Agreement initiated since 2000, India- Afghanistan 
Preferential Trade Agreement, in force since 2003, Bhutan-India Free Trade 
Agreement, signed in 2006, are some of the examples of that.  
 
In short, India has been trying to increase its arena of influence in various regions of Asia 
through trade and related activities.  
 
Interestingly, increasing integration of South Asian countries with India-through unilateral 
trade liberalisation and various trade agreements, has been accompanied by a rise in India’s 
share not only as a source of imports but also as a market for some of these countries’ exports 
(Chart 17). Or in other words, increasing economic integration has been accompanied by the 
South Asian countries also being able to increase their access to the Indian domestic market, 
howsoever small.  
 
Chart 17: India’s Share in Export of South Asian Countries  

 
Source: IMF DOTS, 2006 
 

                                                 
34 See, De, Prabir and Biswa N. Bhattacharyay (2007) “Prospects of India–Bangladesh Economic 
Cooperation: Implications for South Asian Regional Cooperation” ADB Institute Discussion Paper No. 
78 and Federation of Pakistan Chambers of Commerce and Industry (FPCCI 2003) Statistics on Trade, 
Pakistan and SAARC, www.fpcci.com.pk. 
35 Weerakoon, D. (2001), “Does SAFTA Have a Future?” Economic and Political Weekly, 25 August. 
Weerakoon, Dushni and J Thennakoon (2006), “SAFTA: Myth of Free Trade”, Economic and Political 
Weekly, 16 September.  
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What follows is a look at the pattern of trade and the changing dynamics of the nature 
of trade of those countries for which India constitutes an important trading partner or 
has become an important trading partner in the post East-Asian crisis period. The idea 
is to understand the role played by India as a market for the countries’ exports and as 
a source of imports, in the process of increasing economic integration with other 
Asian countries.  
 
Analysis of the commodity composition of trade of the countries forms the other basis 
for understanding the nature of the integration through trade. The composition of the 
export/import basket of a country with the world and that with India help identify the 
complementarities as well as competitiveness of the country’s trade with India. That 
also in turn, sets the basis for understanding the future possibilities of integration.   
We also examine the magnitude and patterns of investment in the region, in particular 
the role of Indian investments in the South Asian region.  
 
We focus mainly on the experience of two South Asian countries, Bangladesh and Sri 
Lanka, for analysing the impact of India’s integration on South Asia. Other than for 
Bangladesh and Sri Lanka, India is a major trading partner for Afghanistan and Nepal. 
However, in the case of these countries, they either have bilateral trade agreements 
which are almost non-reciprocal in nature (Nepal) or trade volume with India is very 
small (Afghanistan). Therefore, analysis of the pattern and nature of trade with 
Bangladesh and Sri Lanka have been taken to form the basis for understanding the 
nature of integration of South Asian economies with India.  
 
BANGLADESH 
 
India and Bangladesh offer natural markets for each other's export products. In their 
mutual trade, they enjoy the advantages of geographical proximity, common language 
and a heritage of common physical infrastructures. Despite these advantages, one 
striking factor of trade between Bangladesh and India is that it remains far below the 
potential. 
 
One reason for that is that though Bangladesh and India have a long history of trade 
and trade agreements with each other,36 large bilateral trade concessions were 
accorded to each other mainly under the provisions of the South Asian Preferential 
Trading Arrangement (SAPTA) which became effective in December 1995.  
 
Negotiations under various rounds of SAPTA along with unilateral trade 
liberalisation policies, in line with their commitments to World Trade Organization, 
have considerably reduced trade barriers, both in Bangladesh and India.  
 
In four rounds of negotiations under SAPTA, India had offered concessions to 
Bangladesh on 2,927 number of products (at 6-digit HS Classification), covering a 
little more than 50 per cent of the total tariff lines.  
 

                                                 
36 For details see Rahman , Mohammad Mafizur (2005), “Bangladesh-India Bilateral Trade: Causes of 
Imbalance and Measures for Improvement”, and Sengupta .J. (2007), “Time to Boost India-Bangladesh 
Trade and Economic Relations”, Observer Research Foundation, Issue Brief 10, August. 
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Later, in 2002 and 2003, India offered duty-free access for a larger number of product 
groups (tariff lines).37 Further, India has also agreed to slash import duty on the 
`negative’ list (Sensitive List) from 45 per cent to 10 per cent.38 In 2007, India agreed 
to grant duty-free access to Bangladesh’s imports of products that are on the `positive’ 
list.  
 
Other than the concessions exchanged under SAARC trade agreements, these two 
trading partners have also resorted to unilateral trade liberalisation. The reductions in 
tariffs brought about by unilateral trade liberalisation along with concessions offered 
under SAPTA, have resulted in consistent increase in Bangladesh’s total trade with 
India. The value of Bangladesh’s total trade with India which stood at US $ 1.23 
billion in 1998, nearly doubled to reach US $ 2.37 billion in 2006.  
 
Bangladesh’s imports from India grew at annual average of 8.3 per cent, rising from 
$1.17 billion in 1998 to $2.23 billion in 2006. Significantly, despite imports from 
India having risen at a slower rate than that from the world, India has come to be the 
second largest source of Bangladesh’s imports (Chart 18). 

Chart 18: Share of Various Countries in Bangladesh Import: 1998-2006 
 

 
Source: IMF DOTS, 2006 
 

In fact, India has been amongst the top three important sources of import for 
Bangladesh and in some years, the largest source of imports into Bangladesh.  
 
Bangladesh’s exports to India too have risen, especially in recent years. Notably, 
Bangladesh’s export to India in the period over 2004-2006, grew at a much higher 
rate than its total exports to the world. In absolute terms, exports to India has gone up 
from $55 US million in 1998 to nearly 147 $US million in 2006, witnessing quantum 
jump since 2004. In fact within, Asia as a whole, in 2006, India formed the single 
largest market for Bangladeshi exports (ahead of Hong Kong, China and Singapore) 
(Chart 19). Also notable is that while Bangladesh’s imports from India stabilised 
since 2004-05, her exports to India nearly doubled between 2004-05 and 2006-07. As 

                                                 
37 For details see De, Prabir and Biswa N. Bhattacharyay (2007) “Prospects of India–Bangladesh 
Economic Cooperation: Implications for South Asian Regional Cooperation” ADB Institute Discussion 
Paper No. 78, pp.7-8. 
38 Mukherjee, Indra Nath  (2004), “Towards a Free Trade Area in South Asia: Charting a Feasible 
Course for Trade Liberalisation with Reference to India's Role”, RIS Discussion Paper Number 86.   
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a result, Bangladesh’s import-export ratio declined from as high as 20 in 2001-02 to 8 
in 2006-07.39  
 
Chart 19: Share of Asian Countries in Bangladesh Export  

 
Source: IMF DOTS, 2006 
 
In this context it is important to point out that these trade figures relate to recorded 
trade between Bangladesh and India. Unrecorded or informal trade between 
Bangladesh and India is estimated to be at least three-quarters of formal trade (World 
Bank, 2006 and Pohit and Taneja, 2000)40. Studies (Pohit and Taneja, 2000 and 
World Bank, 2006) point out that owing to the high tariffs and non-tariff barriers in 
the region coupled with rules of origin stipulating certain level of domestic content 
requirement to benefit from duty free entry at the final destination, informal trade 
between the countries is likely to be large as well as growing. This in turn implies that 
trade –informal plus formal- between Bangladesh and India is much larger than what 
is discernible from recorded trade. As a result, even the extent of integration between 
the two countries is likely to be significantly higher. 
  
But, increase in trade - formal and informal- aside, one of the most striking aspects of 
Bangladesh’s trade with India is the lopsided nature of trade, with the balance of trade 
throughout being against Bangladesh (Table 12). 41 
 
Table 12: Bangladesh – India Bilateral Trade – 1998-2006 (in million $) 
Year Bangladesh’s Import Bangladesh’s Export Trade Total 

                                                 
39 Mukherji, Indra Nath (2008),”India, Bangladesh keen on joint ventures across sectors”, Financial Express, 
August.  
40 According to Pohit and Taneja information on nature and extent of informal trade between India and 
Bangladesh is scarce, with only two studies providing some evidence on volume of trade,and the 
commodities traded.  
41 With extra-legal imports from India being as large as legal import and extra-legal export to India 
being as small as legal export, Bangladesh’s trade deficit is likely to be even larger. See, for example, 
World Bank (2006), “Studies on India–Bangladesh Trade, Volume I: Main Report Poverty Reduction 
and Economic Management Sector Unit South Asia Region Trade Policies and Potential FTA, Report 
No. 37863-BD. Taneja, 1999; Pohit and Taneja, 2000. 
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from India to India Balance Trade 
1998 1178.8 55.02 -1123.81 1233.85 
1999 1023.8 49.51 -974.26 1073.28 
2000 945.5 50.13 -895.32 995.58 
2001 1195.5 60.8 -1134.69 1256.29 
2002 1145.8 39.33 -1106.5 1185.16 
2003 1494.2 55.34 -1438.88 1549.56 
2004 1745.06 66.15 -1678.91 1811.21 
2005 1951.24 118.88 -1832.36 2070.12 
2006 2230.77 146.93 -2083.84 2377.7 
Source: IMF DOTS, 2006  
 
While it is not unique to India-Bangladesh trade, the asymmetry in trade has various 
implications, especially for the relatively weaker country.42  
 
A large number of factors have been responsible for Bangladesh’s ballooning trade 
deficit. The massive appreciation of the real Taka/Rupee exchange rate43 from mid-
1980s to 1999, for instance, not only retarded Bangladesh’s exports to India, it also 
helped facilitate expansion of Indian exports to Bangladesh.  
 
The problem was further compounded by the fact that, compared to India, Bangladesh 
has had a relatively more liberal trade regime in terms of the coverage of items, pace 
and length. Bangladesh’s unilateral liberalisation since the 1980s, under the auspices 
of international funding agencies, had been extensive and spread over a wide range of 
commodities. It resulted in tariff reductions for a wide variety of products making it 
easier for Indian exports to make inroads into the Bangladeshi market. While India 
also began the process of liberalisation a decade later, even as late as 2001, the level 
of tariffs and other protective duties on imports were higher in India than in 
Bangladesh (Islam 2004)44.  
 
The preferences accorded by India to Bangladesh under SAPTA, has not helped 
alleviate the situation much because of the limited coverage of items of Bangladesh’s 
export interests and extent of cut in tariffs.  Further, a range of para-tariff and non-
tariff barriers imposed by India is also believed to have hampered exports from 
Bangladesh. Finally, the rules of origin, stipulated under SAPTA, have also hindered 
Bangladesh’s exports to India. 
 

                                                 
42 While many see the Bangladesh’s trade deficit as one of the major negative aspects of Bangladesh’s trade 
with India, others are of the view that the bilateral has not led to any balance of payments problem for 
Bangladesh as consistent trade surpluses with such trading partners as US and EU compensate for these 
deficits. For the latter view see, “Studies on India–Bangladesh Trade Volume I: Main Report”, Poverty 
Reduction and Economic Management Sector Unit, World Bank, 2006. 
43 The massive devaluation of the Indian Rupee, beginning from about 1985 and ending in 1992, and 
the relative stability of the Taka during this time, saw the Taka/Rupee rate appreciate significantly. So 
much so, that the appreciating trend of the real Taka/Rupee exchange rate till about 1999 resulted in 
appreciation of the Taka in relation to the Rupee by about 50%, compared to its value in the mid 1980s.  
44 Islam, N. (2004), “Indo-Bangladesh Economic Relations, Some Thoughts”, Economic and Political 
Weekly, 4 September, pp. 4069-4075.  
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Although, there has been some reversal in this trend since 2004, resulting in a decline 
in Bangladesh’s import-export ratio from as high as 20 in 2001-02 to 8 in 2006-0745, 
the problem of trade imbalance continues to be the dominating aspect of Indo-
Bangladesh bilateral economic cooperation.  
 
Besides, given that the surge in Bangladesh’s exports to India is a recent happening, on the 
whole, despite Bangladesh’s increased integration with India and various unilateral 
concessions extended to it under SAPTA, India has not become a very important export 
partner for Bangladesh and constitutes only a small share in Bangladesh’s export to the 
world (Chart 20). 
 
Chart 20: India’s Share in Bangladesh's Import and Export 
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Other than the factors cited above, the composition of trade, in particular the issues 
related to trade complementarities and competitiveness, also play an important role in 
determining the nature of the trade balance that a country has with its trading partner.  
 
 
Trade complementarities and competitiveness 
The composition of a country’s trade with the world reflects, to a significant extent, the 
import demand and the export capability of the country. The structure of import demand 
and export potential together in turn determine the degree of trade complementarities and 
competitiveness that a country is likely to have with its trading partner.  
 
Trade competitiveness is usually understood on the basis of the degrees of similarity in the 
export structure of the trading economies. Higher the similarity, greater is the 
competitiveness with regard to the third market. Trade complementarities between pairs of 
countries, on the other hand, is said to exist when the supply capability of country A 
matches well with the demand potential of country B and the supply potential of country B 
matches well with demand potential of Country A. However, since it is quite possible that 
the supply capability of country A matches well with the demand potential of country B, 

                                                 
45 Mukherji, I. N., (2008),”India, Bangladesh keen on joint ventures across sectors”, Financial Express, 
August.  
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but not vice versa, the complementarities between the two countries is said to be one of  
partial in nature 46 
 
Various studies (Rehman et al (2007), World Bank (2006), Sengupta (2007), based on this 
notion, point out that trade complementarity between Bangladesh and India is very low. Or 
rather, the case is one of partial complementarity, in the sense that India’s exports match 
Bangladesh’s imports fairly well, but there is a clear lack of complementarity in 
Bangladesh’s exports to India. 
 
These studies hold low diversification of Bangladesh’s export basket; smaller industrial 
base, and high concentration on products which do not form significant items of India’s 
import as reasons behind the low level of trade complementarity between Bangladesh and 
India. On the other hand, relatively broader export basket of India and close geographical 
proximity of Bangladesh to India are some of the reasons for which Bangladesh depends on 
India to source many commodities and final products at comparatively cheaper price.47  
 
It is in this background that we look at the commodity composition of Bangladesh’s trade 
with India, to assess the nature of integration between the two countries, to assess the 
nature of integration between the two countries.  
 
Bangladesh’s Commodity composition of trade with India  
 
IMPORTS  
 
The commodity composition of Bangladesh’s imports from India shows that, it 
comprises of an eclectic mix of primary and resource based products as well as more 
technologically advanced products. Cotton and textiles, cereals, non-electrical 
machinery, etc., vehicles and components; iron & steel products are some of the 
important products that Bangladesh imported from India in the period from 1998 to 
2007.  
 
Significantly, textile & textile products and cereal, have consistently figured among 
the major items of Bangladesh’s imports from India. While Bangladesh also imported 
these items from other countries, India has been the main supplier especially in recent 
years.  
 
Assessing the data on the basis of dividing the period into two-sub periods; 1998-
2003 and 2004-2007, shows that other than these two commodities, non-electrical 
machinery and vehicles have also been among the major imports in both the sub-
periods, albeit with some minor changes in their respective shares. One noticeable 
change over the two periods has been the significant increase in the share of mineral 
fuels/oils in Bangladesh’s imports from India (Chart 21 and 22).  
 
 
 

                                                 
46 Raghavan , S. N., (1995), “Economic Cooperation Among SAARC Countries”, Economic and Scientific 
Research Foundation (India), Institute of Economic Growth (India), 1995. p. 58. 
47 Islam, M. Shahidul (2008), “Bangladesh-China-Northeast India: Opportunities and Anxieties”, ISAS 
Insights, No. 36, 8 September, National university of Singapore.   
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Chart 21: Product Composition of Bangladesh's Imports from India: 1998-2003  
 

 
Source: UN Commodity Trade Statistics 
 
Chart 22: Product Composition of Bangladesh's Imports from India: 2004-2007 

 
Source: UN Commodity Trade Statistics 
 
Other than these commodities, organic chemicals, plastics and its articles, edible 
vegetable etc are some other items that Bangladesh imports from India.  
 
Moving from aggregate data to disaggregated data (at 4-digit and 6-digit 
classifications), shows that within cotton, there has been significant changes with 
import of items like single combed cotton yarn, woven cotton fabric, being 
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increasingly substituted by import of raw cotton (Code 5201). Raw cotton has been 
the single most important item of Bangladesh’s import of cotton items in the latter 
period with the share having risen manifold from 1.4% in the period 1998-2003 to 
8.8% in 2004-2007 (Table 13). 
 

Table 13: Top Cotton products Imported by Bangladesh from India: 1998-2007 
 
Top 5 Imported Commodities in HS 52, 
1998-2003  

Top 5 Imported Commodities in HS 52, 
2004-2007 

Code Description Share  Code Description Share 
5205 Cotton yarn not sewing 

thread >85% cotton, not 
retail 

8.4 

 

5201 Cotton, not carded or 
combed 

8.0 

5208 Woven cotton fabric, 
>85% cotton, < 200g/m2 

2.2 

 

5205 Cotton yarn not sewing 
thread >85% cotton, 
not retail 

3.8 

5209 Woven cotton nes, >85% 
cotton, >200g/m2 

1.7 

 

5209 Woven cotton nes, 
>85% cotton, 
>200g/m2 

1.6 

5201 Cotton, not carded or 
combed 

1.4 

 

5203 Cotton, carded, 
combed 

0.2 

5206 Cotton yarn (except 
sewing) < 85% cotton, 
not retail 

1.0 

 

5208 Woven cotton fabric, 
>85% cotton, < 
200g/m2 

0.2 

5212 Woven cotton fabric, nes 0.6 

 

5206 Cotton yarn (except 
sewing) < 85% cotton, 
not retail 

0.2 

  Other commodities (inside 
selection) 

0.6 
 

  Other commodities 
(inside selection) 

0.5 

Source: UN Commodity Trade Statistics 
 
At the same time and in tune with the shifting import composition of cotton items 
mentioned above, there has been significant increase in the import of machines for 
processing textile fibres (Code 8445) from India in the period between 1998-2003 and 
2004-2007 respectively.  
 
In fact for Bangladesh India has become one of the top-3 suppliers of textile yarn 
spinning machines in the world, accounting for nearly one-fifth of Bangladesh’s 
import of the product from the world.   
 
For Bangladesh, India has also been one of the most important sources of iron, steel 
and steel products, second only to Japan. In fact, given the local production constraint 
of lack of iron ore resources that Bangladesh steel industry suffers from, Bangladesh 
imports substantial amount of steel and steel products from a number of countries.48  
 
Other than these, diesel powered trucks, motorcycles of certain engine cc, dyeing 
chemicals, mineral products are some of the major items that Bangladesh procures 
extensively from India. 
 

                                                 
48 Major sources of steel products include Australia, Belgium, Canada, China, France, Germany, 
Greece, Hong Kong, India, Indonesia, Italy, Japan, Malaysia, Mexico, Netherlands, North Korea, 
Poland, Russia, Saudi Arabia, Singapore, South Korea, Turkey, UK and the USA, from Board of 
Investment Bangladesh, http://www.boi.gov.bd/sector_brief.php 
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The commodity composition of Bangladesh’s import from India, shows that a large 
part of imports from India are procured for closing the demand-supply gap 
(sometimes arising out of natural calamities) in basic necessities like cereal and other 
food items. Other than food products, basic raw materials, intermediate goods, capital 
goods and non-cereal final consumer goods are often imported from India for 
domestic production and consumption needs. 
 
One noticeable development in the changing composition of Bangladesh’s imports 
from India, relates to the almost synchronized increase in the imports of raw cotton 
(rather than yarn or fabric) on one hand and machines for textiles on the other.49 
Bangladesh textile industry has weak backward linkages, and therefore depends on 
imports for meeting almost all its inputs and raw material needs. Increase in imports 
of raw cotton and machines for processing textiles, this perhaps shows that 
Bangladesh has been able to effectively use trade with India -by sourcing the required 
inputs and capital goods - in sustaining export of its most important foreign exchange 
earner - textiles and ready-made garments (RMG).50   
 
EXPORTS:  
  
Coming to the overall composition of exports, for the period 1998 to 2007, 
Bangladesh’s exports to India comprised of products, like raw jute, edible fruit, nuts 
etc., fish, crustaceans, molluscs etc. and manufactures like articles of apparel, 
accessories; inorganic chemicals, pharmaceuticals, fertilizers etc..  
 
The year-wise breakdown of the commodity composition of Bangladesh’s export to 
India, show commodity groups like iron and steel (Code 72), copper and articles 
thereof (Code 74), electrical, electronic equipment (Code 85) and ships, boats and 
other floating structures (Code 89) sporadically figuring among the top-5 exports in 
some of the years.  
 
Given the surge in export witnessed since 2004, analysis based on splitting the period 
under consideration into two periods, 1998-2003 and 2004-2007, shows that 
Bangladesh’s export to India in the period over 1998-2003, was driven mainly by two 
commodities; fertiliser - mainly urea and its input - anhydrous ammonia (281410). 
These two together accounted for more than three-fourths of the total Bangladesh 
export to India in this sub-period (Chart 23). 
 
Chart 23: Composition of Commodities Exported by Bangladesh to India: 1998-
2003 

                                                 
49 As part of their trade liberalisation policy, the Government of Bangladesh has repeatedly reduced tariffs on 
textile inputs, with an especially large reduction in the duty imposed on imported textile machinery. Besides, 
given that Bangladesh depends heavily on imports even for fabrics, the government has also allowed zero 
duty on import of fabrics for export purposes.  
50 Defying all projection as losers under the quota free regime the Bangladesh RMG exports have shown as 
upward trend since 2005 and 2006. Some American buyers are shifting their orders from China to Bangladesh 
mainly due to restrictions imposed on Chinese products under WTO safeguard mechanism. Moreover, 
Bangladesh enjoys the duty-free market access benefits under the ''Generalised System of Preference (GSP)'' 
and Everything but Arms (EBA). Bangladesh also enjoys duty free market access to Canada, Australia, Japan, 
Norway and other countries. 
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. 
Source: UN Commodity Trade Statistics 
 
In the second sub-period, on the other hand, there has been noticeable diversification of 
Bangladesh’s exports to India. Raw jute and jute yarns, cotton and textile products, 
anhydrous ammonia, petroleum and petroleum products along with fertiliser were some of 
the important items in the second sub-period. In addition, Bangladesh’s exports to India of 
electrical machinery, electronic equipments too have increased significantly, tripling its 
share between the two sub-periods (Chart 24). 
 
Chart 24: Composition of Commodities Exported by Bangladesh to India: 2004-2007 
 

 
Source: UN Commodity Trade Statistics 
 
While the voluminous increase in exports of cotton items and jute products has resulted in a 
decline in the share of other hitherto important commodities like fertilisers, inorganic 
chemicals etc., the absolute value of export of these products have gone up between the two 
periods (Chart 25). This in turn implies that the market provided by Indian for these 
products have grown over time.  
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Chart 25: Value of Select Bangladeshi Exports to India (in $US million): 1998-2003 
and 2004-2007 
 

 
Source: UN Commodity Trade Statistics, 
Note: the export volume for cotton (HS 52) is exclusive of the export in 2007 
 
The point to note is that although in both the periods, a small number of items 
continue to be the mainstay of the rise in exports, the increased diversification of the 
export basket, perhaps points to the possible sustainability of Bangladesh’s exports to 
India.  
 
Looking at the nature of the basket of exports, it is apparent that, despite being a 
relatively small market for Bangladesh, India’s role as a market is especially 
important in certain commodities that Bangladesh exports to the world. The most 
striking case in this regard, is that of Bangladesh’s export of chemical fertilisers. 
Significantly, since 2004, among Bangladesh’s major markets for fertilisers (namely, 
Australia, USA, France, Thailand and India), India provides the single largest market 
for Bangladesh’s exports of fertiliser. So much so, that in 2006, India accounted for 
nearly one-half of Bangladesh’s total export of fertiliser, reaching a peak of 88% 
market share in 2007, up from a mere 10% in 1998. Although Bangladesh also 
imports chemical fertliser from India, Bangladesh has always been a net exporter. 
Importantly, the surplus earned by Bangladesh on account of fertiliser trade has gone 
up substantially between the two sub-periods. 
 
Further, India also provides a large market for Bangladesh exports of anhydrous 
ammonia (281410) - an important input in production of urea.51 In fact, over time, not 
only has India been the largest market of anhydrous ammonia exported from 
Bangladesh, the size of the market, i.e. surplus of export over import of the product, 
too has been increasing since 2004.  
 
In essence, India provides a large portion of the market for both the input as well as 
the value-added form of the final good, in the case of chemicals fertilisers, with the 
market for the final product having surpassed that for the input in the year 2007.  
 

                                                 
51 On the whole, however, Bangladesh export of the parent commodity group of 28, is less than its 
imports from India. 
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What perhaps, makes India’s role significant is that these two products are amongst 
the most technologically-advanced products that Bangladesh exports to the world.  
This, in turn, implies that even though India is not an important export partner for 
Bangladesh, it is one of the few countries that provide a large market for 
Bangladesh’s export of relatively technologically-advanced industrial manufactures 
and intermediates.  
 
Further, export of petroleum and related products is another example of Bangladesh 
gaining larger market in India in another relatively technologically-advanced 
commodity. 
 
However, India provides only a small market for Bangladesh’s major items of 
exports, namely, textile and ready-made garments (Chart 26). In fact, whatever little 
Bangladesh has been able to export to India has been tardy in comparison to its export 
to the world. Further, the exports have been erratic since 2004, barely reaching the 
peaks witnessed in 2000. India itself being an exporter of similar products and 
therefore a competitor to Bangladesh’s exports in the global market, could be one 
explanation for the low level exports. In addition, the plethora of non-tariff barriers, 
specific duties imposed by India has also stopped Bangladesh from being able to 
make inroads into the Indian market in these products. In particular, even after India 
allowing duty-free exports access to its market for Bangladesh’s exports of garments 
in 2007,52 exports have not increased much. According to the Federation of 
Bangladesh Chambers of Commerce and Industry (FBCCI), only about 10 per cent of 
the total volumes are currently being utilized, owing to levies such as education tax 
and VAT that are coming in the way of an existing bilateral agreement on duty-free 
exports of garments to India.53 
 
Chart 26: Composition of Bangladesh Exports to World: 1998 - 2007 
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Veg. textile 
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Other 
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14.5

Articles of 
apparel, not 

knit/crochet , 
42.1

 
Source: UN Commodity Trade Statistics 
 
 

                                                 
52 As per the modified agreement forged in 2007 under SAFTA, India allows Bangladesh to export 
eight million garment pieces to India duty-free each year, see “Bangladesh seeks easier norms on 
garment exports”,  Business Line, 21 July 2009. 
53 Same as above. 
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As a result, even though India is an important market for several products exported by 
Bangladesh, since the commodities exported to India forms only a small portion of 
Bangladesh’s exports to the world, for Bangladesh India is a not a major market.  
 
On the whole the nature of integration has been such that despite increased integration 
with India and increase in value of Bangladesh’s exports, for Bangladesh, India 
continues to be relatively insignificant as a market.  
 
Another very important reason for this imbalance perhaps also lies in the fact that the 
integration has remained confined to cross-border trade and has not given rise to 
significant trade-investment nexus. While there are some Indian investment in the 
chemical and engineering sectors, the available literature does not give any indication 
whether these have been undertaken to service the domestic market or for exports.54 
Bangladesh’s export of fertiliser to India provides a good opening for building such a 
nexus. While there has been some proposal of Indian FDI for setting up fertiliser 
plants in Bangladesh, it never fructified. In particular TATA submitted a proposal to 
invest US$3 billion in steel and fertilizer plant, coal mine and for electricity 
generation in 2004. But the proposal never took off because of demand of a relatively 
higher price proposed by TATA in their revised proposal and the domestic dissent 
against investment involving large-scale use of already depleting natural resources 
like gas.  
 
Lately, there have been some signs of increase in Indian FDI to Bangladesh. In fact, 
Indian investment of around US$ 1 million in 2006 was the single largest source 
(47%) from the South Asian region (Table 14). 
 
Table 14: FDI Inflow in Bangladesh from India (US $ Million): 

FDI  1995 2000 2005 2006 

India  
0.3  8.4  2.7  1  

Global Total  92.3 578.6 845.3 490.3 

Source: Bhattacharya D. (2007), South Asia: Intra Regional Opportunities and Challenges, 
presented at ITC-ICRIER seminar, 28-29 March 2007 
 
Moreover, according to Bhattarcharya, D. (2007),  the share of Indian FDI inflow in 
the recent past has been larger in the Export Processing Zones (EPZs) than in the 
domestic tariff area (DTA) and has increase in 2006 as compared to 2005 (Table 15). 
Even in terms of number of EPZ units sanctioned during 2005-06, 5 out of 25 
sanction units at the EPZs came from India and out of the cumulative total of 288 
sanction units made to the EPZs till January 2007, nearly 10 per cent was contributed 
by India (Bhattacharya, D., 2007). 
 
 
 

                                                 
54 Some Indian companies in Bangladesh include Asian paints, Marico, ACI Godrej-agrovet and 
Neelkamal Padma Plastics private limited. A large part of Indian investment is to be found in the 
services sector, State Bank of India being one of the major investors. 
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Table 15: FDI Inflow in EPZs of Bangladesh: Distribution by Sources (US $ million) 
 

Source  2004-05  2005-06  

South Asia Total in Bangladesh  0.80  1.90  

India 0.46 1.29 

Global Total  101.02  81.12  

Share of India in Global Total (%) 
of Bangladesh  

0.79 1.5  

Source: same as above 
 
 
This perhaps, points to the fact that even though India is not a major investor in Bangladesh 
yet, there are signs of increasing integration through investment and investment that is 
meant not just for serving the domestic market but for export purposes.  
 
While the current nature of integration based on increasing trade through tariff reduction 
and without much integration through investment, points to the shallow nature of the 
integration, there are signs of some signs of it deepening, although that is mainly a recent 
phenomenon.  
 
SRI LANKA 
 
THE BACKGROUND: SRI LANKA’S TRADE WITH INDIA 
 
Sri Lanka-India trade relations have a long history, with relations dating back to pre-
colonial times.55 For various reasons, however, the economic ties weakened 
considerably since the early years of the post-independence period and did not pick 
up till the early 1990s when India initiated an outward oriented economic 
liberalisation. As pointed out by Kelegama and Mukherji (2007), Weerakoon and 
Thennakoon (2008), while India’s adoption of a freer trade regime resulted in 
doubling of the two-way trade between 1993 and 1996, trade flows were largely in 
favour of India. Imports from India by Sri Lanka grew at phenomenal rate between 
1990 and 1996. As a result, by 1996, India replaced Japan as the largest source of Sri 
Lanka’s imports, accounting for almost 9 per cent of total imports.  
 
The process of strengthening economic links between Sri Lanka and India got a 
further boost with the implementation of the bilateral free trade agreement– the India-
Sri Lanka Free Trade Agreement (ISFTA) – in 2000. 
 
The most significant aspect of the bilateral FTA was the adoption of the principle of 
‘Less than Full Reciprocity”, which gave more space to Sri Lanka, the lesser 
                                                 
55 Kelegama, S. and Indra Nath Mukherji (2007), India-Sri Lanka Bilateral Free Trade Agreement: Six 
Years Performance and Beyond, RIS-Discussion Paper # 119. 
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developed of the two, in many ways. Further, the LTFR principle was extended to 
more than just the coverage of items and the depth of tariffs cuts. The LTFR principle 
was also adopted for the negotiations on the negative list, rules of origin (RoO) and 
the agreed period of implementation of the tariff liberalisation and phasing out tariffs, 
with Sri Lanka being given significant concessions in every respect.  
 
The details of the agreements show that both the immediate duty free list and the 50 
per cent preferential duty list offered by India were considerably larger than those 
offered by Sri Lanka. And the number of products covered under the negative list by 
India was much lower than Sri Lanka’s negative list of 1,180 items (agriculture sector 
included in negative list in Sri Lanka’s case) (Table 16).  
 
Besides, the degree and depth of concessions in duty as well as the agreed time frame 
of reducing tariffs went more in favour of Sri Lanka than India. Duty concessions 
granted for majority of Indian exports was initially around 35 per cent with an 8-year 
tariff reduction period. Sri Lanka’s exports were granted a 50 per cent concession 
with a 3- year tariff reduction period. Rules of origin (RoO) criteria were also relaxed 
in Sri Lanka’s favour. The agreement regarding RoO required a 35 per cent domestic 
value addition, or even less (25 per cent) when Indian inputs comprised 10 per cent. 
Further, Sri Lanka maintained its freedom to not grant tariff concessions for high-duty 
imports such as automobiles, even if these products were of export interest to India 
(Kelegama and Mukherji, 2007). 
 
Table 16: Tariff Liberalisation Programme (TLP) at HS-6-digit Level  
India-Sri Lanka Free Trade Agreement 

  
Negative list  India  419  
 Sri Lanka  1180  
Immediate 
zero duty  

India  1351  

 Sri Lanka  319  
   

   
TLP  India  50, 75, 100% reduction 

over 3 years  
 

Sri Lanka  70, 90, 100% reduction 
on 889  

  items over 3 years; 35, 
70, 100% reduction on 
the rest over 8 Years 

   
 
Source: Weerakoon, D. and J. Thennakoon (2008), pg. 6. 
 
In addition, India granted Tariff Rate Quota (TRQ) also to products in the Indian negative 
list, viz. to tea, garments and textiles, with 50% tariff concessions to a fixed quantity of 
export of each of these products.56  

                                                 
56 A preferential market access of 50% for 15 million kg per annum in case of tea, 8 million pieces per 
annum, with the clause of minimum 6 million pieces containing fabric of Indian origin in case of 
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With the provision of duty free access to the Indian market as per the FTA, Sri 
Lanka’s exports to India accelerated sharply since 2003. The growing importance of 
India, as a market for Sri Lanka’s exports is evident from the fact that within a space 
of three years, by 2003, India became the third largest export destination, from being 
the sixteenth largest in 2000. In fact, India is the largest market for Sri Lanka’s 
exports, following the United States and The United Kingdom. 
 
In absolute terms, Sri Lanka’s export earnings to India increased from US$ 58 million 
in 2000 to US$ 700 million in 2006. According to Weerakoon and Thennakoon 
(2008), the growth in export earnings to India has far outstripped total export earnings 
for the country since 2001. That in turn, has helped in closing the trade gap between 
the two countries in favour of Sri Lanka (Table 17).  
 
Table 17: Sri Lanka–India Bilateral Trade – 1999-2006 (in million US $) 
Year Sri Lanka's Imports from

India 
Sri Lanka's Exports to
India 

Trade Balance 

1998 539.33 37.69 -501.6 
1999 511.6 48.62 -463.0 
2000 600.14 58.03 -542.1 
2001 601.48 71.99 -529.5 
2002 832.07 170.58 -661.5 
2003 1076.16 245.05 -831.1 
2004 1439.15 391.51 -1047.6 
2005 1835.43 566.41 -1269.0 
2006 2268.46 700.04 -1568.4 
    
Source: IMF DOTS, 2006 
  
Measured in terms of share, while India’s share in Sri Lanka’ imports has nearly 
doubled in the period 1999 to 2005, the share of  India in Sri Lanka’s total export to 
the world has increased by nine times, from a mere 1.1% in 1999 to 9.1% in 2005 
(Chart 27).  
 
Chart 27: Share of India in Sri Lanka's Total Export and Import 
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garments. In case of textile a preferential duty margin of 25% was granted with no quota restrictions 
(Weerakoon and Thennakoon (2008), pg. 6.  
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Thus over time, India has become important not only as a source of imports by Sri 
Lanka, but also as a destination for Sri Lanka’s exports in the period from 1999 to 
2006.  
 
 
SRI LANKA’S COMPOSITION OF TRADE WITH INDIA 
 
IMPORTS 
The commodity composition of Sri Lanka’s import from India in the period from 
1999 to 2005 (years for which data is available in UN COMTRADE), shows that it 
consists of a wide variety of products, with vehicles and components, non-electrical 
machinery, cotton threads and yarns, cereals and petroleum products, together 
accounting for 45 per cent of total imports of Sri Lanka from India in the period from 
1999 to 2005.  
  
The change in the import composition, best exemplified by dividing the period into 
two sub-periods in accordance with the timing of the boom in Sri Lanka’s export to 
India, shows that while petroleum products (oil and mineral fuels) have become the 
most important imports in the second period, the share of vehicles and components 
(motor cycles and other diesel and non-diesel vehicles) too have gone up 
significantly. At the same time cereals, pharmaceuticals, pulses, cement, fish, plastic 
and articles thereof, paper and paper board, articles of paper, man-made filaments, 
articles of apparel and clothing accessories, iron and steel and articles, too have 
become significant in Sri Lanka’s imports from India57 (Chart 28).  

Chart 28: Composition of Sri Lanka’s Imports from India: 1999-2002 and 2003-
2005 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
Source: UN Commodity Trade Statistics 
 
Interestingly, the products which have become the major items of Sri Lanka’s imports 
in the second sub-period are also the main items of Sri Lanka’s imports from the 
world. Commodities like mineral fuels/oil, vehicles and components, non-electrical 
machinery, have been the top-3 imports of Sri Lanka from the world, even before 
India became a major import partner. The growing synchronisation in Sri Lanka’s 

                                                 
57 Weerakoon, Dushi and Jayanthi Thennakoon (2008),  pg. 15 and  Mehta and Narayan,( 2004), RIS, 
pg. 20.  
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import from India and its overall imports from the world shows that India has 
increasingly become an alternative source of main items of Sri Lanka’s imports.  
 
The increasing diversification of imports as well as increase in the number of products 
imported from India, also explain the growing importance of India as an import 
partner for Sri Lanka.  
 
EXPORTS 
 
Analysis of the commodity composition of Sri Lanka’s exports to India reveals a visible 
shift from agricultural to manufacturing goods. Even till 2002, agricultural products like 
coffee, tea etc., edible fruits accounted for nearly one-third of Sri Lanka’s total exports to 
India. In the period since 2003, on the other hand, the commodity groups, copper and 
articles thereof and vegetable oil (mainly vansapati) have become the mainstay of Sri 
Lanka’s exports to India. Interestingly, the exports of technologically advanced commodity 
groups like electrical, electronic equipment and non-electrical machinery too have 
registered tremendous rise in value terms between the two sub-periods, even though the 
share of non-electrical machinery has gone down somewhat in the second sub-period 
(Chart 29). Further, the number of items exported by Sri Lanka to India too increased from 
505 to 1,06258.  

Chart 29: Composition of Sri Lanka’s Exports to India: 1999-2002 and 2003-
2005 

 
 
Source: UN Commodity Trade Statistics 
  

As pointed out by Mukherji et al., 2002; Kelegama and Mukherji, 2007, the tremendous 
rise in the exports of copper products and vanaspati oil to India has been possible mainly 
because of the tariff preferences extended to these products under the bilateral FTA.59 At 
the same time, the momentum in Sri Lanka’s exports to India appears to have also spilled 

                                                 
58 Kelegama, S. and Indra Nath Mukherji (2007), India-Sri Lanka Bilateral Free Trade Agreement: Six 
Years Performance and Beyond, RIS-Discussion Paper # 119, pg.5 
59 Kelegama, S. and Indra Nath Mukherji (2007), “India-Sri Lanka Bilateral Free Trade Agreement: Six 
Years Performance and Beyond”, RIS Discussion Paper no. 119, pg. 5 and Kelegama (2009), 
“Deepening South Asian Economic Integration in an Era of Crisis: Role of SAARC, RIS, ERIA etc. 
conference presentation.  
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over to export of products not directly offered preferences.60 This is evident in the fact that 
even exports of products in the negative list of India, namely, categories related to plastics, 
rubber articles, pulp of wood, scrap of paper, and textile and textile articles have gone up.  
 
Further, a number of new products value-added tea, sausages, biscuits, chocolates, 
ceramics, furniture, metal products, footwear, wooden toys, memory chips, machinery 
and mechanical appliances, and herbal products have entered Sri Lanka’s exports to 
India.61  
 
However, despite the increased diversification of Sri Lankan exports to India, what 
cannot be denied is that a large share of its exports is concentrated in a handful of 
industries. In 2005, for instance, of the main Sri Lankan exports to India, copper and 
copper products and vegetable fats/oil (26 per cent), together accounted for 54% of 
total exports to India while aluminium wire etc. (8 per cent), spices, mainly cloves, 
pepper (6 per cent), and electrical machinery and equipment (5 per cent) and other 
commodities accounted for the rest. Further, these two exports are products with low 
value-addition and high import content62. As a result, the increase in exports of these 
products is perhaps more a case of “trade diversion” where these products are being 
pushed to India from ASEAN countries through Sri Lanka”, rather than increase in 
exports of products in which Sri Lanka has comparative advantage”. 63 
 
In all, the remarkable rise in Sri Lanka’s exports to India is still based on a few 
sectors accounting for abnormally high portion of exports. No doubt, there has been 
some diversification along with entry of new goods in the export basket, but these 
products are yet to become the drivers of export growth.  
 
In this context it is important to mention that Sri Lanka’s main items of exports to the 
world, like readymade garments (RMGs) and tea, have not gained a foothold in the 
Indian market. Apparently, less than 1 per cent of the quota of the 8 million pieces of 
garments (including 2 million pieces without the conditionality of having used Indian 
fabrics), on which Sri Lanka gets preferential tariffs is being utilised at present. In 
case of tea too, a meagre 2.7 of the quota of 15 million kg per annum, accounting for 
less than 1% of Sri Lanka’s total tea export have been utilised. Apparently, various 
non-tariff barriers imposed by India, have restricted the export of these products. 64 
 
Investment Links in Goods 
While the bilateral FTA has induced the accelerated flow of bilateral trade between 
the two countries, the emergence of Sri Lanka as a lucrative avenue for Indian 
investment also contributed significantly to the rapid rise in Sri Lankan exports to 
India. While the inflow of direct investment from Indian companies began in the 
wake of Sri Lanka’s economic liberalization programme during the 1980s, since 2000 

                                                 
60 ibid, pg. 20. 
61 See above cited, pg. 16, for a similar finding. 
62 Kelegama, S. and Indra Nath Mukherji (2007), “India-Sri Lanka Bilateral Free Trade Agreement: Six 
Years Performance and Beyond”, RIS Discussion Paper no. 119, pg. 25 
63 Pal, Parthapratim and M. Dasgupta (2008), “Does a Free Trade Agreements with ASEAN Make 
Sense?” Economic and Political Weekly, November 15, pg 11. 
64 In case of readymade garments, non tariff barriers like specific taxes imposed, have made Sri Lankan 
garments uncompetitive in price terms. See Kelegama, S.and Indra Nath Mukherji (2007),  pp. 23-27 
for more details.  
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there has been phenomenal increase in the number of Indian projects operating in Sri 
Lanka.  
 
A major portion of Indian ventures has been set up, with a view to take advantage of 
the duty free access to the Indian market. Such investment flows is also believed to 
have contributed in promoting entry of products made in Sri Lanka to the Indian 
market. The prominent sectors attracting Indian investment were in copper, 
vanaspathi, bakery shortening/ margarine and marble industries. 
 
India is now amongst the top foreign investors in Sri Lanka (following Singapore, UK 
and Australia) from being in ninth position in 2001 (Kelegama and Mukherjee 2007). 
What is noteworthy is that India has reached this position within a very short span of 
time.  In 2006 Indian investment accounted for more than 6.5 per cent of total FDI 
inflow in Sri Lanka. Further, Sri Lanka’s access to the Indian market, together with its 
conduciveness to investment, has attracted more third-country investors (Kelegama 
and Mukherji, 2007). 
 
Evidence suggests that India -Sri Lanka FTA has not only led to substantial expansion 
of investment in both the countries from the partner country, sectoral composition of 
investment has also been subject to diversification. According to Weerakoon and 
Thennakoon (2008), whilst investment in the food and beverages sector accounted for 
nearly 77 of total Indian FDI in manufacturing by the late 1990s, this had dropped to 
42 per cent by 2006. A key area of Indian manufacturing FDI more recently has been 
in the fabricated metals, machinery and transport equipment sector where the share 
had increased to 25 per cent (Table 18). In fact, the trade-FDI nexus is also said to be 
giving rise to opportunities for intra intra-industry trade. 65 
 
Table 18: Estimated Investment from India in Sri Lanka’s Manufacturing Sector  
 As at end 1999 As at end 2006 
 No. of 

Projects 
Investment 
(SLRs mn)a 

Sectoral 
share of 
total 
FDI from 
India 

No. of 
Projects 

Investment 
(SLRs mn)a 

Sectoral 
share of 
total 
FDI 
from 
India. 

Food, beverages & 
tobacco 

2 621.3 77 6  2654.1  41.6 

Textile & clothing & 
leather 
products 
 

2  24.9  3.1 4 545.3  8.6 
 

Wood & wood 
products  

1  
 

1.6  0.2  3  99.1  1.3 

Paper & paper 
products  

1  7.4  0.8  
 

1  32.0  0.35 

Chemical, petroleum, 
rubber and 
plastic products 
 

4  
 

134.1  16.7  9  427.4  6.6 

Non metallic mineral 
products  

1  10.0  1.25 7  432.2  6.9 
 

Fabricated metal 
products, 
machinery & transport 

   17  1567.8  25 

                                                 
65 Weerakoon and Thennakoon (2008). 
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equipment 
 
Manufactured 
products, n.e.s  

   6  621.9  9.6 
 

Total  
 

11  799.3   53 6379.8  

Source: Author’s own calculation based on Weerakoon and Thennakoon (2008)  
 
One specific example relates to the increasing attention being shown in Sri Lanka’s rubber 
sector. Sri Lanka has large reserve of natural rubber and is a net exporter. The large influx 
of Indian made vehicles is said to have created opportunities for firms to supply rubber 
products, such as tyres, for these vehicles. While joint ventures are already in operation in 
ancillary products like tyres, apparently plans are on the anvil to set up assembly operations 
in Sri Lanka as well.66 In other words, there are indications of the trade-FDI nexus leading 
to possibilities of developing intra-industry trade and thereby creating conditions for a 
stronger and sustainable integration.  
 
There has also been some increase in Sri Lankan investment in India, particularly in the last 
few years. Food processing, furniture, textiles, are among the prominent Sri Lankan 
investments in India.  Companies like Ceylon Biscuits, Damro and Brandix are some of the 
major Sri Lankan investments in India.  
 
Summing up 
 
Comparison of the pattern of integration of Bangladesh and Sri Lanka’s integration 
with India, shows that the degree and the nature of integration are very different from 
one another. In the case of Sri Lanka, India has not only become a major source of 
imports, but has also become an important market for Sri Lanka’s exports. For 
Bangladesh on the other hand, India has remained important mainly as a source of 
imports and less as a market.  
 
While Bangladesh-India trade cooperation has remained tied to the less successful 
SAPTA/SAFTA, other factors, like the exchange rate moving in favour of India, 
poorly developed infrastructure, and high transaction costs have acted as further 
impediments to Bangladesh’s exports to India. The India-Sri Lanka cooperation on 
the other hand has moved beyond the SAARC trade agreement to forge mutually 
beneficial closer economic relations. This has not only helped increase Sri Lanka’s 
exports to India, it has also considerably altered the composition of Sri Lanka’s export 
basket. In particular there has been a significant shift towards exports of manufactured 
products. In addition, there has been strong build up trade-FDI nexus.  
 
In contrast to this, India has not only remained a small market for Bangladesh’s total 
exports, even the commodity composition of exports has not exhibited much 
dynamism. FDI from India to Bangladesh too has been sporadic. This shows that even 
with countries for which India is a major trade partner, there is little uniformity in the 
pattern and the nature of the countries’ integration with India.  
 

                                                 
66 Kelegama, Saman (2009), “Deepening South Asian Economic Integration in an Era of Crisis: Role 
of SAARC”, Presentation at RIS organised conference on Financial Crisis, Global Economic 
Governance and Development: Response of Asia and Global South, February.  
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This raises the question whether the differences in the nature of integration can be 
attributed to the differences in the nature of the trade agreements between the 
countries and whether trade agreements could provide the answer for enhancing 
integration. While one could be tempted to ascribe the export success of Sri Lanka to 
India to the India-Sri Lanka FTA, what needs to be kept in mind is that a significant 
part of it is ‘trade deflection’ rather than ‘trade creation’ which makes this success 
precarious. In particular, developments like the India-ASEAN FTA could 
significantly alter the current nature and extent of Sri Lanka’s integration with India. 
In short, while the ISFTA has played a role in enhancing the extent and nature of Sri 
Lanka’s integration with India, its role remains limited so far as sustainability of the 
integration in the present form is concerned. Thus unless the FTA results in a change 
in Sri Lanka’s export structure comprising mainly of commodities domestically 
produced in Sri Lanka, the FTA alone would not help in furthering the integration 
achieved so far. In the event of that not happening, Sri Lanka’s integration with India 
could very well mirror the nature of Bangladesh’s integration with India. Finally, 
based on the analysis of the nature and extent of integration one can perhaps surmise 
that India has not followed any particular strategy of increasing its influence in 
developing Asia including in the sub-regions or countries where it plays relatively 
more important role.     
 
Impact of Global Financial Crisis on India’s Integration with Developing Asia: 
Challenges and Opportunities 

The above discussion regarding the extent and nature of developing Asian countries 
integration with India and the impact of India’s rising presence in countries where 
India is a significant player, has been mainly with regard to the period from 1998 to 
2007. The global financial crisis originating in the developed countries in late 2008 
and its impact on developing countries, is likely to have several implications on the 
pattern of India’s integration with the world and with developing Asia. Therefore, in 
this section we attempt to look at this issue in detail.  
 
The sharp and almost immediate impact of the global financial crisis on the 
developing world has laid bare the myth of ‘decoupling’ of these countries from 
developed countries. The argument put forth by the proponents of ‘decoupling’ was 
that developing countries, especially India (and China) are now delinked from the 
west and have the ability to chart their own autonomous growth trajectories. However, 
the almost synchronized and similar trends of sharply declining growth rates of GDP 
in India with that of the advanced countries, despite being relatively less integrated 
with the world economy, only reinforces the myth of ‘decoupling’ (Chart 30).  
 

Chart 30: Growth Rate of GDP of various Regions of the World 
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Source: World Economic Outlook, April 2009, IMF 
Note: Figures for 2009 and 2010 are projections 

 

While it is true that India has been relatively less integrated with the world economy, 
the recent high growth of the Indian economy was largely dependent upon greater 
global integration. The boom in the recent past was to a large extent, driven by credit-
driven consumption spending by the better-off segments of the economy and booms 
in real estate and the stock market. The retail credit boom was made possible through 
internal financial deregulation. The stock market boom was largely driven by 
increasing integration with the global financial markets and the attendant surge in 
inflow of foreign portfolio investment. While this kind of growth through debt 
financed housing investment and private consumption of a relatively small segment of 
the population had already reached its limit (reflected in the deceleration of growth by 
early 2008 itself) even before the global crisis had begun to impact the economy 
directly, the global crisis worsened the prospects of growth of the Indian economy 
further (Chandrasekhar and Ghosh, 2009).67 
  
The immediate impact of the crisis and the ensuing slowdown in northern markets 
was felt through the sharp deceleration in India’s merchandise exports. The adverse 
impact of the crisis on merchandise exports was visible by end of 2008 and the fall in 
exports has continued since then (Table 19)  
 
 Table 19: India's Merchandise Trade: April-August (US $ billion) 
Items  2008‐09R  2009‐10 P 

April‐August 
Exports  93.0 

(52.3) 
64.1 
(‐31.0) 

Imports  153.7 
(52.1) 

102.3 
(‐33.4) 

Oil Imports  53.7 
(86.6) 

28.3 
(‐47.4) 

                                                 
67 Ghosh, Jayati and C. P. Chandrasekhar (2009), “The costs of ‘coupling’: the global crisis and the 
Indian economy”, Cambridge Journal of Economics, 33(4):725-739; doi:10.1093/cje/bep034). 
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Non‐Oil Imports  99.9 
(38.4) 

74.0 
(‐25.9) 

R: Revised. P: Provisional 
Note: Figures in parentheses show percentage change over the corresponding period of the previous 
year. 
Source: RBI Monthly Bulletin, November 2009 
 
While exports of services (which accounted for a large part of export growth in India), 
continued to increase, some have argued that this buoyancy is likely to be more 
because of a lag in the effects of the global crisis on net services exports from India. 
Or in other words, the slowdown in services exports of India is yet to surface since 
contracts in software and Business Process Outsourcing services are typically signed 
for long periods. As a result, the impact is likely to get reflected at the time of the 
renewal of existing contracts and the signing of new contracts (Chandrasekhar and 
Ghosh, 2009).68 
  
 Similarly, inflow of remittances from abroad, which also played an important role in 
demand generation, too is likely to decline, albeit with a lag effect.  A rising share of 
remittances since the mid-1990s came from the US and other developed countries 
because of the growing number of short-term migration of software and IT-enabled 
services professionals for providing onsite services. The decline in remittances inflow 
because of fall in such overseas employment is also likely to impact the Indian growth 
process adversely (Chandrasekhar, C. P., 2009).69 
 
Other than the trade route, flow of cross-border capital is the other channel through 
which the effects of the global crisis are being felt in India. The large inflow of capital 
(especially the portfolio variant) in the preceding boom had resulted in asset-price 
inflation and had also, to an extent, helped finance the investment boom underlying 
India's growth acceleration. With the onset of the international crisis, there was a large 
outflow of portfolio capital - to the tune of nearly $56 billion net outflow in the period 
April-December 2008- from India. The resultant meltdown of India’s stock markets, 
affected not just stock market valuations but also the external reserve position and the 
exchange rate with the rupee depreciating by more than 30 per cent vis-à-vis the US 
dollar in the year to March 2009.70 While net outflows under portfolio investment, 
banking capital and short-term trade credit was considered to be the main reason 
behind this, falls in foreign direct investment and external commercial borrowings 

inflows also contributed to the outflow. As a result, by the end of 2008, for the first 
time in many years, the capital account turned negative. This coupled with the rising 
current account deficit led to an overall balance of payments deficit for the October – 
December 2008 period and thereby a decline in foreign exchange reserves of India. 
 
While the trend of outflow of portfolio capital and the decline in foreign exchange 
reserves have reversed to some extent since then, they remain well below their levels 
in 2007 and are likely to remain volatile and unstable in the near future. As a result 
                                                 
68 ibid. 
69 A 2006 study by the Reserve Bank of India shows that, region-wise North America and Europe 
accounted for nearly 58 per cent of the total remittances to India during this period. See Chandrasekhar, 
C. P. (2009), “Sending the Money Home”, available at www.macroscan.org/cur/sep09/cur150909Money.htm 

70 Ghosh, Jayati and C. P. Chandrasekhar (2009), “The costs of ‘coupling’: the global crisis and the 
Indian economy”, Cambridge Journal of Economics, 33(4):725-739; doi:10.1093/cje/bep034). 
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the global financial crisis that affected the Indian economy in several ways: capital 
flows declined; capital market valuations remained low; industrial production growth 
slackened; export growth turned negative; and overall business sentiment deteriorated, 
are likely to continue (Chhibber, Ajay, Jayati Ghosh and Thangavel Palanivel, 
200971). This was also the time import demand growth, which remained robust till the 
second quarter of 2008-09, collapsed to a single digit level in the next quarter, 
followed by a substantial decline in last quarter of 2008-09 (-27 per cent), moving in 
tandem with the slowdown in the domestic industrial demand and the sharp decline in 
international crude oil and other primary commodity prices. As a result, not just 
exports, but even imports declined, with the pace of decline in imports outpacing that 
in exports. Later, the turnaround in FII inflows and weakening of the US dollar in 
international markets, saw the rupee appreciate against the US dollar during 2009-10 
up to mid-August (RBI Annual Report, 2009), which therefore hit exports even more. 
In short, the international crisis went on to intensify the otherwise expected 
moderation in India’s growth. 
 
While the above refers to the impact of the global crisis on the Indian economy, it is 
necessary to also look at the impact of fall in India’s growth and the attendant 
deceleration in India’s imports and outward investment, on countries of developing 
Asia. As the charts given below show the slowdown in India’s import demand has 
impacted the non-oil exporting (i.e. excluding West Asian countries) developing 
Asian region relatively less compared to the developed regions of EU and North 
America (Chart 31).  
 
Chart 31: Share of Various Regions in India’s imports after the crisis 

  
Source: Calculated from data available at Ministry of Commerce and Industry, GOI. 
 
Looking at the sub-regions within developing Asia makes clear that while the share of 
West Asian countries (mainly UAE) which are also the oil-exporting countries in 
India’s imports, have gone up, that of northeast Asia and central Asian countries too 
have gone up, albeit marginally. While there are likely to be some variation in the 
share of various countries within each sub-region, what this perhaps indicates is that 
at an aggregate level, the integration with developing Asia, at least in import demand, 
has not slackened much (Chart 32).  
 

                                                 
71 Chhibber, Ajay, Jayati Ghosh and Thangavel Palanivel, (2009), “The Global Financial Crisis and the 
Asia-Pacific region; A Synthesis Study Incorporating Evidence from Country Case Studies”, UNDP 
Regional Centre for Asia and the Pacific, November. 
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Chart 32: Share of Various Sub-regions of Developing Asia in India’s imports 
after the crisis 
 

 
Source: Calculated from data available at Ministry of Commerce and Industry, GOI. 
 
However, the integration through investment, specifically the recent rise in Indian 
investment in developing Asian countries seems to have got curtailed in the aftermath 
of the global financial crisis. While during 2008-09, total FDI outflows from India 
declined by 15 per cent, direction of India’s outward FDI proposals indicate that 
Singapore, the Netherlands, Mauritius and the US continued to be the leading 
destinations in 2008-09. Further, the share of all other countries, which includes 
developing Asian countries, has reduced further as compared to their share a year 
earlier (Chart 33).  
 
Chart 33: Direction of India’s Outward FDI after the global crisis 
 

 
Source: Indian Investment Abroad in Joint Ventures and Wholly Owned Subsidiaries: 2008-
09 (April-March), RBI Monthly Bulletin, July 2009 
 
While it is too early to predict the future direction of India’s trade with the world, 
what is clear is that India’s integration with developing Asian region, at least in terms 
of the region’s share in India’s imports has not got affected drastically. It is therefore 
possible that even in the future, the scenario is not likely to change drastically. 
Further, given the collapse of imports in the developed countries, especially the 
United States, which may well persist for several years and therefore cannot be relied 
upon to buoy India’s exports, greater trade integration with developing Asia may 
become an important avenue for future economic expansion. And the current situation 
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in the world market, the relatively lesser downturn in most Asian economies provides 
the perfect opportunity for diversion of trade to other markets.  
 
But while more focus on greater integration with Asian countries may help India’s 
trade and investment, the global financial crisis has once again brought to the fore the 
limitations of relying of export-led strategy of growth. This, therefore, requires a shift 
towards domestic demand led growth. Or in other words, for large countries like 
India, it is the home-market which has to be the mainstay of growth. Further, given 
that trade (imports) and investment ultimately depends on a robust domestic economy, 
the rate of growth of the Indian economy would also play an important role in 
determining the extent of India’s integration with developing Asian countries in the 
years to come. Whether this (sustaining domestic demand) is possible in a sustained 
way is yet to be seen.  
 
In Lieu of a Conclusion 
 
Drawing together the threads of some the arguments posed above, it is clear that India’s 
increasing presence in the world economy and its growing integration with developing 
Asian countries has had very different kinds of impacts on different regions of Asia. In the 
case of the most of the South-East Asian economies, India has not yet made a large impact 
on their trade. There are, however, some initial signs of India becoming an important 
market for select commodities exported by the South-East Asian economies. Further, intra-
industry trade in automobiles, iron and steel products has also perhaps increased somewhat. 
At the same time, integration through capital flows from India, though very small in terms 
of share in FDI inflow into these countries, too seem to have increased in recent years.  
 
In the case of the South Asian economies, India has been more important as an import 
partner, especially in the case of Bangladesh. For Sri Lanka, however, integration with 
India has also led to large increase in export earnings as well as diversification of exports. 
Increase in exports has been accompanied by strong investment linkages, helping to expand 
exports further.  
 
It is thus clear that India’s integration, except for a few South Asian economies, is in a 
nascent phase. In fact, looking at the extent of India’s integration with the developing 
Asian region, it would not be incorrect to surmise that India has not followed any 
particular strategy of increasing its influence in developing Asia including in the sub-
regions or countries where it plays relatively more important role.  It is only recently 
that India has actually begun to take regional integration more seriously.   
 
In this context, it seems that the exceptionally high rate of growth in trade and 
investment with the South-East Asian region in the last few years, although small, is 
perhaps an indicator of the strong potential for future integration. The recently signed 
India-ASEAN FTA is also expected to increase the level of integration between India 
and the economies of the South-East Asian region. In fact, India-ASEAN FTA is also 
likely to change the character of India’s integration with the region as a whole. This is 
particularly true for Sri Lanka since a large part of its export success (to India) has 
been driven by two products- vanaspati and copper articles. Sri Lanka is heavily 
dependent on imports from South-East Asian economies for its export of these 
products. Since there is a strong possibility that Sri Lanka merely provided a channel 
for ASEAN countries to push these products into India, the India-ASEAN FTA could 
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pose significant challenge for Sri Lanka to be able to sustain its exports to India. That 
in turn could also alter the nature and pattern of integration witnessed thus far.  
 
The change in the dynamics of integration aside, what is perhaps more important is 
the potential for future integration of India and developing Asian countries. Among 
other things that would necessitate a more clearly envisaged strategy aimed at 
enhancing integration with this region. Other than this, a lot depends on whether India 
can sustain its high growth path in the aftermath of the global financial crisis. 
Recession in the major markets of India’s exports, both merchandise and services has 
considerably lowered India’s export earnings. Given that increased protectionism in 
these countries is not likely to come down any time soon, there are thin chances of 
exports reaching the heights it had witnessed earlier. In this scenario, India has to 
depend even more on domestic market and demand to spur growth. Whether or not 
that can happen is of course is open to debate.  
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IV 

 
Impact of China and India’s Emergence on Developing Asia: A case study 

of Thailand 
 

 

1. Introduction 

This chapter presents a case study of Thailand’s trade and investment relations with China 
and India, to throw light on some implications of the rise of their economic power for other 
Asian developing economies. 

China’s trade relations with the Association of Southeast Asian Nations (ASEAN)1 as a 
whole began to increase gradually from the early 1990s. But, as we saw in the earlier chapter, 
China’s share in ASEAN’s total exports and imports increased rapidly especially from 2002 
onwards to reach about 9% and 12% respectively in 2007. On the other side, although the 
share of ASEAN-52 in China’s total exports increased only marginally (from 6.1% in 1995 to 
6.4% in 2007), ASEAN showed a definite gain in China’s import market share from 7% in 
1995 to 9.4% in 2007. Among ASEAN-5 countries, while Singapore did not show any 
significant change in its share over this period, the Malaysian share nearly doubled from 
1.6% to 3%. Simultaneously, it was Thailand followed by the Philippines, which gained in 
shares in China’s import market. In 2007, the Philippines and Thailand had shares of 2.4% 
each. Thailand is the third largest exporter and importer within ASEAN after Singapore and 
Malaysia and clearly its trade with China has grown very significantly. Thailand has been 
chosen for the case study rather than Malaysia or the Philippines since China and Thailand 
also share deep involvement in the Greater Mekong Sub-region (GMS) comprising of the 

                                                 
* The author acknowledges her gratitude to Dr. Chackrit Duangphastra, Director of the Bureau of Asian Affairs, 
Department of Trade Negotiations, Ministry of Commerce; Ms. Kejpiroon Kate Kohsuwan, Main Negotiator for 
Services and Investment for the India-Thai FTA Negotiations, Department of Trade Negotiations; Prof. 
Suthiphand Chirathivat, Professor, Chulalongkorn University; Mr. Nattawuth Udayasen, Vice president of 
Italian-Thai Development Public Company Ltd. and Member of the Committee on Thai-India Business Council 
on behalf of the Board of Trade of Thailand; Dr. Pavida Pananond, Professor, Thammasat Business School, 
Thammasat University; Dr. Vachira Arromdee, Director of International Economics Department, Bank of 
Thailand; Dr. Sakkarin Niyomsilpa, Chief of Research Division, International Institute for Trade and 
Development (ITD), Chulalongkorn University; Ms. Dorothy Guerrero, Focus on the Global South; Dr. Mia 
Mikic, Trade and Investment Division, UNESCAP; and Dr. Bonggot Anuroj, Director of Investment Marketing 
Bureau and Mr. Seksan Ruangwohan, Director, Investment Promotion Bureau 3, (Electronics & Electrical 
Industries), Board of Investment (BOI) for sharing information and perspectives through interviews, to Jacques-
Chai Chomthongdi at Focus on the Global South, Thanee Chaiwat, Chulalongkorn University and Deepanwita 
Dutta at the IDEAs Secretariat for their immense support for the interviews, to Duangporn and Angsupalee of 
the Bank of Thailand for support with data, and to Prof. C.P. Chandrasekhar, Prof. Jayati Ghosh and Dr. Murali 
Kallummal for critical comments and suggestions that helped improve this chapter immensely. However, the 
responsibility for the errors and omissions lies with the author alone. 
1 The original six ASEAN members are Indonesia, Malaysia, the Philippines, Singapore and Thailand all of 
which joined in 1967, followed by Brunei Darussalam in 1984. The newer ASEAN members are Vietnam (that 
joined in 1995), Laos and Myanmar (1997) and Cambodia (1999). 
2 Indonesia, Malaysia, the Philippines, Singapore and Thailand. 
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four less developed countries in Southeast Asia, namely Myanmar, Cambodia, Laos and 
Vietnam. 

It should be remembered that after the focus of national policies in the older Southeast Asian 
countries shifted to export-oriented economic growth from the mid-1980s, these countries 
typically came to follow a growth strategy that was primarily dependent on foreign direct 
investment (FDI)-driven exports. By the early 1990s, gross FDI across the four large ASEAN 
countries (Indonesia, Malaysia, Singapore and Thailand) had come to be concentrated in 
specific manufacturing sectors such as electrical and electronics products, transport 
equipment, chemicals and petrochemical products, apart from food processing, footwear and 
paper & paper products. Since there was substantial two-way trade or intra-industry trade 
(IIT) within these broad product categories because of the leading multinational corporations 
(MNCs)’ production distribution or division of labour strategies in the region, these industry 
categories dominated ASEAN members’ intra-regional trade in 1993 (that is, before the 
effect of ASEAN Free Trade Area (AFTA) materialised), as well as ASEAN’s trade with 
East Asian countries.3 This has been the most visible in the electrical machinery sector, in 
which some of the South East Asian and East Asian economies, including Thailand, have 
become heavily dependent. By the mid-1990s, China had also been drawn into these East 
Asian-wide production networks because of its own export-oriented liberalisation policies. 
This integration had already been quite significant by the time of China’s entry into the 
WTO. The increasing MNC-led trade integration between China and Southeast Asia was 
cemented institutionally soon after China’s accession to the WTO, by the ASEAN-China 
Framework Agreement on Comprehensive Economic Cooperation signed in November 2002. 
The ASEAN-China Free Trade Area (ACFTA), which came into being in 2004, agreed to 
conclude an FTA between the older ASEAN states and China by 2010 and by 2015 for the 
newer ASEAN states.  

Economic relations between India and the Southeast Asian countries have also been growing 
gradually from a very low base after India’s liberalisation programme began in the early 
1990s. This has been aided to a large extent by the “Look East” Policy (LEP) initiated by 
India in 1991 to revitalize her historic civilisational and economic links, particularly with 
countries in Southeast and East Asia neglected during the cold war era. A more 
institutionalized relationship between the two partners was initiated with India being made a 
Sectoral Dialogue Partner of ASEAN in 1992, and a Full Dialogue Partner of ASEAN in 
1996. But, it was in 2002—with the first India-ASEAN Summit when India was presented as 
one of the major partners of ASEAN—that a new phase of multifaceted policy was launched. 
In October 2003, India and ASEAN signed the Framework Agreement on Comprehensive 
Economic Cooperation (hereafter ASEAN-India CECA) to create a Free Trade Zone (FTZ) in 
goods, to liberalise trade in services and to establish a free and transparent investment regime 
in the zone. In addition to the constitution of an FTZ that would create the world’s second 
largest free trade area after the ASEAN-China FTA, the signature of the CECA was 
considered as having a broader strategic and political significance.4  

Bilateral relations between India and Thailand began expanding before ASEAN came 
together as a grouping for greater engagement with India in the early 2000s. Both India and 
Thailand have been members of various regional economic cooperation initiatives such as the 
BIMSTEC (Bay of Bengal Initiative for Multi-Sectoral Economic Cooperation)5 since 1997 
                                                 
3 For a detailed discussion of the trade-investment linkages in the region, see Francis, Smitha (2004). 
4   See Henry, Lawrence (2007). 
5 The Bangladesh, India, Sri Lanka, Thailand Economic Cooperation (BIST-EC) was established by the 
Declaration of Bangkok in June 1997, followed by the accession of Myanmar in December 1997 making it 
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and the MGC (Mekong-Ganga Cooperation)6 since 2000. By the early 2000s, the 
convergence of the “Look East” and “Look West” policies of India and Thailand7 

respectively set the scene for increased bilateral economic interactions between the two 
countries. Parallel to the signing of the ASEAN-India CECA in October 2003, India and 
Thailand signed a Framework Agreement for Establishing a Free Trade Area by 2010 
(hereafter India-Thailand FTA) through the liberalization of trade in goods, services, 
investment and areas of economic cooperation8. Strategic regional initiatives on the part of 
India and ASEAN in the context of the growing economic prowess of India have thus played 
the key role in strengthening the economic relations between India and Thailand in the last 
few years.  

But, as many analysts have observed, India’s initiatives in the region including those with 
Thailand have been more in reaction to China’s already growing role in Southeast Asia. 
Further, despite the fact that the geographically proximate Thailand shares age-old bonds of 
political, economic and cultural interests with India and China, the economic relations 
between these two and those between China and Thailand have evolved differently due to: 
the closer integration of Chinese immigrants within Thai capital; the congruence in the FDI-
dependent export-led growth strategy followed by both China and Thailand since the 1980s; 
and the significantly larger role China has come to play in the global trade of both 
merchandise products and services compared to India. As mentioned in the Introduction, 
while the ratio of exports of goods and services to GDP reached 40% in 2006 in the case of 
China, for India it was significantly lower at 23%. On the other hand, Thailand’s exports 
accounted for some 65% of its GDP, reflecting the very high trade dependence of the Thai 
economy, unlike in the case of India. According to WTO’s International Trade Statistics 
(ITS, 2008), while India’s share in world merchandise exports and imports was still just over 
1 per cent in 2007, China’s share was approaching 10%.9 China also accounted for 3.7% in 
world commercial services exports and 4.2% of services imports in 2007. Although more 
comparable than in the case of merchandise trade, India’s shares in world services exports 
and imports in 2007 were also lower at 2.7% and 2.5% respectively. Clearly, the scale of 
China’s and India’s operations is at two different levels, particularly in merchandise trade. On 
the other hand, India’s and Thailand’s positions in global merchandise trade are quite similar. 

                                                                                                                                                        
BIMST-EC.5 It is based on the principle of open regionalism until the adoption of the projects to establish a Free 
Trade Area in 2017. BIMSTEC has identified six areas of focussed cooperation: trade and investment, 
technology, transport and communication, energy, tourism and fisheries. But the 2004 Summit emphasised the 
importance of the development of transport and communication infrastructure, hydropower and hydrocarbon 
projects. At that time, the Community took the name of Bay of Bengal Initiative for Multi-Sectoral Technical 
and Economic Cooperation (BIMSTEC). 
6 Mekong-Ganga Cooperation (MGC) was established on 10 November 2000 at Vientiane. It comprises of six 
countries namely, Thailand, Myanmar, Cambodia, Lao PDR, Vietnam and India. The emphasis is on four areas 
of cooperation namely, tourism, culture, education and transportation linkages as foundation for future trade and 
investment cooperation between these countries. 
7 Thailand’s Look West Policy was launched as a response to India’s Look East Policy, and it essentially seeks 
to develop strong bilateral ties, and identify potential markets and investment destinations. The geographical 
target of the LWP covers South Asia, the Middle East and Africa.  
8 Areas of economic cooperation include: trade facilitation; sectors identified for cooperation; and trade and 
investment promotion measures. 
9 In 2007, China was the world’s second largest exporter of merchandise products after Germany (9.5%) and the 
third largest importer (6.7%) following the US and Germany. While China’s share in world merchandise exports 
was 8.7% in 2007, its share in world merchandise exports minus intra-EU exports accounted for 11.8% in the 
same year. 
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In 2007, Thailand’s share in world merchandise exports and imports stood at 1.1% and 1% 
respectively, comparable to that of India.10 

Against this backdrop, in this chapter we attempt to understand the nature and degree of the 
impact of the growing economic power of India and China on Thailand by examining: 1) the 
nature of the trade and investment relations that have emerged between Thailand and these 
two big developing country powers in the region; 2) the implications of the emerging trade 
and investment patterns for Thailand; and 3) the possible future direction of these trajectories.  

This paper is organised as follows.  

The second section that follows looks at the nature of the growing trade integration between 
Thailand and China. It looks at: the extent of trade integration; the attendant changes in 
Thailand’s trade with its other trading partners; changes in the sectoral composition of 
bilateral trade; and the expansion in two-way trade. While Bank of Thailand’s data is used for 
examining Thailand’s sectoral data, the composition of bilateral trade is analysed using trade 
data from the United Nations’ Comtrade database based on the 1992 Harmonised System 
(HS) classification. An analysis of the unit import values of important products imported by 
Thailand from China at the 6-digit HS product level is also carried out to examine if China’s 
increased market share in Thailand was due to any price undercutting by China. For this, we 
identified the top import commodities (at the HS 6-digit level) with at least a one per cent 
share in total Thai imports from China and the trends in their unit import values were looked 
at, after deflating them using the import price index. An examination of the ASEAN-China 
FTA then follows to understand the role played by this agreement in the increased bilateral 
trade integration between Thailand and China. After examining the impact of the Early 
Harvest Program, the sectoral margins of preferences that Thailand obtained from China 
under the ACFTA are analysed in order to understand whether the tariff preferences under the 
FTA have been significant in influencing Thailand’s market access in China. The country-
wise tariff schedules available in the World Integrated Trade Solutions (WITS) database are 
used for this analysis.  

Section three looks at the competitive and complementary forces in the emerging bilateral 
relationship. Given the dominance of electrical machinery and machinery industries in 
Thailand’s overall trade and bilateral trade with China, this section focuses on how the 
increased trade integration with China has impacted these two sectors. It includes analyses at 
three levels: examining the changes in Thailand’s trading partners; changes in Thailand’s 
export performance; and changes in the composition of bilateral two-way trade and intra-
industry trade at the most detailed product level. The extent to which Thailand had been 
competing with China in the developed country markets and within China with other ASEAN 
countries is examined based on import market share analyses in the difference markets. In the 
context of the significant bilateral two-way trade that is observed in the electrical machinery 
and non-electrical machinery industries, the change in the relative position of Thailand in the 
production value chain of the major products involved in bilateral trade over the years is 
examined. A description of intra-industry (IIT) patterns is used for the purpose of gauging the 
sectoral similarity of different national economies, and as a proxy for the intensity of factor-
market adjustment pressures associated with trade expansion. But, based on recent progress 
in theoretical literature, IIT itself is divided into two parts: IIT in horizontally differentiated 
products and IIT in vertically differentiated products. We also examine whether the observed 
changes in trade competition got reflected in Thailand’s domestic production structure. This 

                                                 
10 In 2007, Thailand accounted for 0.9% and 1.2% of world commercial services exports and imports, 
respectively. 
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is done for selected products using Bank of Thailand’s domestic manufacturing production 
index (base 2000=100).  

Section 4 examines the bilateral investment flows between Thailand and China in detail in 
order to understand the role played by Thai and Chinese firms who invest in each other’s 
countries, in the observed trade dynamics. It also looks at the competition faced by Thai 
investors in the neighbouring countries.  

Section 5 moves on to understanding Thailand’s bilateral relations with India and begins by 
examining the trade relations between Thailand and India in the context of the India-Thailand 
FTA. After establishing changes in the sectoral composition of bilateral trade and expansion 
in two-way trade, the Early Harvest Scheme of the Indo-Thai FTA is analysed to examine its 
role in the observed changes in bilateral trade pattern. It is also seen whether India’s growth 
in trade and investment with Asian developing economies including Thailand, reflects any 
similarity with an FDI-led trade integration pattern, either bilaterally or regionally. The 
sectoral composition of bilateral investment relations are investigated and linked with 
information on individual companies’ investment projects and to the overall trade 
composition. This analysis also took up the investment trends emerging under ASEAN-India 
FTA in brief.  

Section 6 concludes by summing up the findings and arguments in the paper. 

2. Growing Trade Integration between Thailand and China 

2.1 Impact on Thailand’s Trading Partners 

Thailand’s trade with China has increased dramatically in the last few years. While 
Thailand’s share in China’s total exports increased to 1% and imports from Thailand 
increased to 2% of total Chinese imports in 2007, for Thailand, China has become the second 
largest trading partner. 

Absorbing nearly 10% of total Thai exports in 2007, China was the third most important 
export destination of Thailand (following the USA and Japan), up from 7% in 2004 (4% in 
2001). Apart from the USA, Japan and Singapore, who lost shares significantly from around 
2000-01,11 the EU countries like Netherlands, UK and Germany also got pushed down from 
the list of top export markets for Thailand. At the same time, even as Hong Kong, China and 
South Korea’s shares were maintained, Taiwan Province of China’s share declined.12 Further, 
the shares of Thailand’s exports to Malaysia, followed by Indonesia and Vietnam increased 
significantly.13 Thailand’s exports to Australia, India and the United Arab Emirates also 
began to increase even more rapidly and consistently.  

                                                 
11 Significantly, Singapore’s share, which had already registered a significant decline during 1995-98, unlike in 
the case of the US and Japan, once again dropped from 2002 onwards when China’s share started growing more 
rapidly. 
12 The data for the geographical distribution of Thailand’s trade is taken from the Bank of Thailand (BOT), 
which gives values for Taiwan Province of China separately, unlike in the case of the United Nations Comtrade 
database that is used for the analyses in the later sections. In the latter database, Taiwan Province of China 
province gets included in “Other Asia nes”.  
13 While the Philippines’ share in Thailand’s exports has hovered around 2% since 2004, those of Cambodia and 
Laos has increased since then to around 1% each. Thus, despite the sharp drop in Singapore’s share, since 2003 
ASEAN’s share in Thai exports has been maintained around 21-22%, which was the pre-1997 crisis level. 
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On the other hand, when it comes to Thai imports, China’s share was 12% in 2007, up from 
9% in 2004 (6% in 2001). It became the second single largest source of Thai imports, after 
Japan. Japan, the USA, Singapore and Taiwan Province of China, followed by Germany, UK 
and France have all lost shares in Thai import market since 1998. At the same time, Malaysia, 
followed by the UAE, Saudi Arabia, Indonesia, Myanmar, India and Qatar increased in 
shares. South Korea and Vietnam increased their shares marginally. On the other hand, after 
rising in the late 1990s, the Philippines’ share began falling from around 2001. Thus, there is 
clear evidence that parallel with Thailand’s increased trade integration with China, Thailand’s 
trade with the developed countries outside and within Asia (mainly Japan, Singapore and 
Taiwan Province of China) have declined in importance (and simultaneously trade with 
developing Asia has increased) significantly for both exports and imports. However, South 
Korea’s importance in Thailand’ trade seems to have increased.  

Meanwhile, although during 2002-07 Thailand’s exports to China grew faster than its 
bilateral imports14, given that Thai imports from China were already larger than its exports to 
that country, Thai trade deficit with China continued to rise and stood at more than $1 billion 
in 2007 (and nearly $4 billion in 2008 according to the Bank of Thailand data).15 Among 
Thailand's trading partners with whom it had a deficit, China's ranking jumped from 8 in 
2002 to 4 in 2008.  

2.2 Expansion in Two-way Trade 

The sectoral composition of Thailand’s trade shows that manufactured products comprise the 
majority of Thailand’s exports to China. According to the Bank of Thailand’s classification, 
their share increased from 65% during 1995-2001 to about 75% during 2002-07. The share of 
agricultural products declined from 25% during the first period, but they were still significant 
at about 18% during the second period.16 While fishery products were also significant during 
the first period, they lost out from 2000 onwards. Overall, the combined share of agricultural, 
fishery and forestry in total exports from Thailand to China declined from 32% during 1995-
2001 to 19% during 2002-07. However, the share of mineral products increased from 1% to 
about 6%. On the other hand, the share of resource-based manufactured exports17 declined 
from about 7% to 4% between the two periods and labour-intensive manufactured exports 
(comprising of garments, footwear, pearls, precious stones & jewellery and sport requisites) 
increased from 1% to 2%. Simultaneously, the share of the “high-technology” manufactured 
exports category went up from 55% to 67% between the two periods, with computers 

                                                 
14 Average growth rates in Thai imports from China and exports to China were at 16% and 11% respectively 
during 1997-2001. Although exports to China (36%) grew faster than imports (30%) during 2002-04, the gap 
between the two growth rates (at 28% and 26% respectively) narrowed during 2004-07. In post-crisis 2008, the 
trend again reversed to the pre-2002 period, with Thai imports from China and exports to China growing at 24% 
and 9% respectively. 
15 But some observers have pointed out that these figures of Thailand’s exports to China are underestimated. 
This is because some firms export to Myanmar and Laos first for re-exporting to China, because Laos and 
Myanmar enjoy the benefits of generalised system of preferences (GSP) from China.  
16 Product-wise data from the Bank of Thailand show that rubber (13%) and rice (9%) were Thailand’s second 
and third largest exports to China during 1995-2001. While rubber remained the second largest export during 
2002-07 also (11% share), rice dropped to the 12th rank (2% share). The second most important agricultural 
exports during 2002-07 were tapioca products whose average share stood at nearly 4% in the total during this 
period. 
17 These include sugar, molasses, canned fish, canned crustacean & others, canned pineapple, cement, rubber 
products, furniture & furnishing items. Within manufactured products, sugar was the single largest export 
product in 1995 with a share of 24% in the total. But, this dropped drastically from 1996 onwards. 
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becoming the single largest exports overall in the second period.18 It should however be noted 
that while mineral products grew the fastest during the 2002-07 period (from its low base), 
exports of agricultural products were growing nearly as fast as labour-intensive and “high-
technology” exports to China. 

When it came to Thai imports from China, electrical machinery & parts, computers & parts 
and mineral & metal products were the top-three categories. Chemicals & plastic materials 
and electronic parts were the next most important import categories.  

Thus, significantly, the bilateral trade pattern reveals a high level of two-way trade in 
electrical machinery & parts as well as machinery & parts.19 This becomes more evident 
when we look at the composition of bilateral trade using trade data from the United Nations’ 
Comtrade database based on the 1992 Harmonised System (HS) classification.20 As seen in 
the table below, several other sectors such as: plastic & plastic products; iron & steel; organic 
chemicals; optical, photo, technical, medical, etc. apparatus; and manmade staple fibres also 
exhibited growing two-way trade.  

Table 1: Major Export and Import Sectors in Thailand’s Trade with China, 2002-07* 
(Per cent share in the period total) 

Exports  Imports  
Description Share  Description Share  

Nuclear reactors, boilers, machinery, etc 24.3 Electrical, electronic equipment 30.0 
Electrical, electronic equipment 14.0 Nuclear reactors, boilers, machinery, etc 23.7 
Rubber and articles thereof 12.6 Iron and steel 6.9 
Mineral fuels, oils, distillation products, etc. 9.6 Articles of iron or steel 2.5 
Plastics and articles thereof 8.2 Plastics and articles thereof 2.4 
Organic chemicals 6.3 Inorganic chemicals 2.3 
Edible vegetables and certain roots and tubers 2.9 Cotton 2.0 
Wood and articles of wood, wood charcoal 2.4 Pearls, precious stones, metals, coins, etc 2.0 
Cereals 2.3 Miscellaneous chemical products 2.0 
Paper & paperboard, articles of pulp, etc. 1.1 Organic chemicals 1.9 
Optical, photo, technical, medical, etc. apparatus 1.0 Optical, photo, technical, medical, etc. apparatus 1.5 
Manmade staple fibres 1.0 Aluminium and articles thereof 1.3 
Iron and steel 1.8 Manmade staple fibres 1.1 
Edible fruit, nuts, peel of citrus fruit, melons 1.0   
Cumulative share of the above 14 categories 88 Cumulative share of the above 13 categories 80 
Other commodities 12 Other commodities 20 

Note: * Products that accounted for one per cent share or more during 2002-07 as a whole. 
Source: UNCOMTRADE Database 

When compared with Thailand’s trade with the world, bilateral intra-industry trade with 
China is observed to be the strongest in the machinery (HS 84) and electrical machinery 
industries (HS 85)—as in the case of other ASEAN-5 countries. Thailand’s global exports 
and imports are also heavily concentrated in the machinery and electrical machinery 
industries. But, it is seen that while the combined share of these two sectors in Thailand’s 
                                                 
18 Computer parts, plastic resin & products and chemical products followed by petroleum products, integrated 
circuits, transformers, generators & motors, base metal products, electrical appliances and parts of integrated 
circuits were the other most important “high-technology” exports. 
19 For ease of use, the industry group Nuclear reactors, boilers, machinery, etc (HS 84) under HS 92 

classification is referred to simply as ‘machinery & parts’ in this paper. 
20 HS 1992 classification was used for obtaining a longer time series than the HS 2002 series that begins only in 

2002. 
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total imports and exports in 2007 were around 33% and 36% respectively, in the case of 
Thailand’s bilateral trade with China, the combined share of electrical machinery & parts 
along with machinery & parts (dominated by computers & parts) was much larger at about 
49% of Thai imports from China and 43% of Thai exports to China. China became 
Thailand’s second most important import supplier for both these sectors in 2007, following 
Japan. On the other hand, it was the fourth largest export destination for Thailand in these 
sectors in 2007.  

In the context of this huge bilateral two-way trade, it is useful to examine Thailand’s trade 
balance with China in the various sectors. Notably, primary products and resource-based 
industries such as: rubber & rubber products; mineral fuels & products; edible vegetables & 
certain roots & tubers; cereals; wood & wood products; and paper, paper board & their 
products, all of which appeared among the top ten trade surplus sectors in 1998, continued to 
be in the list of top net export revenue earners in 2007. However, another resource-based 
category fish & other marine products dropped out of the list of top ten trade surplus sectors 
by 2004, although it still generated a surplus in 2007. The only major manufactured products 
among this list in 1998 were plastics & its products and machinery & parts. Plastics sector 
has continued to be the third or fourth largest net export revenue earner for Thailand in trade 
with China. However, the trade balance in the machinery & parts industry is interesting: it 
was the third largest surplus producer in 1998; was in deficit during 2001-2004; but by 2007 
it had reverted to a net surplus position. The third manufactured product in the list of top ten 
surplus sectors is organic chemicals, which recorded deficits in 1998 and 2001, but showed a 
surplus in 2004 that continued into 2007. 

On the other hand, electrical machinery & parts has consistently been the single largest 
deficit generating industry. This is followed by: iron & steel; inorganic chemicals; articles of 
iron & steel; cotton; pearls & precious stones; man-made staple fibres; and knitted or 
crocheted fabric. Aluminium & products as well as miscellaneous chemicals also entered the 
list of top ten deficit industries in 2004.  

Thus, most of the Thai export sectors that generated net trade surplus with China were either 
primary products or intermediates (except for computers), while deficit-creating sectors 
appear to suggest that most of the value added and final products generally fell on the 
Chinese side. This is reflected in Thailand’s growing overall trade deficit with China.  

2.3 Analysis of Unit Import Values 

It is clearly evident that Thailand has faced greater competition from China in its domestic 
market. In this section, we carry out a unit value analysis of Thailand’s trade with China at 
the 6-digit HS product level in order to understand whether the frequent allegation made 
against China that it has increased its market share by subsidising its exports, can be validated 
in the case of its exports to Thailand. A falling trend in the unit value of Thai imports from 
China will support such an argument. Excellent infrastructural facilities in industrial areas 
and hidden state subsidies21 including through the involvement of state trading enterprises are 
believed to have enabled China to lower costs of production.22 On the other hand, the large 

                                                 
21 Many of the interviewees were of the view that because of some state subsidies, the Chinese cost of 
production has been increasing much slower than in countries like Thailand where the wage costs are rising. 
22 Recently, the EU and the US also accused China of subsidizing raw material costs for domestic producers 
through export quotas and taxes on raw materials such as phosphorous, coke, tungsten, etc. Restrictions on 
exports are considered an indirect subsidy to domestic producers of finished products since it lowers the prices 
of these raw materials in the domestic market. This, it is argued, gives an unfair advantage to them over foreign 
producers who have to purchase these raw materials in the world markets (See Financial Times, 18 June 2009). 
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home market provides significant scale economies to Chinese firms in addition to the export 
market. Therefore, any evidence of falling unit value of imports from China will also imply 
that China’s emergence as a global trading power is putting competitive pressure on the 
prices of exports from developing countries like Thailand. We identified the top import 
commodities (at the HS 6-digit level) with at least a one per cent share in total Thai imports 
from China and looked at the trends in their unit import values, after deflating them using the 
import price index series available from the Bank of Thailand for 2000 to 2007 (base 
2007=100). 

Table 2: Major HS 6-digit products in Bilateral Imports, 2002-07 

2002-07 
S.no. Commodity 

Code Share in Total 
imports 

1 Computer parts & accessories nes. 847330 8.6 

2 Transmission-receiving apparatus for radio and TV etc. 852520 5.7 

3 Semi-finished bars, iron or non-alloy steel <0.25%C, rectangular, nes. 720712 2.1 

4 Digital computers with CPU and input-output units 847120 1.8 

5 Data storage units or hard disk drives 847193 1.6 

6 Silver semi-manufactured including gold/platinum platinum 710692 1.6 

7 Computer input or output units 847192 1.5 

8 Non-digital monolithic ICs 854219 1.3 

9 Rectangular iron or non-alloy steel bars, <.25%C, width< twice thickness 720711 1.3 

10 Articles of iron or steel, nes. 732690 1.2 

11 Hot rolled bar/rod, iron or non-alloy steel, coiled width <14mm, C<.25% 721331 1.0 

12 Plastic articles nes. 392690 1.0 

13 Automatic data processing machines & units, nes. 847199 0.9 

14 Electric inductors 850450 0.7 

15 Hot rolled iron or non-alloy steel, coil, width >600mm, t 3-4.75mm, 720823 0.7 

16 Telephonic or telegraphic switching apparatus 851730 0.5 

17 Transformers electric, power capacity < 1 KVA, nes. 850431 0.5 
The following were the trends in the products that dominated total imports during the period 
2002-07. 

• In computer parts & accessories nes. (HS 847330), which was the most dominant 
group in total imports, unit import values showed a gradual rising trend from 2002 
onwards.  

• Thailand’s unit import values in transmission-receiving apparatus for radio and TV 
etc (HS 852520) saw a clear rising trend during 1999-2005, though it fell during 
2006-2007.  

• For another product in HS chapter 85, non-digital monolithic ICs (HS 854219), unit 
import values showed a rising trend. 

• Unit import values in electric transformers (HS 850431) and electric inductors (HS 
850450) showed a sharp fall in 2004, but a rise after that.  

• In telephonic or telegraphic switching apparatus (HS 851730), unit import prices 
showed a sharp fall from 2002 onwards. 
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• In the case of data storage units (HS 847193), the unit prices of Thai imports from 
China showed a distinct declining trend during 2000-2004, and showed a rising trend 
subsequently.  

• In the case of data processing machines & units nes. (847199), there was no clear 
trend in unit import values. It rose between 2000 and 2003, fell between 2004 and 
2005 and then rose again in 2006. 

• On the other hand, unit import values for digital computers with CPU and input-
output units (847120) showed a clear declining trend from 2001 onwards.  

• Unit import values for computer input or output units (HS 847192- keyboards, 
printers, etc.) showed a clear rising trend from 2001 onwards.  

• Unit import values for all products in iron & steel (HS 720712, 720711, 721331 and 
720823) showed a rising trend, except during 2005-06.  

• Silver semi-manufactured including gold/platinum platinum (HS 710692), did not 
show a clear trend, with unit import prices rising and falling in intermittent years. 

• Articles of iron or steel, nes (HS 732690), unit import values showed a distinct rising 
trend from 2003 onwards. 

• Within plastics, the unit import values of plastic articles, nes. (HS 392690) showed a 
rising trend.   

Clearly, there is no evidence to conclude that China’s import share in Thailand’s markets has 
increased due to any falling trend in the unit value of Thailand’s imports from China. The 
three products for which the unit import values showed a declining trend, namely,    
telephonic or telegraphic switching apparatus (HS 851730), digital computers with CPU and 
input-output units (847120) and data storage units (HS 847193), constituted less than 4 per 
cent of total Thai imports from China. Thus, the fact that Thailand’s trade with China has 
intensified in the more recent years leading up to 2007, seems to be more linked to the 
preferential tariffs under the ASEAN-China Free Trade Agreement (ACFTA).  

2.4 The Role of ASEAN-China FTA 

As mentioned already, Thailand signed a plurilateral FTA agreement under the ASEAN-
China Framework Agreement on Comprehensive Economic Co-operation for establishing an 
ASEAN-China Free Trade Area (“ASEAN-China FTA”) covering trade in goods by 2010. 
The base rates for tariff reduction commitments on listed products were the respective 
applied Most Favoured Nation (MFN) rates as of 1 July 2003. The Agreement specified both 
a normal track and a sensitive track for tariff reduction. For ASEAN 6 and China, tariff 
reduction for products voluntarily listed in the “Normal List” was to be done between 1 
January 2005 and 1 January 2010 for the six older members and 2015 for the four new 
members. For the products listed in Normal List II, the old members have to eliminate tariffs 
by January 2012, while the closing date was January 2018 for the newer members.23 
 
                                                 
23 ASEAN-6 and China also agreed to reduce the applied MFN tariff rates of the products in their respective 
sensitive lists to 20% by January 2012, which will be further reduced to 0-5% not later than January 2018. The 
respective rates for new members were 2015 and 2020. On the other hand, ASEAN-6 and China agreed to 
reduce tariff rates to 50% for the highly sensitive list products by 2015, while the new members have to do it by 
2018.  
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But, outside the normal track, ASEAN and China agreed to reduce bilateral tariffs on 
agricultural products24 under the Early Harvest Program (EHP). Tariff reduction for EHP 
products started on 1 January 2004 and tariffs were to be eliminated on 1 January 2006. 
However, Thailand and China agreed for accelerated tariff elimination in order to eliminate 
the tariffs for vegetables (HS 07) and fruits (HS 08) on 1 October 2003 due to the high trade 
potential in these sectors because of the differentiated nature of the products. Those products 
that Thailand exports to China are tropical ones but those that Thailand imports from China 
are temperate ones.25 Thus, tariffs for 188 types of fruits and vegetables were cut to zero 
more than two years before the ASEAN-China EHP. The impact of this on Thai farmers of 
some fruits and vegetables has been documented to be quite adverse.26 But edible vegetables 
& certain roots & tubers were found to be among the top ten export surplus generating sectors 
in Thailand’s trade with China. Further, between 2004 and 2007, Thailand maintained the 
trade surplus that it had with China in the overall agricultural sector (HS codes 01-08) at least 
since 1998. Except for dairy products, eggs, honey, edible animal product nes27 and products 
of animal origin nes, all the remaining six agricultural products have registered a continuous 
trade surplus with China even after the EHP was implemented. 

In the ensuing discussion, we look at the sectoral margins of preferences that Thailand 
obtained from China under the ACFTA in order to understand whether the tariff preferences 
under the FTA have been significant in influencing Thailand’s market access in China. For 
products under the Normal Track, the actual implementation of tariff reduction started on 21 
July 2005. Unfortunately, in the country-wise tariff schedule available in the World 
Integrated Trade Solutions (WITS) database, China’s data for 2005 does not give the 
preferential rates for ASEAN for many sectors. Even so, it was seen that in many HS 2-digit 
sectors for which the tariff data was available, Thailand obtained a higher margin of 
preference not only over China’s MFN, but also over the other major ASEAN countries (that 
is, ASEAN-4, namely, Indonesia, Malaysia, Philippines and Singapore). This was the case in 
edible fruits & nuts; coffee, tea & spices; miscellaneous chemical products; and rubber & 
rubber products (See Table below).  

But, the most significant year was 2006, when Thailand got an average tariff preference of 
4.2% over the MFN. This was 1.6% more than in the case of the ASEAN-4 countries. The 
differences in the margin of preference (MoP) that Thailand obtained over those of ASEAN-4 
were quite significant in certain sectors. Specifically, in electrical machinery and mineral 
fuels & products,28 while China’s tariffs for ASEAN-5 were higher than its MFN rate in 2006 
(implying a negative margin of preference), Thailand enjoyed a significant positive margin of 

                                                 
24 Those products include Live Animals (HS Chapter 01), Meat and Edible Meat Offal (HS 02), Fish, 
Crustaceans & Aquatic Invertebrates (HS 03), Dairy Products, Birds Eggs, and Honey (HS 04), Products of 
Animal Origin (HS 05), Live Trees, Plants, Bulbs, and Cut Flowers (HS 06), Edible Vegetables & Certain Roots 
& Tubers (HS 07) and Edible Fruit & Nuts, Citrus Fruit or Melon Peel (HS 08). 
25 For more details, see Chayodom Sabhasri, Somprawin Manprasert and Thanee Chaiwat (2006). 
26 See The Nation (2008) “Thai food hit by garlic crisis”, 2 March, http://www.bilaterals.org/article.php3?id_article=11447;  
and FTA Watch (2005) Free Trade Agreements and Their Impact on Developing Countries: The Thai 
Experience, Bangkok. 
27 This category recorded deficits in 1998, 2001 and 2007, and was in surplus only in 2004. On the other hand, 
the trade surplus in meat and edible meat offal appears to be coming down. 
28 It should be noted that China and Thailand had already agreed bilaterally to keep two specific products within 
mineral fuels and products (HS 27), namely, anthracite (HS 270111) and Coke & semi-coke (HS 270400) under 
the EHP. 
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preference over MFN and other ASEAN countries. Further, Thailand enjoyed greater margins 
of preference over other ASEAN countries in rubber & rubber products, plastics, vegetable 
and animal oils & fats, iron & steel, silk, as well as machinery & parts. This was also true of 
other sectors such as articles of apparel, knitted or crocheted; articles of apparel not knitted or 
not crocheted; other textile articles; footwear; ceramic products; glass & glassware; articles of 
iron & steel; automobiles; and toys & parts. 

We saw that rubber & rubber products, machinery & parts, electrical machinery & parts, as 
well as plastics were already significant Thai exports to China before the FTA came into 
effect in 2005. Clearly the reduction of tariff rates and the greater margin of preference over 
ASEAN-4 would benefit these Thai industries significantly.  

It was found that in 2007 and 2008, the average differences in Thailand’s MoP over ASEAN-
4 were not as significant as in 2006. But, again, in many individual sectors Thailand enjoyed 
greater margin of preference over China’s MFN rates when compared to the ASEAN-4. It 
should be noted that within agricultural products, in addition to meat & edible meat offal, 
Thailand got higher preference than ASEAN-4 in most of the years in fruits and vegetables 
also. Again, Thailand’s margin of preference in the Chinese market for footwear; articles of 
cement, stone, mica etc.; textile articles knitted or crocheted; textile articles not knitted or not 
crocheted, etc, and some food preparations were higher than those for ASEAN-4.  

Table 3: Difference in Thailand's MoP in the Chinese Market over ASEAN-4 MoP, 2005-08 

Commodity Description HS 
Chapter 2005 2006 2007 2008 

 Meat & edible meat offal. 2 0 1.1 0.9 0.9 
 Fish & crustaceans, molluscs & other aquatic invertebrates. 3 0 0.8 0.8 0.8 
 Live trees & other plants; bulbs; roots & the like; cut flowers & 
ornamental foliage. 6 0 0.4 0.9 0.8 

 Edible vegetables & certain roots & tubers. 7 0 1.5 1.2 1.2 
 Edible fruit & nuts; peel or citrus fruit or melons. 8 2.7 1.7 1.4 1.4 
 Coffee, tea, mate & spices. 9 5 5.6 0.9 -0.4 
 Animal or vegetable fats & oils & their cleavage products; pre. Edible 
fats; animal or vegetable wax 15 2.3 1.1 -0.9 -1.4 

 Preparations of meat, of fish or of crustaceans, molluscs or other aquatic 
invertebrates 16 na 1.3 0 0 

 Sugars & sugar confectionery. 17 na 1.1 0 0 
 Cocoa & cocoa preparations. 18 1.4 2.3 -3.6 -3.9 
 Preparations of vegetables, fruit, nuts or other parts of plants. 20 na 17.2 1.5 0 
 Miscellaneous edible preparations. 21 na 1.7 0.1 0.1 
 Beverages, spirits & vinegar. 22 na 20 0 0 
 Residues & waste from the food industries; prepared animal fodder. 23 na na -1.9 -1.1 
 Salt; sulphur; earths & stone; plastering materials, lime & cement. 25 na 4.0 0 0 
 Mineral fuels, mineral oils & products of their distillation; bituminous 
substances; mineral waxes. 27 0 1.5 0.1 0 

 Soap, organic surface-active agents, washing preparations, lubricating 
preparations, artificial waxes, prepared waxes, polishing or scouring prep. 34 5 0.3 -0.4 -0.4 

 Miscellaneous chemical products. 38 5 0.7 0 0 
 Plastic & articles thereof. 39 na 2.7 0 0 
 Rubber & articles thereof. 40 5 2.9 -0.1 -0.1 
 Wood & articles of wood; wood charcoal. 44 na 1.7 0 0 
 Silk 50 na 2.5 0 0 
 Cotton 52 na 0 1.1 0.1 
 Wadding, felt & nonwovens; spacial yarns; twine, cordage, ropes & 
cables & articles thereof. 56 na na 1.4 0 

 Carpets & other textile floor coverings. 57 na 0 0 0 
 Special woven fabrics; tufted textile fabrics; lace; tapestries; trimmings; 
embroidery. 58 na 0 1.0 0 
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 Knitted or crocheted fabrics. 60 na na 0.7 0 
 Articles of apparel & clothing accessories, knitted or crocheted. 61 Na 4.9 1.0 0.1 
 Articles of apparel & clothing accessories, not knitted or crocheted. 62 Na 3.8 1.0 0 
 Other made up textile articles; sets; worn clothing & worn textile articles; 
rags 63 Na 5.0 0.1 0 

 Footwear, gaiters & the like; parts of such articles. 64 Na 18.9 1.6 1.6 
 Articles of stone, plaster, cement, asbestos, mica or similar materials. 68 Na 4.0 0.7 0.7 
 Ceramic products. 69 Na 3.2 -0.1 0 
 Glass & glassware. 70 0 1.9 -0.2 -0.2 
 Iron & steel 72 Na 3.6 0 0.1 
 Articles of iron or steel 73 Na 1.6 0 0.1 
 Nuclear reactors, boilers, machinery & mechanical appliances; parts 
thereof. 84 Na 0.8 0.1 0.1 

 Electrical machinery & equipment & parts thereof; sound recorders & 
reproducers, TV image & sound recorders & reproducers,& parts. 85 Na 3.4 0.1 0 

 Vehicles other than railway or tramway rolling stock, & parts & 
accessories thereof. 87 Na 9.8 0.2 0.2 

 Toys, games & sports requisites; parts & accessories thereof. 95 Na 1.2 0 0 
Grand Total   0.5 1.6 0.3 0.1 

Source: Based on WITS, different years. 

Thus, in sectors of export prominence for Thailand in China, the ACFTA seems to be 
important in explaining the trends in bilateral trade. This is true especially in the case of the 
rapid increase in Thailand’s exports of agricultural products, animal & vegetable fats & oils, 
some food preparations and rubber & rubber products and in labour-intensive sectors like 
knitted or crocheted and non-knitted or non-crocheted articles of apparels & clothing 
accessories as well as footwear & similar articles. As we saw in the above section, these were 
indeed the sectors that were growing the fastest among Thai exports to China. Thus, it seems 
that Thailand’s export success in China in the primary products as well as labour-intensive 
products has been enhanced by the nature of the preferential tariff structure between ASEAN 
and China under the FTA. On the other hand, in sectors dominated by MNC-led two-way 
trade, preferential tariffs under the ACFTA do not seem to explain ASEAN’s increased 
market share in China, except for the plastics and electrical machinery industries, in both of 
which Thailand got significant preferential treatment over ASEAN-4 in China in 2005. In the 
others, the bilateral trade pattern seems to be intrinsically linked to the production strategies 
of the MNCs dominating the production networks, based on the relative technological 
capabilities of different countries.  

However, as the other ASEAN countries also reduce tariff rates on Chinese imports into their 
markets under the ASEAN-China FTA, Thailand would face competition from Chinese 
products in ASEAN’s regional market itself. How do ASEAN-4’s tariffs for China under 
ACFTA at the industry level compare with their preferential rates for Thailand under the 
ASEAN Free Trade Area (AFTA)? Unfortunately, we are unable to answer this question. 
This is because, strangely, Thailand’s tariff data in the WITS database does not report any 
preferential rates for China; its tariff schedules for 2005 and 2006 report only the MFN rate, 
the ASEAN rate and a General rate. This is very surprising since all the other ASEAN 
countries such as Indonesia, Malaysia, the Philippines,29 and even the newer  ASEAN 
members Myanmar, Vietnam, Lao PDR and Cambodia report their preferential rates for 
China along with their MFN and ASEAN rates (for 2007). Thailand is also the only country 
that still has not reported its tariff schedule for 2007. This lack of tariff data also prevents us 
from examining the role of preferential rates offered by Thailand to China under the ASEAN-
China FTA in China’s drastically increased market share in Thailand. 

                                                 
29 As expected, Singapore reports zero MFN rates for all products and partners. 
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But, apart from its domestic and regional markets, has Thailand also been subject to increased 
pressure from Chinese products in the developed country markets? Francis and Kallummal 
(2008) established that even as the electrical machinery and machinery sectors, followed by 
petroleum & petroleum products, organic chemicals, plastic & plastic products and optical, 
photo/cinematic, measuring & medical instruments showed a high level of two-way trade 
involving ASEAN-5 countries and China by 2004, ASEAN’s relative market shares in the 
developed country markets for these sectors had declined in clear contrast to China’s rapidly 
increasing shares in those markets.30 Below we examine if this is true in the case of Thailand 
when we look at the relative competitive position of Thailand (vis-a-vis China) separately, 
rather than as part of ASEAN-5. 

3.  Competition and Complementarity 

There are obviously competing and complementary forces as Thailand integrates closer with 
the East and South East Asian economies, including China, through free trade agreements 
(FTAs). Mainstream regional integration theory posits that the greater the substitutability of 
products of non-member states with those of member-states of a Regional Trade Agreement 
(RTA), the greater the chances of trade creation. Substitutability means the production of 
similar but differentiated products. Trade creation will also be greater if the pre-integration 
economic structures are competitive but potentially complementary after integration. This 
means that if countries within a group produced similar goods due to high tariffs and other 
protectionist barriers before integration, the more efficient producers will replace the less 
efficient ones after integration, and the number of similar goods produced falls, producing 
welfare gains due to specialization and economies of scale. In addition to static factors, there 
are also possible dynamic effects resulting from removing trade barriers and restructuring of 
the economy associated with the creation of an RTA. As put by ADB (2008), positive 
dynamic effects are generally assumed to include: (i) greater competition and hence an 
improvement in efficiency; (ii) gains from greater inter- and intra-industry specialization, 
economies of scale, and learning-by-doing; (iii) reduction of intraregional transactions costs; 
(iv) some protection from adverse developments in the world markets; and (v) bargaining 
power vis-à-vis industrialized countries.  

But clearly, how this purported increase in overall regional welfare will be distributed across 
the member countries remains the crucial issue in understanding the impact of particular 
agreements. Thus, it is important to examine whether and how the rising imports from China 
has changed the structure of domestic productive sectors in Thailand (and what have been the 
effects of these on Thailand’s employment, economic growth, etc.). 

3.1 Changes in Thailand’s Trading Partners in the Two Machinery Industries 

We already saw that parallel with Thailand’s increased trade integration with China, the 
shares of developed countries have declined in significance in Thailand’s overall exports and 
imports. Given the dominance of electrical machinery and machinery industries in Thailand’s 
overall trade and bilateral trade with China, we now examine how the increased trade with 
China in these sectors, in particular, has impacted Thailand’s trade with its other major 
trading partners in these sectors. 

It is interesting to note that during 1997-2001 China was not present among the top five 
import sources or export markets for Thailand for electrical machinery & parts. It is post-
2002 that China became a very significant partner for Thailand, especially on the import side. 
                                                 
30 See Francis and Kallummal (2008). 
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While Japan remains the single largest import source, China overtook the US, Singapore and 
Malaysia to become the second largest import source in this sector by 2007. The shares of the 
US and Singapore dropped significantly, while that of Malaysia went up. In the case of Thai 
exports, the share of the US, which was Thailand’s single largest market during 1997-2001, 
steadily declined. Although Japan became the single most important market followed by the 
USA and Hong Kong China, China more than doubled its share by 2007, clearly pointing 
towards its increasing role as an export market also for Thailand. Again, Singapore’s share 
declined in Thai electrical machinery exports. 

On the other hand, in the case of machinery & parts, dominated by computers & parts, China 
was already among the top five import and export partners for Thailand during 1997-2001. 
While Japan remains the single largest source of imports, the US that was the second most 
important source declined in share. Significantly, between the two periods, imports from the 
US declined in absolute values also. China replaced the US as the second most important 
source by 2002 and more than tripled its share by 2007. In both periods, Germany and 
Malaysia remained the other major import sources. But, while Malaysian share increased 
between the two periods, again imports from Germany fell in absolute values between the 
two periods. When it comes to exports of computers & parts, the US, Singapore and Japan 
remained the top three export markets for Thailand in both the periods. However, while 
Japan’s share remained nearly the same, the shares of the US and Singapore declined even as 
China more than doubled its share. Again, the export share of Hong Kong China also 
increased. 

Thus, in the post-2002 period, Thailand’s trade flows with China has increased significantly 
in the electrical machinery and machinery industries on both import and export sides, while 
its trade with the US and Singapore shows a declining trend. The shares of European 
countries have also been declining in Thailand’s trade in computers & parts (Netherlands in 
the case of exports and Germany in the case of imports), thus giving further credence to the 
observation in the study that growing trade integration with China has been reducing 
developing Asia’s trade with the developed country markets. But, Japan’s case seems to be an 
exception among the developed countries in the case of Thailand, as its significance appears 
to have been the least affected in Thailand’s trade in these industries until 2007. At the same 
time, Thailand’s imports from Malaysia and exports to Hong Kong, China, China have 
increased significantly in both these sectors.  

As noted in the introduction, international production fragmentation through the splitting of 
production processes into discrete activities that are carried out in different countries and the 
resultant cross-border exchange of parts and components (‘fragmentation trade’)31 has been 
an important feature of the growing structural interdependence in the East Asian region since 
the early 1990s. It should be noted that China’s integration into the MNC-led East Asian 
production networks for the electronics and especially computer industries was also being 
developed during the 1990s.32 But, we observe here that China’s integration into the 

                                                 
31 See Athukorala (2006). 
32 In the late 1980s, China’s exports in the electronics industry were dominated by two product groups: 
consumer electronics and household appliances. The combined export share of both products reached 80% in 
1989 and had fallen since then to roughly 64% by 1993. Since 1990, the share of computers and parts and 
accessories has increased at a very rapid pace. To a large degree, this was the reflection of the rapid expansion 
initially of Taiwan Province of Chinese and later US computer firms in China for the production of PC-related 
products. Large Taiwan Province of Chinese firms like Acer, Mitac and First International Computer entered the 
fray in 1992, when the Taiwan Province of Chinese government dropped the earlier restrictions on investments 
into China. Since then, they had rapidly increased the relocation of scale-intensive production lines in China 
(and later on Southeast Asia) particularly for motherboards and monitors. See Ernst and Guerrieri (1998). Fukao 
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production networks began to impact Thailand’s trade patterns more significantly in the post-
2001 period after China joined the WTO and increased further in the more recent years 
following the ASEAN-China FTA. 

Below we examine the extent to which Thailand been competing with China in the developed 
country markets and with other ASEAN countries within China, based on import market 
share analyses in the difference markets. 

3.2 Changes in Thailand’s Export Performance in the Two Machinery Industries 

We now examine the relative market shares of Thailand and China in the major developed 
country markets to understand the export competition faced by Thailand vis-à-vis China in 
the major developed country markets.  

For electrical machinery & parts, it is seen that between 2001 and 2007, China’s share in the 
US, EU and Japan markets increased by 17, 21 and 13 percentage points. Thailand also 
managed to increase its share in the US, EU and Japanese markets, but these increases were 
in the order of 0.3, 0.3 and 0.6 percentage points respectively. Thus in 2007, Thailand’s 
shares stood at 2.3% in the US, 1.8% in the EU and 5.3% in Japan (while China’s shares were 
at 30%, 35% and 34%). But, this marginal increase in Thailand’s shares has occurred even 
when all the other ASEAN countries such as Malaysia, Singapore and the Philippines most 
prominently, and Indonesia too, lost market shares in these developed countries. During the 
same period, only Vietnam increased its shares by one percentage point in the Japanese 
market.33  

On the other hand, when we look at these countries’ individual shares in the Chinese market, 
it is indeed seen that Thailand increased its share in the Chinese electrical machinery imports 
from 1.6% in 2001 to 2.2% in 2007. But, the Philippines and Malaysia increased their shares 
much more significantly and these stood at nearly 7% each in 2007. That is, despite the 
negative margin of preference faced by them in the Chinese market for electrical machinery 
industry under the ACFTA, the shares of the Philippines and Malaysia have increased. Thus, 
it emerges that they are heavily involved in the kind of component trade described in the 
above paragraph, for final assembly in China destined for developed country markets. By 
contrast, Thailand is involved in both the Chinese hub-based trade in the electrical machinery 
industries, as well as in direct exports to the developed country markets, most importantly to 
Japan.34 

When we look at the composition of Thai exports to the US in this sector, it is significant to 
note that the top five exports at the four-digit level remained the same between 2001 and 
2007, and included both final products such as TV receivers, video monitors & projectors and 
electrical apparatus for line telephone & telegraph as well as components such as ICs & 
microassemblies and printed circuit boards (PCBs). The only major change that happened 

                                                                                                                                                        
et al (2003) has established that the share of vertical IIT in the bilateral trade between Japan and China grew 
remarkably from less than 10% in 1988 to nearly 60% in 2000. 
33 It is significant to note that India too made a presence in the list of top twenty import suppliers for the US and 
EU in 2007, with a share of 0.5% and 0.8% respectively. 
34 When we look at the other two important export markets for Thailand, namely, Singapore and Hong Kong 
China, China, the following observations can be made. In the Singapore electrical machinery market, Thailand 
lost market share marginally (from 3.2% in 2001 to 2.8% in 2007), while China, Other Asia, nes. , Republic of 
Korea and the Philippines gained. In Hong Kong China, Thailand gained in market share between 2001 and 
2007 marginally, while China, Singapore, Malaysia and the Philippines had gained significantly. (But, since 
trade with Hong Kong China is already suspect due to its entrepot status, we do not take this into account in the 
analysis). 
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was that by 2007, the product category radio & TV transmitters and TV cameras (dominated 
by TV cameras) had displaced electric transformers, static converters & rectifiers from the 
top five list. At the same time, the share of TV receivers/monitors/projectors, etc. in Thai 
exports to the US in this sector was maintained. That is, Thailand’s export of final products to 
the US had increased. (It should be remembered that it was importing radio & TV receivers 
from China during this period).  In the case of Japan, while Thailand was exporting mostly 
components and consumer electronics appliances such as radio & TV receivers to Japan in 
2001, by 2007 it was exporting electronic and electrical parts & components and electro-
thermic appliances such as microwave ovens, hair dryers, etc. Clearly, Thailand was still 
exporting final consumer products (of the less sophisticated type), but the share of ICs & 
microassemblies had increased much more. At the same time, significantly, Thailand was 
continuing to import significant proportions of ICs& microassemblies and other parts & 
components from the US and Japan.  
 
In the machinery sector, it is seen that China’s shares in the US, EU and Japanese markets 
increased between 2001 and 2007 (to 39%, 27% and 28% respectively). Thailand also 
managed to increase its share in the US and EU markets, but again, these increases were only 
in the order of 0.2 and 0.3 percentage points (to 1.8% and 2.2% respectively). In the US and 
EU markets, Malaysia increased its shares, while the Philippines and Singapore lost shares. 
On the other hand, in the Japanese market where Thailand increased its share by 1%, it had a 
higher share (5.5%) than Malaysia and the Philippines (both of whom lost market shares 
there). Indonesia maintained its share in the Japanese market, while Vietnam made an entry 
into the top twenty list of import suppliers of Japan in 2007.  

When we look at these countries’ shares in the Chinese market, it is seen that Thailand 
increased its market share in the Chinese import market for this sector from 2.4% in 2001 to 
5.6% in 2007. The Philippines also increased its share in the Chinese market, while 
Singapore and Malaysia lost in shares. In fact, Thailand had the largest market share among 
all the ASEAN countries in China for machinery & parts. Thus, in the case of machinery 
industry, along with its growing share in China, Thailand is ahead of other ASEAN countries 
in Japan and appears to be gaining in share in the EU also. Thailand was behind Malaysia in 
market share only in the US market.35 

Thus, while there is an overall pattern of ASEAN countries’ growing dependence on China 
over the recent years for routing developed country demand, the analyses of Thailand’s 
dominant export sectors of machinery and electrical machinery sectors establishes that 
Thailand’s share is increasing, albeit marginally, in the developed country markets (most 
notably, in the case of Japan), along with its increasing trade with China. Thus, in the 
following section, we examine the bilateral trade between Thailand and China in these two 
sectors at the product level, to understand the nature of the complementarity that this implies.  

Recent studies have already pointed out that China has been playing an important role as 
source of and market for machinery components for Southeast Asia. This argument is based 
on the findings that the proportion of machinery components coming from China to Southeast 
Asia has increased significantly. Simultaneously, China is becoming an important export 
destination for components made in Southeast Asia. Further, this increase in shipping of 
components to Southeast Asia has been happening in parallel with the increase in China’s 

                                                 
35 In Singapore, Thailand lost market share between 2001 and 2007, along with Malaysia and the Philippines 
and only China and the US gained in share. In Hong Kong China, however, Thailand nearly doubled its market 
share, even as China came to account for close to half of the market and Malaysia, Singapore and Other Asia, 
nes, lost shares. 
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exports of finished machinery. Thus, a common interpretation has been that Chinese firms are 
taking advantage of Southeast Asian capacities for further refinement of components before 
they are shipped back to China and assembled into the final product.36 Thus, it has been 
suggested that there might be a certain degree of complementarity between China and 
Southeast Asia regarding trade in machinery industries. We will explore to see if this can be 
supported or countered in the case of Thailand.  

3.3 Changes in Thailand’s Positioning in the Regional Production Networks 

In the context of the significant bilateral two-way trade that is observed in the electrical 
machinery and non-electrical machinery industries, we have to examine how the relative 
position of Thailand in the production value chain of the major products involved in bilateral 
trade has changed over the years. Identifying the impact on Thailand’s position in the 
production chain is an important indicator of how the expansion of trade with China is 
impacting Thailand’s production structure and what sort of restructuring is being called for 
with China’s emergence as a global trading power.  

A description of intra-industry (IIT) patterns has been used for the purpose of gauging the 
sectoral similarity of different national economies, and as a proxy for the intensity of factor-
market adjustment pressures associated with trade expansion. One of the important 
developments in theoretical literature is a distinction between horizontal and vertical product 
differentiation. In contrast to the simplistic opposition between inter-industry trade (based on 
differences in prices leading to inter-industry specialisation) and intra-industry trade (IIT)—
seen as two-way trade of differentiated products with similar prices—there are both empirical 
evidence and theoretical arguments in favour of two-way trade of qualitatively differentiated 
products.37 Accordingly, IIT itself has been divided into two parts: IIT in horizontally 
differentiated (i.e. similar priced) products and IIT in vertically differentiated products (i.e. 
differing by quality and hence, price), accounting for specialisation along ranges of quality 
within industries. The former arises when different varieties of the product are of a similar 
quality and the latter when varieties of the product are differentiated by quality. Horizontal 
intra-industry trade (HIIT) is largely driven by preference for diversity while vertical intra-
industry trade (VIIT) is motivated by various factor endowments. Thus intra-industry trade in 
vertically differentiated goods (VIIT) involves some elements of comparative advantage. 
Vertical product differentiation is, therefore, related more to the traditional theory of 
international trade and its modified version, while horizontal product differentiation is related 
to the new theories of international trade, which supposes horizontal product differentiation.38 
Thus, whether higher IIT ratios indicate that the adjustment costs would be lower with trade 
expansion would really depend on how much of the IIT is horizontal IIT and how much is 
vertical IIT. In any case, low adjustment costs do not mean that adjustment costs do not exist 
or that adjustment is automatic. 

In order to identify vertical and horizontal IIT, we adopt a methodology used by studies on 
vertical IIT such as Fontagné, Freudenberg and  Gaulier (2005), Fukao et al (2003), Hurley 
(2003) etc. rather than the traditional Grubel & Lloyd index. We break down the bilateral 
trade flows of each detailed commodity category into the three patterns: (a) inter-industry 
trade (one-way trade), (b) intra-industry trade (IIT) in horizontally differentiated products 
                                                 
36 Athukorala (2007, 2008); Rahardja (2008); IMF (2008). 
37 Several studies on vertical IIT have been conducted for European countries and the United States. Greenaway, 
Hine and Milner (1994) and Fontagné, Freudenberg, and Péridy (1997) are examples. See Fontagné, 
Freudenberg and Gaulier (2005). 
38 Ibid. 
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(products differentiated by attributes), and (c) IIT in vertically differentiated products 
(products differentiated by quality).  

The starting point is the assumption that differences in prices within one product category 
mirror differences in quality.39 First of all, IIT is identified within total two-way trade using a 
threshold of 10% for the difference between export and import values. That is, trade in those 
HS 6-digit products for which the difference between the bilateral export and import values is 
more than 10% is identified as IIT. In the next step, unit values (UV) of exports and imports 
are employed to untangle the two types of IIT since relative prices generally reflect relative 
qualities.40 The methodology is based on the assumption that a “significant” gap between the 
unit value of imports and the unit value of exports for each commodity reveals the qualitative 
differences of the products exported and imported between the two economies. As pointed 
out by Fukao et al. (2003) and Hurley (2003), although most previous studies such as 
Greenaway, Hine and Milner (1994), and Fontagné, Freudenberg and Péridy (1997) use a 
15% threshold to distinguish between horizontally and vertically differentiated products, a 
25% threshold is more appropriate for the following reasons. First, the value recorded in trade 
statistics is often affected by exchange rate fluctuations. Second, measurements of unit values 
at the HS (1992) 6-digit level are likely to include more noise caused by the aggregation of 
different commodities, than the measurements by Fontagné, Freudenberg and Péridy (1998) 
which used the 8-digit Combined Nomenclature (CN) for analyzing European Union IIT.41 
Thus, within IIT, vertical IIT is identified as that portion of the intra-industry trade involving 
products with relative export/import unit values greater than 1.25. 

In this analysis, we examine the IIT in Thailand-China bilateral trade in the electrical 
machinery and non-electrical machinery industries (HS 85 and HS 84) for 2001 and 2007, 
and see how the ratios changed between these two periods. It should be remembered that 
export data are recorded on an f.o.b. basis while import data are registered on a c.i.f. basis. 
Following accepted international practice prescribed by the IMF, the c.i.f. values were 
discounted by 10% to obtain the fob values. Further, the export and import values for 2001 
were deflated using Bank of Thailand’s export and import price indices (base 2007=100). 

It is observed that between 2001 and 2007, the share of IIT in total bilateral trade in the 
electrical machinery industry showed a decrease from 97% to 86% respectively. This 
reflected the significant increase in the number of products, the majority of which involved 
only imports from China, although there were also some products with only exports to China 
(such that they did not qualify for IIT with a trade overlap of more than 10%). Out of total 
(allotted) bilateral IIT,42 the share of vertical IIT showed a decline from 92% in 2001 to 90% 
in 2007. 

Out of 163 products identified as involving IIT in 2001, 14 were identified as horizontal IIT 
with a cumulative share of 8% in total bilateral electrical machinery trade. Among these, only 
four commodities came out significant with at least a one per cent share in total bilateral 

                                                 
39 This assumption is only acceptable with the most detailed trade data, where aggregation of different products 

within one product category is minimised. Since relying on national tariff line level data would hamper 
international comparisons, one must use HS 6-digit trade data (Fontagné, Freudenberg and  Gaulier, 2005). 

40 Ibid. 
41 But, Brulhart (2009) established that a breakdown of IIT for manufactured goods between horizontally and 

vertically differentiated goods reveals the dominance of vertical IIT, regardless of the size of dispersion 
measure (15% or 25%) adopted. 

42 Some products could not be allocated to any type of trade due to missing data on either the export or import 
side. 



 166

electrical machinery trade. Thailand and China were thus trading different varieties of these 
four products, namely, electric conductors involving connectors (HS 854451), electric 
transformers with power less than 1KVA (HS 850431), indicator panels incorporating 
electronic displays (HS 853120) and fluorescent lamps (HS 853931). Within the 149 
commodities identified as taking part in VIIT in 2001 (with a cumulative share of 92%), we 
considered the 30 products that had at least a one per cent share in total bilateral electrical 
machinery trade. These accounted for a cumulative share of 75% in 2001. Except for three 
products, in all the other 27 products with vertical IIT, Thailand was exporting higher quality 
products than it was importing from China. These constituted 62% of total electrical 
machinery trade in 2001. But in at least seven of these, including digital ICs and non-digital 
ICs, the gap in unit values were very small, clearly implying that Thailand faced very close 
competition from China. In products with the largest shares in bilateral electrical machinery 
trade in 2001, namely, transmit-receive apparatus for radio, television, etc. (HS 852520), 
parts of electronic integrated circuits (HS 854290) and parts and accessories of recorders, 
except cartridges (HS 852290), Thailand was exporting products with significantly higher 
quality to China. The three major products in which Thailand was importing significantly 
higher quality products from China were telephonic or telegraphic switching machines (HS 
851730), electrical parts of machinery & appliances (HS 854800) and fixed electric 
capacitors nes. (HS 853229). These accounted for only 6% of total electrical machinery trade 
in that year. 

In 2007, out of 191 products identified as involving IIT, 21 products were identified as 
horizontally differentiated; their cumulative share in bilateral electrical machinery trade was 
about 8%. Among these, only three commodities came out significant in total bilateral 
electrical machinery trade. Unrecorded magnetic discs (HS 852320), electrical switches, 
connectors, <1 KV, nes (853690) and parts of line telephone/telegraph equipment, nes. 
(851790). It is interesting to note that in all these three products, whereas Thailand was 
exporting only slightly higher quality products to China in 2001, it shifted its specialization 
from vertical to horizontal by 2007.  

In 164 products with vertical IIT (90% of total IIT),43 33 products that had a one per cent 
share or more in total bilateral electrical machinery trade were considered. These accounted 
for a cumulative share of 64% in 2007. In 24 of these 33 products with vertical IIT, Thailand 
was exporting higher quality products than those it was importing from China. However, 
even though the unit value differences were positive, they were significantly high only in the 
case of 15 products whose cumulative share accounted for only 27% of the total bilateral 
trade in HS 85 in 2007. Further, in 11 of these products, Thailand’s export unit value 
difference over its imports from China had declined when compared to 2001. This implied 
very close quality competition between the two countries. The export-import unit value 
difference had turned negative in another six products with significance in total electrical 
industry trade, reflecting how China had caught up with Thailand. 

On the other hand, in the case of telephonic or telegraphic switching machines (HS 851730), 
Thailand continued to import higher quality products from china as in 2001, though the gap 
has declined. However, in electrical parts of machinery & appliances (HS 854800)—another 
major product in which Thailand was importing higher quality from China in 2001—
Thailand started exporting higher quality products in 2007, while in the case of fixed electric 
capacitors nes. (HS 853229), Thailand shifted to competition based on horizontal 
differentiation. 
                                                 
43 Of the products with identified IIT, 6 products could not be allotted to vertical or horizontal IIT, because of 

the lack of unit value data. 
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Table 4: Unit Value Analysis of Top Electrical Machinery Products with Vertical Intra-Industry Trade in 
2001 and 2007 

S.no. Product Product Name 

Share in T. 
HS 85 

bilateral 
trade in 2007 

UV 
Diff. in 
2007 

Share in T. 
HS 85 

bilateral 
trade in 2001 

UV Diff. 
in 2001 

1 854211 Monolithic integrated circuits, dig 10.4 -0.4 8.2 3.7 

2 853400 Printed circuits 6.2 70.9 3.5 40.5 

3 854219 Monolithic integrated circuits, nes 5.7 0.5 2.5 0.8 

4 850110 Electric motors of an output not ex 4.2 1.8 6.5 1.7 

5 852990 Parts suitable for use solely or pr 4.1 13.6 3.2 6.1 

6 850440 Static converters, nes 3.1 10.4 2.2 15.4 

7 854380 Electrical machines and apparatus,  2.1 1.8 0.9 1.7 

8 853710 Boards, panels, including numerical 2.0 65.2 1.7 197.0 

9 852530 Television cameras 1.8 84.8 0.0 5753.4 

10 852290 Parts and accessories of apparatus  1.8 15.1 4.1 112.3 

11 854290 Parts of electronic integrated circ 1.7 67.3 4.4 3457.5 

12 854441 Electric conductors, for a voltage n 1.4 7.1 2.3 400.3 

13 850450 Inductors, electric 1.4 0.1 4.1 -0.2 

14 851730 Telephonic or telegraphic switching 1.4 -8.8 3.8 -1473.8 

15 852390 
Prepared unrecorded media for 
sound 1.4 0.8 0.0 Only imports 

16 854459 Electric conductors, for a voltage  1 4.5 1.9 19.2 

17 854800 Electrical parts of machinery or ap 1 302.2 1.2 -248.4 

18 853120 Indicator panels incorporating liqu 1 0.5 1.0 
Horizontal 

IIT 

19 852190 
Video recording or reproducing 
apparatus 1 8.5 1.7 22.5 

20 850431 
Transformers electric power 
handling 1 -0.2 2.0 

Horizontal 
IIT 

21 850519 Permanent magnets and articles inte 1 36.5 0.4 45.3 

22 853221 Electrical capacitors, fixed, tantalum 1 376.0 0.0 -489.3 

23 850140 AC motors, single-phase, nes 1 16.3 0.2 1712.5 

24 853650 Electrical switches for a voltage n 1 94.6 0.5 Only imports 

25 852810 
Colour TV 
receivers/monitors/projectors 1 -23.4 0.4 718.4 

26 853222 
Electrical capacitors, fixed, 
aluminium 1 180.5 0.4 15.1 

27 854129 
Transistors, other than 
photosensitive 1 0.0 0.4 -0.1 

28 854110 Diodes, other than photosensitive o 1 0.0 0.8 0.0 

29 854011 Cathode-ray television picture tube 1 -23.7 4.2 36.7 

30 853890 Parts for use with the apparatus of 1 58.5 1.1 115.8 

31 851740 Apparatus, for carrier-current line 1 -394.1 0.2 Only imports 

32 853669 Electrical plugs and sockets, for a 1 14.9 0.4 7.8 

33 850511 Permanent magnets and art. intended 1 -1.4 0.4 258.8 

 

The most important products in which Thailand had a significantly higher export unit value 
than those of its imports from China were printed circuits, followed by mostly electrical parts 
and components as well as television cameras. In most electronic parts and components 
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including in digital integrated chips as well as IC parts,44 China caught up in quality with 
Thailand. The unit value analysis of the IIT clearly establishes that while Thailand continued 
to have high vertical intra-industry trade involving these technologically sophisticated 
electronic parts and components (dominated by increased exports to China), the gap in unit 
values with China narrowed in 2007. Thailand’s unit import values in non-digital monolithic 
ICs which showed a rising trend between 2000 and 2007 also points to increasing quality of 
Chinese imports; the narrowing gap means that China was catching up fast with Thailand in 
the IC industry. Further, Thailand has been losing to Chinese competition in the electronic 
audio-visual industry, both in the case of final products colour TV 
receivers/monitors/projectors, etc. as well as in parts such as parts and accessories of 
recorders, except cartridges (HS 852290); cathode ray picture tubes etc.45 The most 
significant category in which Thailand was exporting significantly higher quality products to 
China in 2001, namely, transmit-receive apparatus for radio, TV, etc. (HS 852520) had 
become one of Thailand’s most imported product from China by 2007. An examination of the 
trend in Thailand’s unit import values in this category during 2000-07 showed a clear rising 
trend during 2000-05, which fell slightly during 2006-2007. There was clearly quality and 
price competition in this segment. 

The impact of this competition on domestic production gets reflected in the falling trend in 
the Bank of Thailand’s domestic manufacturing production index (base 2000=100) for TV 
beginning in 2005. By contrast, in the case of ICs, the steadily rising trend in domestic 
production was reversed only in the crisis year 2008 (although there appears to be a drop in 
the growth rate in 2007, this could be linked to the beginning of recession in the developed 
countries). But the unit value analysis establishes the heavy competition from China in the IC 
industry. This would mean tremendous pressure on the profit margins of the firms involved. 
Thus the future success of Thailand’s IC industry specialisation would be conditional on the 
country’s consistent upgradation efforts to retain its qualitative edge over China.  

Thus, Thailand’s specialisation appears to be getting consolidated around electrical parts and 
components within vertical as well as horizontal IIT. Simultaneously, there is heavy 
concentration of specialisation and trade in the printed circuits and IC industry. But, unless 
Thailand is able to constantly review and upgrade its production and technological 
capabilities, if the trend seen between 2001 and 2007 continues, China might catch up with 
the country in electronic parts and components as well. This in turn could mean further 
production and employment displacement in Thailand, unless production restructuring is 
carried out. 

 
Chart 1: Manufacturing Production Indices for ICs and TV (Base 2000=100) 

                                                 
44 Meanwhile, despite the fact that Thailand was exporting higher quality products in parts of electronic ICs (HS 
854290) than China in 2001, the price gap had narrowed by 2007 and the product’s share in bilateral trade had 
also fallen reflecting how China had caught up with Thailand. 
45 It is seen that in the case of Thai exports of HS 85 to China, the top five product categories have remained the 
same (at the 4-digit level) since 1997 when ICs and microassemblies became significant replacing exports of 
parts & accessories of audio & video recording equipment; cathode valves & tubes etc. 
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Note: The figures in brackets denote the weight of this product in the overall manufacturing production index. 
Source: Bank of Thailand. 

When it comes to bilateral machinery trade between Thailand and China, the share of IIT was 
26% in 2001, out of which vertical IIT was 77%. Out of 215 products with IIT in 2001, 29 
products were kept out of the analysis due to unavailability of unit value data. Within the 
remaining products with IIT, 13 products with just 6% of total bilateral machinery trade were 
identified as horizontally differentiated. None of these products, except for computer 
input/output units, parts of vacuum pumps/compressors, etc., accounted for even a 1% share 
each in total bilateral trade in this industry. Within the 173 products with vertical IIT, only 9 
products had at least a one per cent share in total bilateral trade; but these accounted for only 
11% of all bilateral trade in machinery industry. These ratios were small primarily because 
parts & accessories of computers (HS 847330) that accounted for 70% of bilateral machinery 
trade in 2001, moved into the inter-industry trade category (with its trade overlap falling just 
below the 10% threshold level). There were only two products that were very significant in 
vertical IIT in 2001, namely, computer data storage units (HS 847193 - 4%) and compressors 
of a kind used in refrigerating equipment (HS 841430 - 2%). Thailand was exporting higher 
quality products only in the second product.  

By 2007, the share of IIT in bilateral machinery trade increased dramatically to 97% (from 
26% in 2001). Out of 285 products with IIT in 2007, 31 products had to be excluded from the 
unit value analysis due to data unavailability on one side. The final analysis is thus carried 
out on 254 products. Out of these, 21 products with a cumulative share of 29% in total 
bilateral machinery trade were identified as involving horizontal IIT. Among these, the only 
one product that was significant in bilateral machinery trade in 2007 was parts & accessories 
of computers, nes (HS 847330), with a high share of 26%. Apart from the huge drop in the 
share of parts & accessories of computers in total machinery trade from 70% in 2001, it is 
clear that the bilateral trade in this product has shifted from inter-industry specialization in 
2001 to that based on horizontal differentiation. The overall significant increase in horizontal 
IIT when compared to vertical IIT also implies that this shift was more widespread. The share 
of vertical IIT decreased from 77% in 2001 to 71% in 2007. Out of the 233 products with 
vertical IIT (having 71% share in total IIT), 9 products had at least a one per cent share, 
which together accounted for 51% in bilateral machinery trade. 

Within these, computer data storage units (HS 847193) dominated with 38% share and 
Thailand increased its quality between 2001 and 2007, as reflected in the large increase in 
unit value difference. When we consider the longer-term trend in this case, the unit prices of 
Thai imports from China showed a distinct declining trend. Thus, Thailand had acquired a 
quality advantage over China in computer data storage units, which has become the most 
important product within the product group computers.  

The other significant products in VIIT were: computers, nes. (HS 847199 - 4%); computer 
input or output units (HS 847192 - 3%); compressors of a kind used in refrigerators (841430 - 
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2%) and printing machinery nes. (844350 - 1%). Among these, Thailand maintained its 
quality advantage in compressors for refrigerators, while in both computers nes. and 
computer input/output units, and also in printing machinery and parts, the country continued 
to import higher quality products from China. In fact, unit import values for computer input 
or output units (HS 847192 - keyboards, printers, etc.) showed a rising trend reflecting the 
increase in China’s quality. In computers nes, however, the unit value gap was narrowing in 
favour of Thailand. In fact, its share in total HS 84 trade was going up. 

The above charts show the impact of the changing trade competition in the computer segment 
on Thailand’s domestic production as reflected in Bank of Thailand’s domestic 
manufacturing production index (base 2000=100). It is clear that while there is a distinct 
declining trend in Thailand’s production of computer keyboards and printers, the production 
index for hard disk drives show a sharply rising trend.  

 
Chart 2: Manufacturing Production Indices for HDDs, Computers and Computer Parts (Base 2000=100) 
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Note: The figures in brackets denote the weight of this product in the overall manufacturing production 
index. 
Source: Bank of Thailand. 

It appears that Thailand is attempting to face the increased competition from China by 
focussing on niche products within the computer industry, with very heavy trade 
specialization and production concentration in the hard disk drive industry. Only if 
Thailand is able to constantly strengthen the technological capabilities required to 
upgrade with each cycle of the computer industry, will the country be able to maintain its 
trade advantage over China in this segment.  

It is clear that in both the machinery and electrical machinery sectors, the very narrow 
product specialization makes Thai firms vulnerable to changes in the different cycles in 
the electronics industry. 

We now move on to examine the bilateral investment flows between Thailand and China 
in order to understand whether Thai and Chinese firms, apart from third country MNCs, 
are also playing a role in the trade dynamics that we observed. 

4. Thai-Chinese Investment Relations 

4.1 Thailand’s Investments in China 

Even though Thailand is not a significant outward investor per se,46 its investments into 
China have been growing. From the early 1990s onwards, Thai outward FDI had 
increasingly flown to developing countries in the region, particularly ASEAN and China. 
While the pioneers included some of the largest Thai conglomerates, they were followed 
by medium-sized firms during the country’s economic boom period of 1987-96, which 
used some of their increased profits to extend their activities beyond Thailand. For Thai 
entrepreneurs who were virtually all of Chinese origin to some extent, the opening of 
China and its subsequent rapid growth became major driving factors in their overseas 
investment. The significance of China becomes even more evident if investment in Hong 
Kong China is partly considered ‘round-tripping’ to China.47 Some of the main Thai 
                                                 
46 Thailand’s total outward FDI stock during 1979-2006 was less than 5% of its GDP. On the other hand, 

total inward FDI stock over the same period was about 33% of GDP. 
47 UNCTAD (2004) quoted by Pavida (2007). 
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companies investing in China are the Chareon Phokphand Group (CP) Co. Ltd, Saha 
Union Co. Ltd, Siam Cement Group Ltd., Mitrapol Sugar Refinery Co. Ltd, Red Bull 
Drink Co. Ltd, etc.  

Thailand’s investments into China witnessed a sudden jump during 2006-07. During 
2006-07, Thai investment into China, in terms of equity component alone, reached 
US$281 million, compared to US$196 million inward FDI by China into Thailand.48 
With a share of 11% in total Thai equity investment abroad, China was ranked the sixth 
largest recipient during 2002-06. But, this was quite insignificant in terms of the total FDI 
inflows received by China. Although Thailand featured as the 8th or 9th largest Asian 
investor in China, its share in total inward FDI into China stood at a meagre 0.2% in 
2006.  
Table 5: Sectoral Composition of Thai Direct Equity Investment in China  

(Per cent share in period total) 

 

Sector 1997-2001 2002-05 2006-07
1 Industry 2.7 47.3 76.3
2    Food & sugar 0.0 7.4 22.1
3    Textiles 1.8 5.7 8.7
4    Metal & non metallic 0.9 3.5 2.5
5    Electrical appliances 0.0 4.8 15.4
6    Machinery & transport equipment 0.0 12.2 12.4
7    Chemicals 0.0 7.1 11.0
8    Petroleum products 0.0 0.0 0.0
9    Construction materials 0.0 0.2 0.0

10    Others 0.0 6.4 4.3
11 Financial institutions 0.0 3.2 2.6
12 Trade 5.4 27.7 12.3
13 Construction 0.0 0.0 0.5
14 Mining & quarrying 0.0 0.1 0.1
15 Agriculture 0.0 0.0 0.0
16 Services 88.9 0.3 0.2
17 Investment 2.4 5.7 0.0
18 Real estate 0.7 15.5 7.6
19 Others 0.0 0.2 0.4
20 Total (US$ million) 6 47 281  

Source: Bank of Thailand. 

While the pre-crisis Thai investments in China were sectorally scattered, since the mid-
2000s investments appear to be an integral part of Thai business groups’ evolving 
regional strategy, with a clearer focus on industrial projects and especially on food 
industries. This change in strategy is reflected in the sectoral pattern of Thai investments 
into China. The majority of Thai investments in China in the late 1990s were in services 
(linked to investments by telecom companies), whereas after the accession of China to 
the WTO in 2002, Thai investments have been crowded into the manufacturing sector. 
Within manufacturing, industries such as food & sugar, followed by machinery & 
                                                 
48 Although the Bank of Thailand’s inward FDI statistics include all three main components of FDI, namely 

equity capital, loans from affiliates and reinvested earnings, its statistics on outward FDI are only based 
on Thai equity investment abroad. Reinvested earnings began to be included from 2001 onwards. 
Although overseas loans have not been included, this is not expected to lead to a major underestimation 
of outward FDI from Thailand since this component was insignificant until very recently. 



 173

transport equipment, chemicals and electrical appliances have been the most important. 
Thai investment in China is at the lower end compared to China’s investment in 
Thailand. This is driven by two factors: one is the large market in China and the second is 
the resources that China has which attracts FDI from Thailand. Outside manufacturing, 
the other sectors attracting Thai investments have been trade and real estate. Some of the 
investments in trade could be similar to that undertaken by the large Thai fish caning 
firm, Thai Union foods (TUF) around 2003, which established a trading company in 
Shanghai to prospect for entry into the Chinese market.  

The emergence of a more region-wide market within Southeast Asia (under the impact of 
the AFTA tariff reduction scheme) and the spectacular growth of China seem to have 
created opportunities for Thai firms to expand their market as well as increase the overall 
efficiency of their operations through increased regional integration. However, the pattern 
of Chinese investments in Thailand and in the neighbouring region might pose further 
challenges to Thai firms in terms of competition for investment opportunities and 
diversification avenues. 
4.2 Chinese Investments in Thailand 

Although official relations between China and Thailand was re-established in 1975, 
Chinese investments into Thailand began only in 1984 when Chinese non-state firms 
were permitted to set up subsidiaries in other countries.49 But, even during 1987-1990 
when Thailand attracted a massive inflow of FDI into its economy after its mid-1980s’ 
policy shift in favour of export-oriented growth and foreign investments, total inflows 
from China amounted to just US$20 million. There was a minor increase in total inflows 
during 1991-97, the period which saw yuan appreciation and China liberalising its 
outward FDI policy. But, Chinese FDI in Thailand became much more significant after 
China became a WTO member in December 2001. FDI from China, which stood at a 
total of US$21 million during 1998-2001, jumped to US$208 million during 2002-06 and 
stood at US$90 million in 2007 alone.  

However, China’s share in total (net) inflows of FDI into Thailand was insignificant at 
just about 0.7% even in 2007.50 FDI into Thailand was insignificant among overall 
Chinese outflows also. Thailand’s share in China’s total outward FDI stood at just 0.1% 
in 2006, down from 2% in 2003.51 However, among the ASEAN countries, Thailand was 
an important recipient of Chinese FDI (along with Vietnam) during 2003-06, following 

                                                 
49 During the first phase of Chinese outward FDI, 1979-1983, the only Chinese entities permitted to invest 

overseas were state-owned trading corporations and provincial or municipal-based international 
economic and technology cooperation enterprises, on a case-by-case basis. 

50 Japan remains the single largest (net) foreign investor in Thailand, followed by Singapore, US, Germany, 
Hong Kong, China, UK, Switzerland and Malaysia. 
51 It must be noted here that there are discrepancies in the FDI data as reported by China and Thailand. For 
example, out of four years for which Chinese outward FDI data are available from the 2006 Statistical 
Bulletin of China’s Outward FDI Investment, the figures recorded as outward FDI investment to Thailand 
in 2003 and 2004 are significantly higher than what are recorded as FDI inflow into Thailand from China 
by the Bank of Thailand. On the other hand, for 2005 and 2006, the figures are significantly lower as 
reported by China. 
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Singapore and Indonesia. According to the Board of Investment of Thailand, a total of 
161 projects from China were approved during 1987-2005. 

The general consensus among analysts, who have studied the pattern of China’s outward 
FDI, is that motivation for outward investment has generally evolved from one that was 
based largely on accessing natural resources to a multiple set of objectives related to 
securing access to markets, technology and brands, as well as the traditional interest in 
natural resources. But when it comes to investment in other developing countries, most 
mainland transnationals invest for gaining access to lower factor costs and/or under-
utilised natural resources, geographical or institutional proximity to existing and new 
markets, entrepreneurial factors and economic diplomacy according to Yeung and Liu 
(2008). 52 Chinese investments into Thailand appear to have been driven by the first two 
of these factors. As Gugler and Boie (2008) point out, given the low production costs in 
China, while traditionally efficiency-seeking motivations do not play a primary role, the 
situation has become more dynamic since wages have considerably increased in the 
coastal areas of China. The Pearl River delta, in particular, is facing competition from 
even cheaper labour in neighbouring countries such as Vietnam and Thailand. Production 
in these countries will not necessarily be cheaper than that in the remote provinces of 
China, but may be more easily accessible.53 Secondly, from the PRC viewpoint, the 
sizable collective economic size of ASEAN means that the region offers a meaningful 
opportunity to diversify both its export markets and its import sources. These strategies 
are in turn integrally linked to the Chinese government policy changes on outward FDI. 
As Woo and Zhang (2006) pointed out, recognizing the increasingly important role of 
Chinese enterprises in global trade and production networks, the government had put in 
place new policies to encourage firms to engage in overseas activities that augmented 
China’s export drive, also known as “processing trade” projects. The light industrial 
goods sector (e.g., textiles, machinery and electrical equipment) was encouraged to 
establish manufacturing facilities overseas that would use Chinese raw materials or 
intermediate goods. The government offered a variety of incentives including export tax 
rebates, foreign exchange assistance and direct financial support. A much broader policy 
shift involving industries across-the-board happened in 2002.  

Thus, except during the period 1991-97 when trade dominated, manufacturing sector 
constituted the most important category of Chinese investments into Thailand. Since the 
late 1990s, textiles, machinery & transport equipment and electrical appliances have been 
the major recipients. The ‘other industry’ category (most likely light industries) has also 
been significant in all the periods. Service sector investments took place in transportation 
& travel and ‘other services’ as well as in housing & real estate (including hotels & 
restaurants) after 2002. China is a big contributor to Thailand’s economy through the 
large number of Chinese tourists coming to Thailand as well. 

Table 6: Sectoral Distribution of FDI Inflows into Thailand from China  
(Per cent share in period total) 

                                                 
52 HKTDC (2002).  
53 Gugler and Boie (2008). 
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Sector 1987-1990 1991-97 1998-2001 2002-06 2007
1. Financial Institutions 0.2 7.8 0.0 1.8 0.0
2. Trade 17.9 48.6 19.3 5.6 0.0
3. Construction 39.6 14.1 14.3 6.1 6.4
4. Mining & Quarrying 0.0 0.3 0.0 0.0 0.0
   4.1 Oil exploration 0.0 0.0 0.0 0.0 0.0
   4.2 Others 0.0 0.3 0.0 0.0 0.0
5. Agriculture 3.0 0.0 0.0 0.0 0.0
6. Industry 38.2 20.6 33.8 55.2 67.7
   6.1 Food 6.6 1.0 4.6 0.8 0.5
   6.2 Textiles 0.0 1.8 11.3 31.2 0.0
   6.3 Metal based & non-metallic 6.2 0.4 0.0 0.6 1.9
   6.4 Electrical Appliances 6.7 0.0 1.9 2.0 56.3
   6.5 Machinery & Transport equip. 0.0 0.5 9.3 1.0 2.2
   6.6 Chemicals 6.5 0.0 0.8 2.5 0.0
   6.7 Petroleum products 0.0 0.0 0.0 0.0 0.0
   6.8 Construction materials 0.5 0.0 0.0 0.2 0.0
   6.9 Other industry 11.7 16.8 5.8 16.9 6.9
7. Services 0.3 5.3 2.1 12.6 16.7
   7.1 Transportation & Travel 0.2 0.5 0.0 11.6 16.5
   7.2 Other services 0.1 4.8 2.1 0.9 0.3
8. Investment 0.0 1.0 0.0 0.1 0.0
9. Real estate 0.8 0.9 9.7 10.5 7.7
   9.1 Housing & Real estate 0.8 0.9 9.7 1.9 7.3
   9.2 Hotels & Restaurant 0.0 0.0 0.0 8.6 0.4
   9.3 Other real estate 0.0 0.0 0.0 0.0 0.0
10. Others 0.0 1.4 20.8 8.0 1.4
Total (US$ million) 20.8 32.4 20.5 208.2 90.4  

Source: Bank of Thailand. 

Some of the large Chinese firms operating in Thailand are China Worldbest Group 
(Natural/Synthetic Fibres, Citric Acid, Fibre Residue, Printing & Finishing Textile), 
Haier Group (Electric), Changhong (Electric), TCL-Thomson Electric (Electric, 
Television), Huawei Technology (IT service trade), Thai-China Flavours and Fragrances, 
Tong ren Tang (Traditional medicine), China State Construction Engineering and CHEC 
(Thai) Co. Ltd. (Construction).54 The single biggest investor is China Worldbest Group, 
which specialises in textiles and uses Thailand as an export base. Other companies 
include Shandong Jingongmey Co. Ltd. (produces ethyl alcohol from tapioca), Zhong Fu 
Co. Ltd. (plastic bottles), Dong Yuu Co. Ltd (printing rollers), Jinwonlu Industry 
(barbeque griller) and Holley Group Electric (Thailand) (electricity power meters). 

The number of applications of Chinese investment in Thailand, which comes through the 
Board of Investment (BOI), has been increasing. But they are underestimated, since there 
are a lot of investments which do not go through the BOI. Further, overall, there can be 
some underestimation of the role played by Chinese investments in Thailand, since many 

                                                 
54 Pittaya (2008). 
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investments from China or their companies do not come from China, but from other 
sources. Chinese companies often maintain offices abroad so that they do not have to take 
permission from the Chinese government for transferring money from one country to 
another. China is routing this money through other countries like Hong Kong China, 
Mauritius and other tax havens. There are also firms combining Chinese, Taiwan 
Province of Chinese and Hong Kong Chinese investments operating along the Thai-
Burma border and employing Burmese workers. Further, it has been pointed out by some 
analysts that even within Thai borders when investments come from Hong Kong China or 
Taiwan Province of China, Thailand cannot really distinguish between these and those 
coming from Mainland China because many of the companies are merged companies 
between Hong Kong China and Mainland companies.  

A lot of Chinese investments also go to service industries, especially in construction. 
They form consortium with big Thai construction companies and bid for government and 
private projects, especially in infrastructure. Chinese businesses in Thailand’s service 
sectors are construction, logistics, alternative medicines, Chinese language education, 
Chinese restaurants, etc. There are reportedly many Chinese firms in logistics because 
Thai companies are not very good in logistics, although the market is currently dominated 
by western companies. In the border towns like Chiang Rai province, a lot of Chinese 
companies are set up to cater to the increasing trade that is taking place. Also in border 
towns, Thai companies are quite small and once Chinese companies are set up, the 
imports and exports of Chinese goods would be done without Thai companies. For 
logistic companies those benefits are for Chinese companies. Hence, Thai companies are 
quite concerned with the investment made by the Chinese companies—for example, river 
transport from China to Thailand is started by Chinese boats, not Thai boats. The tourism 
boat plying up and down the rivers are also Chinese boats. So, Chinese firms dominate 
the logistics industry in the northern part.  

4.3 Firm-Specific Advantages of Chinese Outward Investors 

In this context of growing investments by Chinese investors in Thailand, it is relevant to 
assess whether Chinese firms possess significantly more firm-specific advantages (FSAs) 
that will enable them to outcompete Thai firms. Among other things, appropriate and 
specialized expertise and technology; early adoption of new technologies, sustainable 
investment in research and development (R&D) and other resources are particularly 
relevant in industries that depend largely on innovation such as consumer electrical and 
electronic products, machinery and transportation equipment. Most studies on Chinese 
firms’ FSAs agree that Chinese firms have so far failed to develop such firm-specific 
advantages and are lagging well behind Western firms, especially in technology 
(UNCTAD, 2006). However, a number of rising Chinese MNEs have in the meanwhile 
taken a leading international position in such innovative goods. Typical examples include 
the household electronics producer Haier and consumer electronics producer Hisense. In 
the light of their success, it has thus been pointed out that while many Chinese firms may 
not possess sufficient firm-specific competitive advantages such as branding, marketing 
know-how, and managerial skills to compete directly with the firms in the developed 
countries, the former may sometimes possess sufficient competitive advantages vis-à-vis 
even world-class transnationals in the emerging markets in Southeast Asia because of 
Chinese firms’ ability to manage the business environment. Many target countries for 
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Chinese FDI, especially in Asia and Africa are characterized by comparatively weak 
institutions, a high level of direct state intervention, insecure protection of property rights 
and opaque corporate governance, and thus fit quite well with the experience of Chinese 
companies in their domestic markets.55 In Thailand’s case, it has also been observed that 
many of the Chinese companies that invest are state enterprises or state-owned 
enterprises, although legally speaking they are private companies. Since they are owned 
by state enterprises, they get cheap funds from the Chinese governments. This might also 
offer them an additional edge over many other foreign companies. 

According to UNCTAD, another source of FSAs to be taken into account of in sectors 
such as electronics, automobile components, garments and footwear are production 
process capabilities. These concern primarily the production of components and products 
as well as distribution and delivery capabilities. In this kind of FSAs, firms derive their 
advantages primarily from specialization in the production part of the value chain, 
mirroring China’s role as a major global production base. Most of them are specialized in 
low-cost, high-quality manufacturing, mostly for sale to retailers or manufacturers. At the 
same time, increasingly severe MNE competition in their domestic markets, excess 
capacity, and sliding profit margins have operated as the most important push factors for 
market-seeking FDI from China, particularly in the electronic home appliances sector. In 
a study by McKinsey & Co, cited by Wu, overcapacity within China’s home appliance 
market is estimated at over 30% in washing machines, 40% in refrigerators, 45% in 
microwave ovens, and 87% in televisions. Thus, Chinese firms including small and 
medium-sized enterprises (SMEs) may invest abroad to replicate their production model 
in other developing countries—where China’s labour-intensive model of producing low 
value-added goods fits in well with the endowment pattern as well as the stage of 
economic development and, therefore, is relatively easy to transplant. By establishing 
production facilities in these host countries and integrating them into the global 
manufacturing chain, China can also benefit from an increased export of capital goods 
and raw materials to their overseas production facilities. 56 

Pavida (2007) provides an important insight into the impact of precisely this kind of 
Chinese FDI by companies like Haier into Thailand’s electronics industry. The Thai 
electronics industry, the star performer among export-oriented sectors, has been more or 
less completely foreign-owned since it began receiving FDI from the late 1970s. Most 
established consumer electronics multinationals compete in the high-end market where 
competition depends heavily on product innovation. The lone Thai-owned firm in the 
consumer electronics sub-sector, DiStar, has long been shielded from heavy competition 
because the group has positioned itself in the middle- to low-end market where 
consumers are more sensitive to prices rather than advanced product features. But with 
                                                 
55 See UNCTAD (2006) and Yeung and Liu (2008). 
56 Gugler and Boie (2008); OECD (2008). According to Yeung and Liu (2008), some mainland 
transnationals that are well articulated within global production networks in different industries and sectors 
may also start investing abroad as part of a market defense strategy. When global firms first entered China, 
the Chinese transnationals were chosen as their preferred suppliers. Over time, as production in China 
became responsive to global conditions and the lead global firms began to adjust their global production 
networks in favour of newly emerging economies in Asia and elsewhere, their existing suppliers in China 
tended to follow suit and establish new production facilities in such newly emergent host countries as 
Indonesia and Vietnam. 
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much lower costs and thus lower price, Chinese products are making headway into the 
low-end range of the market, and at the same time investing heavily in product 
development to push their brand upward in the manner Korean manufacturers like 
Samsung and LG has done.  

Haier’s joint venture with Distar—Haier Electrical Appliances (Thailand)—is a 55 per 
cent majority-owned joint venture between Haier and Distar Electric.57 The Thai partner 
was originally marketing its own brand of Distar television sets and had 15 per cent of the 
Thai TV market. After establishing the joint venture, Distar Electric continued to market 
Distar products, while at the same time selling Haier products as well.58 While the top-
end markets are already occupied by Japanese, US, European, and Korean brands, and 
the low-end being gradually taken by the Chinese, brands like DiStar are becoming 
squeezed in the middle.   

Thus, without sufficient emphasis on product development and without the scale enjoyed 
by Chinese companies, Thai firms would find it hard to compete on costs against the 
potential inflow of Chinese firms that have been aggressively expanding abroad. In order 
to compete successfully, Thai firms have to build on their strengths in their home markets 
and at the same time consider moving overseas themselves. 

 

4.3 Competition in Neighbouring Countries 

But it increasingly is the case that Thai firms have to compete with Chinese firms in other 
ASEAN countries as well. The ASEAN-China FTA and the Greater Mekong Sub-region 
(GMS) framework also appear to underlie the dynamics of increasing bilateral 
investments and Chinese investments in Thailand’s neighbouring countries. A survey on 
east-west corridor showed that a lot of Chinese companies are coming in through this 
route. A lot of Chinese companies are also coming through the northern corridor from 
China to Laos. Chinese companies have set up a wholesale market in Laos importing 
Chinese products. Thus, there is increasing competition between Chinese and Thai 
companies in countries at a lower development stage. Previously Thai investment 
dominated Laos and Cambodia apart from the USA and Vietnam, but now China has 
become the number one investor in Laos and Cambodia. Thailand currently has a trade 
surplus with these Mekong sub-region countries.  

According to People’s Daily, the Chinese government has decided to provide one-third of 
the concessional loan offered to developing countries to ASEAN in the coming 3 years, 
and increase the existing concessional loan of US$5 billion for supporting the investment 
projects of Chinese enterprises in ASEAN. In addition to two-way investment, contracted 
projects and cooperation in the field of labour services are important areas of economic 
relations between China and ASEAN. ASEAN countries are China’s major market of 
contract projects and labour services. Major contractors such as the China Harbour 
Engineering Company, the China Railway Engineering Corporation, the China National 
Chemical Engineering Corporation and the China Metallurgical Construction Corporation 

                                                 
57 Cheng and Ma (2008). 
58 The Nation, 6 December 2002. 
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have all contract projects in ASEAN market.37 China’s contract projects are mainly 
concentrated on Singapore, Malaysia, Myanmar, Thailand and Vietnam.  

It is envisaged that in the longer term, Chinese enterprises may strategically work 
towards the development of an Asian free trade area, constituted by ASEAN plus China 
and maybe other countries. Thus, it may be perceived that increasing domestic 
competition, excess production capacity and sliding profit margins, abundant foreign 
exchange reserves, huge and still rising demands for natural resources, and Chinese 
governments’ determination and associated “going abroad” policy and financial support, 
among others,59 will all work towards increasing the scale of Chinese FDI into Thailand, 
making it imperative for Thai firms to find out niche products and markets for their 
survival. 

5. The Dynamics of Indo-Thai Economic Relations  

5.1 Trade Relations between India and Thailand 

The analysis of the changes in the geographical composition of Thailand’s trade partners 
in section 2.1 showed that India has been one of the countries within developing Asia 
with which Thailand’s trade has grown fast in the recent years. But, even though bilateral 
trade and investment relations between India and Thailand have expanded considerably 
especially since 2002, the two countries are still not very important trade and investment 
partners for each other. Thailand’s share in India’s total exports went up from 1% in 1998 
to 1.1% in 2004, but stood at the same level (1.1%) in 2007. As a source of India’s 
imports also, Thailand contributed only just over 1%. This share showed a gradual and 
steady increase from 0.6% in 1998. India was slightly more important from the point of 
view of Thailand’s export markets and import sources. In the most recent years, India has 
emerged more as a market (that is, as a source of demand) than as a source of imports for 
Thailand. While India’s share in total Thai imports increased from 0.9% in 1995 to 1.2% 
in 2004 and 1.4% in 2007, India’s relative share as a market for Thai exports increased 
from 0.5% in 1995 to 0.9% in 2004 and increased at a much faster pace to about 2% of 
total Thai exports in 2007. Thus, while India had maintained a situation of trade surplus 
vis-à-vis Thailand during 1995-2004, with the higher growth in Thailand’s exports to 
India, this turned into a trade deficit in 2005. In 2007, Thailand’s trade surplus with India 
amounted to more than US$773 million. 

                                                 
59 In 2001, Chinese crews, brought in by Southeast Asian governments eager to increase traffic and trade, 
began blasting and dredging a stretch of the river running from Burma and Laos to Thailand, clearing away 
islands, reefs and rapids that once blocked the passage of ships. Since then, sleepy Southeast Asian river 
ports have morphed into boomtowns, with boats from China disgorging cheap electronics, fruits, vegetables 
and every kind of plastic gadget imaginable. River traffic runs both ways: in December 2006, the first 
shipment of refined oil chugged up the Mekong bound for energy-hungry China, opening up a potential 
alternative shipping route to avoid the pirate-infested Straits of Malacca through which roughly half of its 
imported oil passes. And with China needing somewhere to park its ballooning foreign-exchange reserves, 
the riverfront capitals of Phnom Penh and Vientiane now gleam with Chinese-built roads, buildings and 
other infrastructure. The torrent of investment is expected grow even greater when Chinese construction 
workers finish building a 1,100-mile (1,800-km) Yunnan-Bangkok highway that parallels a section of the 
Mekong.  See http://ipezone.blogspot.com/2007_08_01_archive.html. 
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According to the Bank of Thailand’s classification, raw materials and intermediate goods 
dominated Thailand’s imports from India, followed by capital goods, fuel and lubricant 
as well as non-durable consumer goods. Thailand’s raw material and intermediate goods 
imports from India were dominated by mineral and metal products, followed by 
chemicals, plastic materials and textile supplies. On the other hand, capital goods imports 
from India primarily consisted of electrical machinery & parts, non-electrical machinery 
& parts as well as industrial machinery, tools & parts. Consumer goods imports consisted 
mainly of medicinal & pharmaceutical products and food. From 2004 onwards, imports 
of vehicles and parts also began growing rapidly. But, by 2007, although mineral and 
metal products followed by chemicals and plastic materials continued to dominate, 
electrical machinery & parts became Thailand’s third largest non-oil imports from India. 

Thailand’s exports to India have undergone even more important changes in the recent 
years. While agricultural products had a significant share (20%) in the total in 1995, this 
share dropped to just 6% in 1996 and further to less than 5% from 2000 onwards. Rubber 
remains the single dominant Thai agricultural exports to India. Meanwhile, the share of 
manufactured products has increased from 78% in 1995 to an average of 92% since 2001. 
Sectorally, mineral products exports were also significant in 2000 (13%) and 2005 (11%).  

Overall, Thailand’s exports to India have become much more broad-based and diversified 
than India’s exports to Thailand. While the cumulative share of Thailand’s major imports 
from India was 90% during 2004-07, the cumulative share of Thailand’s major exports to 
India stood at only 60% in the same period. 

The relatively low significance of India and Thailand to each other in their overall trade 
reflects the fact that they are both resource-rich developing countries having industrial 
structures that are more competitive than complementary. This is clearly reflected in the 
similar shares both account for in global trade, as mentioned in the introduction. This also 
got reflected in the high tariffs that prevailed earlier in both countries’ competing sectors. 
At 9.4% in 1999, Thailand’s import-weighted average tariff rate for imports (at the 6-
digit level) from India was not very high. But, categories that faced very high tariffs 
included crops n.e.c., fishing, poultry and seafood, wearing apparel, oil seeds and veg., 
fruits and nuts.60 These categories included several products in which overall Indian 
exports were significant. These product groups were identified as fish and crustaceans; 
edible fruit and nuts; coffee, tea, spices etc; articles of apparel and clothing accessories 
etc. On the other hand, India’s import-weighted average tariff rate for imports (at the 6-
digit level) from Thailand was much higher at 25% in 1999. Thailand’s commodities that 
faced high import tariffs in India in 1999 included forestry, mineral products n.e.c., sugar, 
oil seeds, textiles and most importantly vehicles & parts. Other categories of Thailand’s 
exports that faced high Indian trade barriers were food and other agricultural products 
including meat products, rice, wheat, maize, copra, coconut oil and sugar; carbon black; 
chemicals; rubber and rubber products; textiles; second hand capital goods; second hand 
vehicles etc. Therefore, the high tariffs faced by India and Thailand’s products of export 
interest in each other’s markets were clearly one of the reasons for the low levels of 
bilateral trade during 1995-99. 

                                                 
60 Das, Somchai and Sothitorn (2002). 
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However, the emerging pattern of goods trade since the entry into force of the India-
Thailand FTA does seem to point towards growing two-way trade enabled by a 
rationalisation of the tariffs. The framework agreement to establish the Thailand-India 
Free Trade Agreement was signed on 9 October 2003. For the liberalization of trade 
under the FTA, goods were listed in three different categories—Normal Track, Sensitive 
Track and Early Harvest Scheme (EHS). The EHS reduced tariffs on 84 agricultural and 
industrial items (at the HS six-digit level) by 50 per cent immediately in the first year on 
1 September 2004, 75 per cent in the second year (1 September 2005) and was to be 
eliminated completely by 1 September 2006 (see Table below). The 84 items under the 
EHS included, for example, fruits (fresh mangosteens, mangoes, durian, rambutans, 
longans); fishery products (salmon, sardines, mackerel); electrical appliances 
(window/wall air-conditioners, colour TVs, ball bearings); precious metal and jewellery; 
polycarbonates, and more. The elimination of the relatively higher Indian tariffs over 
2004-2006 under the EHS would have clearly increased the market access for Thai 
manufactured products. Thailand’s trade surplus with India from 2005 onwards attests to 
the fact that Thailand did increase its exports to India subsequently.  

All 84 product items which were subject to tariff cuts agreed under the EHS were 
products under the 19 product chapters at the HS 2-digit level shown in the table below.  
 
Table 7: List of Nineteen Product Chapters at 2-Digit Level under the Thai-India FTA’s EHS 
Scheme 

HS 
chapter  Description   

 HS 
chapter  Description   

8 Edible fruits and nuts     
10 Cereal   72 Iron & steel   
16 Preparation of meat, fish 73 Articles of  iron & steel 
25 Salt, sulphur, earth, cement  76 Aluminium & articles thereof   
26 Ores, slag and ash   84 Nuclear  machinery 
28 Inorganic chemicals  85 Electrical machinery & equipment 
29 Organic chemicals 87 Vehicles 
39 Plastic and articles  thereof 90 Optical, photo, cinematic apparatus   
44 Wood & articles thereof 91 Clock, watch 

71 
Peals; precious stones & 
metals 94 

Furniture, lamps, prefabricated 
buildings 

 
Source: Department of Trade negotiations, Thailand Ministry of Commerce, available at 
http://www.dtn.moc.go.th/web/fta/FTA-Thai-India. 
 

In the following analysis, we look at the composition of bilateral exports and imports 
using trade data from the UN Comtrade database based on the 1992 Harmonised System 
(HS) classification to examine whether these have been the product categories that have 
gained in share in bilateral trade. As seen in the table below, although the share of 
machinery sector in total Thai exports to India decreased from the nearly 30% share 
during 2001-2004, it remained the single largest Thai export sector to India with a share 
of 18% during 2005-07. Further, the shares of electrical machinery and plastics & plastic 
products went up to 14% and 12% respectively. Similarly, sectors such as iron & steel; 
vehicles other than railway etc; mineral fuels & products; rubber & articles; and 



 182

aluminium & products have all increased in significance. On the other hand, organic 
chemicals, impregnated/coated/laminated textile fabrics, man-made staple fibres and 
man-made filaments declined in share.  

Table 8: Major Thai Exports to India, 1998-2008  
(Period average percentage share)  

S. 
no. 

HS 
chapter Commodity 1998-2000 2001-2004 2005-07 2008 

1 84 Nuclear reactors, boilers, machinery, etc 15.5 29.4 17.7 18.3 
2 85 Electrical, electronic equipment 10.2 9.8 14.4 11.9 
3 39 Plastics and articles thereof 12.3 9.0 12.1 11.3 
4 72 Iron and steel 2.4 3.8 9.7 7.9 
5 87 Vehicles other than railway, tramway 2.6 3.9 5.9 5.4 
6 27 Mineral fuels, oils, distillation products, etc 2.9 0.3 5.2 6.8 
7 40 Rubber and articles thereof 3.8 5.6 4.7 5.6 
8 71 Pearls, precious stones, metals, coins, etc 3.2 3.6 2.9 4.6 
9 76 Aluminium and articles thereof 0.8 0.9 2.8 3.8 

10 29 Organic chemicals 3.3 2.7 2.4 2.0 

11 59 
Impregnated, coated or laminated textile 
fabric 4.6 2.9 1.9 1.3 

12 73 Articles of iron or steel 1.0 1.3 1.6 1.5 

13 33 
Essential oils, perfumes, cosmetics, 
toiletries 0.4 1.5 1.3 2.3 

14 74 Copper and articles thereof 0.9 1.5 1.3 1.3 
15 55 Manmade staple fibres 4.6 3.3 1.1 0.9 
16 54 Manmade filaments 3.2 3.2 1.0 0.8 
17 38 Miscellaneous chemical products 0.2 0.9 1.0 0.8 

Note: The table contains only those products that had at least a 1% share during 2005-07. They accounted 
for 87% of total exports in that period.  
Source: UN Comtrade Database. 

When it comes to Thailand’s imports from India, pearls, precious stones, metals, etc. was 
the single largest import category in the late 1990s with an average 32% share. This share 
declined steadily to an average 23% during 2005-07; but it remained Thailand’s top most 
import from India at the 2-digit level. Sectors such as organic chemicals; and residues, 
wastes of food industry, animal fodder etc., which were the next important imports in the 
late 1990s, also declined in share relative to mineral fuels & products; iron & steel; 
copper & articles; and electrical machinery & products. Other categories that became 
important in Thailand’s imports from India in the recent years were machinery & 
products; vehicles other than railway, etc. 

Table 9: Major Thai Imports from India, 1998-2008  
(Period average percentage share) 

Chapter  Commodity 1998-2000 2001-2004 2005-07 2008 
71  Pearls, precious stones, metals, coins, etc 32.4 25.8 23.0 16.1 
27  Mineral fuels, oils, distillation products, etc 4.0 5.5 11.1 4.0 
72  Iron and steel 2.9 11.3 9.2 13.4 
74  Copper and articles thereof 0.5 6.1 8.1 8.3 
29  Organic chemicals 11.6 9.8 7.0 6.4 
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85  Electrical, electronic equipment 2.3 1.5 5.7 9.1 
23  Residues, wastes of food industry, animal fodder 11.5 7.7 5.6 10.8 
84  Nuclear reactors, boilers, machinery, etc 2.5 5.8 4.9 4.8 
87  Vehicles other than railway, tramway 0.4 0.5 2.9 2.8 
52  Cotton 4.6 1.6 2.8 3.2 
38  Miscellaneous chemical products 2.1 2.5 2.4 2.5 
3  Fish, crustaceans, molluscs, aquatic invertebrates nes 8.1 4.7 1.9 1.9 
32  Tanning, dyeing extracts, tannins, derivs, pigments et 1.6 2.1 1.7 1.8 
39  Plastics and articles thereof 0.9 0.8 1.6 1.6 
30  Pharmaceutical products 0.6 1.1 1.4 1.8 

Note: The table contains only those products that had 1% or more share during 2005-07. They accounted 
for 89% of total imports in that period.  
Source: UN Comtrade Database. 

It is observed that there is a growing concentration of bilateral imports and exports in the 
broad industrial categories of iron & steel; electrical machinery & parts; mineral fuels & 
parts; machinery & parts; vehicles; pearls, precious stones, etc. It was seen that 57 out of 
84 EHS product items (at HS 6-digit level) are under the 6 product categories (at HS 2-
digit level) machinery; plastics and articles thereof; electrical machinery; precious stone 
& metals; iron & steel; and organic chemicals.61 Thus, clearly, the FTA had a major 
impact in changing the composition of bilateral trade. 

We have already discussed that the overall interdependence in the Asian region has been 
deepening because integration in global production networks driven by FDI is the manner 
in which most of these developing countries have achieved export-led growth. Thus, the 
patterns of manufacturing sector production in most of these countries has been 
increasingly dependent on the networks put in place by multinational corporations, who 
have been able to place parts of their production processes in different countries across the 
region, based on the availability of skills and resources required for particular stages of 
production along the value chain.62 But, while production networks have been identified 
as lying at the heart of the recent growth in intra-industry trade among East Asian 
countries, we need to understand whether India’s growth in trade and investment with 
Asian developing economies including Thailand, reflects any similarity with an FDI-led 
trade integration pattern, either bilaterally or regionally. At the preliminary level, we look 
at the bilateral investment relations below.  

5.2 Investment Relations between India and Thailand 

As far as Thailand’s investment in India is concerned, data for net equity flows from 
Thailand into India are available from 1992 onwards. During 1992-99, Thai investments 
into India (on a net basis) accounted for only an average 2.4% of total net Thai equity 
flows abroad.63 In 2007, while Thailand invested US$48 million into India, “net” 
investment into India in that year was only US$13 million (as there was large repatriation 
                                                 
61 Ake-Aroon Auansakul (2007). 
62 Haddad (2007).  
63 Net flows of Thai Equity Investment Abroad is defined by the Bank of Thailand as inflows (repatriation 

amount) minus outflows (investment amount), consistent with the Balance of Payments table. 
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of funds to Thailand). It is seen that in the late 1990s, Thai investments took place in 
trade and in the metal products industry. But, during 2005-07, Thai equity investments 
went into construction, services, machinery & transport equipment, followed by food 
processing. 
Table 10: Sectoral Distribution of FDI Inflows into India from Thailand  

(Per cent share in period total) 
Sector 1997-2004 2005-06 2007

1 Industry 58.3 36.2 20.1
2    Food & sugar 0.0 15.0 3.3
3    Textiles 0.0 0.0 0.0
4    Metal & non metallic 58.3 0.2 0.0
5    Electrical appliances 0.0 0.8 0.0
6    Machinery & transport equipment 0.0 19.4 15.8
7    Chemicals 0.0 0.0 0.0
8    Petroleum products 0.0 0.0 0.0
9    Construction materials 0.0 0.0 0.0

10    Others 0.0 0.8 1.0
11 Financial institutions 0.0 0.0 0.0
12 Trade 41.7 7.1 0.0
13 Construction 0.0 16.0 77.5
14 Mining & quarrying 0.0 0.0 0.0
15 Agriculture 0.0 0.1 0.0
16 Services 0.0 30.5 2.4
17 Investment 0.0 0.0 0.0
18 Real estate 0.0 9.3 0.0
19 Others 0.0 0.9 0.0
20 Total (US$ million) 0 64 48  

Source: Bank of Thailand. 

It is clear that with the attraction of the vast Indian market post-liberalisation, at least 
until the global economic crisis began to have an impact, there has been growing interest 
by Thai firms for investments into India in the recent years. In fact, the Look West Policy 
(LWP) of Thailand launched in 1997 identified India as the most important target country 
in terms of market and investment destination. From 2004 onwards, there has been 
special focus by Thailand on the north eastern states of India as a gateway to the 
mainstream Indian market, the Bay of Bengal and the SAARC region.64 Two major areas 
of Thai specialisation are food processing and infrastructure industries. Thus, a large 
number of Thai multinationals and SMEs (Small and Medium Enterprises) were willing 
to invest in agri-business, food-processing, energy and transport sectors. For example, the 
CP group, one of the biggest Thai MNEs, had signed an MoU with the Assam Industrial 
Development Corporation for undertaking joint businesses in the agro-business sector. 
The CP Foods, a subsidiary of CP group, was planning to invest in the agri-business 
sector, such as plant and seed business, and piggery and poultry, in which the company 
has proven record of success. Two Thai construction and heavy machinery companies, 
Siam Kenki Co. and JSSR Machinery Co. have joined hands to invest in construction and 
heavy equipment trading. Further, the Avana Hotel Co. of Thailand has signed an MoU 
with the Indian Sky King Aviation Co. to invest in the tourism and aviation sector in 
                                                 
64 Vibhanshu (2008).  
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Meghalaya and Tripura. Earlier, The Sky King Aviation had received the exclusive rights 
to operate flight services from all the capital cities in the north eastern states.  

An important aspect of Thailand’s investment strategy in India’s northeast is the use of 
shared ethno-cultural linkages in fostering business relations. The four ethnic groups in 
Assam—the Khamyangs, the Turungs, the Aitons and the Khamitis—essentially belong 
to the Tai-Ahom community. The centuries’ old socio-cultural linkages with the local 
ethnic groups are expected to cushion the business operations of Thai companies from 
local resistance to outside presence. But, one of the key considerations of Thai companies 
seems to be the procurement of raw materials for processing them in their industrial units 
located in Thailand for marketing to third countries.65 This approach is evident in all 
three important sectors of investment—agro-business and food-processing industries, 
infrastructure, and services sector. While some of the Thai companies were planning 
investments in services-based industries such as hotel and tourism as well as the 
infrastructure sectors of hydel-power generation, construction and waterways, a large 
number of them were planning to enter into the primary sector of agro-business and food 
processing industries such as bamboo, plantation, rubber, poultry, seed business and so 
on. The CP Group itself was preparing to expand in India by establishing two more 
animal feed plants.66.  

It appears that the trade and investment links between India and Thailand will become 
more entrenched once the negotiations for free trade in services are finalised. According 
to more recent reports, many Thai businessmen have already started to play a key role in 
India’s services sector, with the Central Group (a leading Thai department store chain) 
having tied up with DLF Group (a leading Indian property developer), and the CP Group 
already having expressed its desire to have cold-storage operations across the country. 67 
Ital-Thai Public Co. Ltd., one of the oldest and largest Thai construction companies, is 
also playing a role in India’s infrastructure development, through its involvement in the 
Kolkata airport modernisation project. The company is involved in many other 
infrastructure projects in the country. Meanwhile, Thai Summit, Thailand’s largest 
automotive parts producer, is currently building its fourth factory in India. More 
investment opportunities are expected to emerge especially for Thai construction and 
infrastructure companies also since developing road networks in the northeast has come 
into the focus of various national, sub-regional and international initiatives launched over 
the years. The various sub-regional initiatives such as BIMSTEC and MGC have also 
taken up various programmes to link India’s northeast with mainland Southeast Asia.68 
The MGC has launched the Delhi-Hanoi rail link to connect India’s north eastern region 
with Vietnam via Myanmar and Thailand. 

India is now open to all forms of investments from Thai companies and has opened up 
some areas such as mining that were restricted earlier. Foreign companies now can own 
100% of Indian mines, while other areas such as services are being opened up. 
                                                 
65 Ibid. 
66 “CP adding feed plants in India”, Bangkok Post, 12 July 2008. 
67 While the first plant, with an initial investment of $10 million, would be constructed in Assam, another 

plant, which would produce shrimp feed, would be located in Gujarat. Pandey (2008). 
68 See Shekhar (2008), op. cit. 
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Investments in hotels, a key area of interest for Thailand, are now fully liberalised, while 
foreign holdings in telecommunications holdings can be up to 74%. The provision for 
100 per cent FDI in exploration and refining of crude oil and natural gas also offers an 
important incentive to the Thai companies for investment in the energy sector.  

When we consider Indian investments in Thailand, in the pre-crisis period, Thailand was 
an investment destination for Indian joint ventures (JVs) in the ASEAN region only in a 
relative sense. It was not a significant destination in India’s total joint ventures abroad, 
and there was hardly any Indian presence in Thailand in terms of wholly-owned 
subsidiaries (WOS).69 But, according to the Balance of Payments statistics from the Bank 
of Thailand, total FDI flows from India into Thailand showed a jump from just US$27 
million during 1998-2004 to US$142 million during 2005-06. In 2007 also, it registered a 
significant volume of US$55 million. Even so, when we consider net FDI inflows into 
Thailand at US$34 million, net inflows from India were miniscule (0.3%) compared to 
the total (net) FDI inflows of US$10.2 billion received by the country in 2007.  

In terms of its sectoral composition, until 2005, Indian FDI flows into Thailand 
concentrated in the ‘Others’ category, trailed by ‘other services’ and trade. But, during 
2005 and 2006, ‘other services’ followed by ‘other industry’ became equally significant. 
It was only in 2007 that Thailand received any significant Indian manufacturing sector 
FDI. Some investments also went into the housing & real estate sector that year. 

Table 11: Sectoral Distribution of FDI Inflows into Thailand from India  
(Per cent share in period total) 

                                                 
69 Das et al (2002). 
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Sector 1998-2004 2005-06 2007
1. Financial Institutions 4.1 0.7 0.0
2. Trade 7.6 1.0 1.4
3. Construction 0.0 0.0 0.0
4. Mining & Quarrying 0.0 0.0 0.0
   4.1 Oil exploration 0.0 0.0 0.0
   4.2 Others 0.0 0.0 0.0
5. Agriculture 0.0 0.0 0.0
6. Industry 3.4 3.7 90.2
   6.1 Food 0.8 0.0 0.0
   6.2 Textiles 1.0 0.0 0.0
   6.3 Metal based and Non-metallic 0.0 0.7 74.4
   6.4 Electrical appliances 0.0 0.4 0.0
   6.5 Machinery & Transport Equip. 0.0 0.0 2.3
   6.6 Chemicals 0.0 0.2 7.4
   6.7 Petroleum products 0.0 0.0 0.0
   6.8 Construction Materials 0.0 0.0 0.0
   6.9 Other industry 1.5 2.3 6.1
7. Services 20.4 47.9 1.1
   7.1 Transportation & Travel 0.0 0.0 0.0
   7.2 Other services 20.4 47.8 1.1
8. Investment 0.0 0.0 0.0
9. Real estate 1.5 2.1 7.0
   9.1 Housing & real estate 1.5 2.0 7.0
   9.2 Hotels & Restaurant 0.0 0.1 0.0
   9.3 Other real estate 0.0 0.0 0.0
10. Others 63.0 44.6 0.1
          Total (US$ million) 26.6 141.7 54.7  

Source: Bank of Thailand. 

Overall, the Indian investments in particular years appear to be related to individual 
companies’ investments. The major Indian groups that have invested in Thailand are the 
Aditya Birla Group, Baroda Rayon Group, Usha Martin Industries, Ranbaxy 
Laboratories70, Lupin Laboratories and Indo Rama.71 Ballarpur Industries, which had also 
invested, withdrew from the country. The ‘other services’ investments were related to 
investments by NIIT and APTECH, when they started their operations in software 
development and computer education during 2001-02. In general, Indian investments into 
Thailand appear to match the sectoral pattern of overall outward FDI from India. Since 
1991, about 60 per cent of overseas investments by Indian firms have gone into services. 
While within manufacturing significant investments abroad took place in pharmaceuticals 
& drugs, outward FDI in services has been concentrated in sectors like IT, 
communication and software; and media, broadcasting and publishing services—the 
areas of competitive advantage of Indian enterprises. In 2007, Indian investments into 
Thailand went into the metal-based products category. This was mainly related to Tata 
Steel’s acquisition of the Thai steel company Millennium Steel.  

                                                 
70 Acquired by a Japanese company in 2008. 
71 Das et al. op. cit. 



 188

Thus, FDI does appear to have a growing relationship with the process of India’s growing 
trade integration with Asia. The liberalization of trade and investment regimes as a part 
of RTAs, which not only enlarges the market but also removes the need for MNCs to 
maintain horizontal national operations, prompts them to rationalize their operations to 
exploit the locational advantages or synergies for mutual benefit.72 Therefore, MNCs 
restructure their operations by assigning the responsibility for serving specific regional or 
even global markets in particular product lines to certain affiliates in particular countries.  

Thus, it seems that the implementation of the Indo-Thai bilateral FTA in terms of the 
Early Harvest Scheme (EHS), has led to significant industrial restructuring in the 
operations of certain Japanese, South Korean and also Indian MNCs. According to 
Kumar (2007), For instance, Toyota was reportedly restructuring its operations in 
Thailand and India, under which some models of vehicles will be sourced from Thailand 
for the Indian market and gearboxes are exported to Thailand from India. A similar 
restructuring was on in Sony’s operations in India and Thailand. On the other hand, 
Hyundai was making India a regional and global hub for compact cars and was to source 
them from India. Other MNEs like Honda which have built up sizeable capacities in India 
for two wheeler production might use it as a regional base for them while sourcing some 
models of cars from Thailand. Some Indian companies are developing their regional 
production networks across the two countries. India is looking at Thailand as an 
important investment destination both for its domestic market and as a gateway to the 
other ASEAN countries. Tata Motors, Tata Consultancy, Mittal Group, Tata Steel and 
Satyam Computers are among major Indian players in Thailand. Thus, there is some 
preliminary evidence that the bilateral FTA did lead to some production restructuring by 
both Indian and East Asian MNCs and FDI-led trade integration is emerging between 
India and Thailand.  Given that production sharing typically involves the importation of 
inputs for assembly or additional processing, as well as the export of intermediate goods 
for assembly or additional processing by third countries, such efficiency-seeking 
industrial restructuring led by MNCs across countries consequently leads to an expansion 
in two-way trade in particular sectors. 

It is also important to note that while East Asia’s integration with the global economy is 
evident in the analysis of production networks in trade in manufactured goods, such 
integration of India with the global economy, which is undoubtedly more services and 
technology oriented, is not captured by conventional merchandise trade data. Chanda and 
Krishnan (2006) indicate how Indian companies are engaging in increasing cross-border 
collaborations such as joint ventures and training arrangements between Indian and other 
Asian IT services firms.73 It is also worth noting that manpower for IT industries in many 
countries is being provided by the Indian diaspora. Therefore, they argued that contrary 
to what may emerge from conventional merchandise trade-focused research, India’s 
impact with the rest of Asia may be of a far greater nature since it involves services.  

5.3 The ASEAN-India FTA 

                                                 
72 See Kumar (2007). 
73 Quoted in Asher, Mukul G. (2007). 
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It is important to recognise that the investment strategies of Indian and other MNCs will 
be increasingly guided by the progress of ASEAN in moving towards the common 
ASEAN market and the ASEAN-India FTA. The ASEAN regional group plans to 
integrate its 10 member states into an ASEAN Economic Community by 2015. Thailand 
will play an increasing role for Indian firms’ gateway to the larger ASEAN regional 
market.  

Further, tariff reduction/elimination under the ASEAN-India Free Trade Agreement 
(AIFTA) that was signed by India and the ASEAN-10 countries in August 2009 after 
years of delay commenced from 1 January 2010. Under the AIFTA, it has been agreed to 
establish a free trade area covering trade in goods by 2013 for Brunei Darussalam, 
Indonesia, Malaysia, Singapore and Thailand, and India; by 2018 for the Philippines and 
India; and by 2018 for Cambodia, Lao PDR, Myanmar and Vietnam. While the partial 
trade agreement that has already gone into effect between Thailand and India covered 
only 84 items, the Indian FTA with ASEAN would reduce Indian tariffs down to zero by 
2018 for over 4,000 products, which is about 70 per cent of total tariff lines at the HS 6-
digit level, and to 5 per cent for a ‘sensitive list’ of about 500 products. 74 It is found that 
under this FTA in goods, India is offering greater market access concessions than the 
ASEAN-5 countries, which will increase ASEAN countries, including Thailand’s, market 
access in India particularly for agriculture & food products, transport equipment, several 
light manufacturing and intermediate goods. Thus, the trade surplus of Thailand with 
India is likely to be maintained. Further, the import liberalisation in intermediate goods 
will give greater benefit for MNCs for production rationalisation across the region. 
ASEAN-India FTA would therefore allow MNCs of different home countries to further 
integrate the Indian production conditions and the huge Indian market into their 
production and marketing networks. As argued in Francis (2009), it is likely that the 
ASEAN-India FTA would lead to a steady increase in India’s involvement in MNC-
driven production networks in some industries like machinery, chemicals and transport 
equipment.  

6. In Conclusion 

This study found that parallel with Thailand’s significantly increased trade integration 
with China since 2002, Thailand’s trade with the developed countries outside (US and the 
EU) and within Asia (mainly Japan, Singapore and Taiwan Province of China) have 
declined in importance. But, simultaneously Thailand’s trade with developing Asia has 
increased significantly for both exports and imports. However, the analyses of Thailand’s 
dominant export sectors of machinery and electrical machinery sectors established that 
Thailand’s share is increasing, albeit marginally, in the developed country markets (most 
notably, in the case of Japan), along with its increasing trade with China. Thailand’s 
experience in these two sectors so far, therefore, supports the argument that by involving 
China in an FTA for the creation of a larger market with greater opportunities and larger 
economies of scale for the businesses of the combined region, Thailand, along with 

                                                 
74 For the ‘highly sensitive’ commodities like black tea, coffee, crude and refined palm oil, tariffs will come 

down to levels of between 37.5 per cent and 50 per cent by 2019. The discussion on ASEAN-India FTA 
is based on Francis (2009). 
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ASEAN, apparently aimed at expanding the existing trade-investment linkages and 
ensure a maintenance of their market access in third country markets, if not increase it.75 

Thus, while there is an overall pattern of ASEAN countries’ growing dependence on 
China over the recent years for routing developed country demand, it was found that 
Thailand is involved in both the Chinese hub-based trade in these two machinery 
industries, as well as in direct exports to the developed country markets, most importantly 
to Japan. Therefore, given the path-dependent and cumulative nature of innovation 
processes in industries such as computers and electronics products, Thailand does seem 
to have benefited from its early bird advantages of integration into the East Asian 
electronics production networks, even after deeper integration into these same networks 
through China. The analysis of the changing patterns of intra-industry trade bilaterally 
established that Thailand is attempting to face the increased competition from China by 
focussing on niche products. There were also some products that moved from 
disadvantageous vertical specialization in 2001 towards horizontal specialization. But, 
both the division of labour in these industries and Thailand’s position in the value chain 
are not static; rather they are constantly subject to pressures linked to various costs and 
innovation cycles. Further, this narrow product specialization makes Thai firms 
vulnerable to changes in the different cycles in the electronics industry.  

But, even though Thailand’s market shares in the developed country markets were 
maintained or registered an increase, it was found that Thailand’s perception of China as 
a rising competitor in the export markets was quite justified. This is because the analysis 
of the changing patterns of bilateral intra-industry trade also established the increasing 
competition that Thailand faces from China in the major export sectors. Not only was 
there an increase in the number of products in these sectors with inter-industry trade 
(involving only imports from China), there were some products in which Thailand’s 
advantage in vertical specialization was overturned to a disadvantage. Thus, Thailand’s 
and other Asian economies’ ability to withstand the competition from China’s scale 
advantages and technological upgradation  will depend crucially on how they are able to 
constantly strengthen the technological capabilities of their firms so that they upgrade and 
change with each cycle.   

Clearly, both competitive and complementary forces are at work. Overall, it can be 
perceived that while Thailand’s perception of China as a rising competitor in the export 
markets has been strong, equally important has been the perceived need by Thailand for 
stronger cooperation with China as a growing import market and investment destination. 
Indeed, for policymakers, China is Thailand’s partner rather than competitor. They think 
Thailand should grow with China and be part of this East Asian development process 
where China is a catalyst to East Asian trade and investment.76 The ASEAN-China FTA 
is seen as a means to forcefully link Thailand and China together institutionally using the 
ASEAN base to try and secure the trade linkages with China to obtain some advantages. 
The FTA does seem to be facilitating greater integration with differing implications for 
restructuring within different industries and therefore for employment, all of which have 
not been covered in this study. 

                                                 
75 See Francis and Kallummal (2008). 
76 This was the overwhelming opinion among the interviewees also. 
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Post-crisis, more industrial relocation is expected within East Asia, especially from one 
ASEAN country to another ASEAN country and also from ASEAN to China. But, it has 
been pointed out that there will be more outsourcing from Thailand to China as a 
defensive strategy. Having lost competitiveness in coastal Thailand, many industries have 
already moved to China or Vietnam in the past 10 years or so. But right now after the 
crisis Thailand might see more relocation because they need to lower the production cost 
because of the increasing competitive pressure on various counts, including lower tariffs. 
Even if Thai manufacturers do not relocate whole plants, they may outsource the 
production process. Meanwhile, in agriculture, Thailand has reportedly started contract 
farming in neighbouring countries. Even some small firms in the border provinces are 
joining hands and trying to establish contracts. For furniture, big companies are 
outsourcing their production process to China to reduce the cost of production, while 
some labour-intensive industries have already relocated, like shoe industry to Myanmar 
and to Cambodia. This is reportedly happening since the last five years but the trend is 
expected to intensify because of the present crisis. Thailand is focusing mainly on 
Vietnam, Laos, Cambodia and also China, for relocation. Evidence show that some 
industries have moved to neighbouring countries because they have got GSP or special 
treatment from Europe; for example, sugar industries went to Laos because Laos get 
special preference. But, clearly, given China’s major role in the GMS region, Thai firms 
are clearly going to face increased competition in Laos, Cambodia, and Vietnam from 
China. Most companies which go abroad are basically big companies. But the small and 
medium enterprises (SMEs) that do not have such resources will need government 
assistance to cope with the production restructuring pressures. 

On the other hand, even though bilateral trade and investment relations between India and 
Thailand have expanded considerably especially since 2002, the two countries are still 
not very important trade and investment partners for each other. In the most recent years, 
India has emerged more as a market (that is, as a source of demand) than as a source of 
imports for Thailand. Thailand’s trade surplus with India from 2005 onwards attests to 
the fact that Thailand did increase its exports to India subsequent to the implementation 
of the Indo-Thai FTA. The elimination of the relatively higher Indian tariffs over 2004-
2006 under the Indo-Thai FTA’s Early Harvest Scheme also had a major impact in 
changing the composition of bilateral trade. The emerging pattern of goods trade points 
towards growing two-way trade in certain sectors enabled by a rationalisation of the 
tariffs.  

With the attraction of the vast Indian market post-liberalisation, there has also been 
growing interest by Thai firms for investments into India in the recent years. In fact, the 
Look West Policy (LWP) of Thailand launched in 1997 identified India as the most 
important target country in terms of market and investment destination. An important 
aspect of Thailand’s investment strategy in India’s northeast is the attempt to use of 
shared ethno-cultural linkages in fostering business relations. When we consider Indian 
investments in Thailand, in the pre-crisis period, Thailand was an investment destination 
for Indian joint ventures (JVs) in the ASEAN region only in a relative sense. But, in the 
recent years, there have been individual big investments in Thailand by Indian 
multinationals.  It is likely that the trade and investment links between India and Thailand 
will become more entrenched once the negotiations for free trade in services with 
ASEAN are finalised.  
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While production networks have been identified as lying at the heart of the recent growth 
in intra-industry trade among China and East Asian countries, FDI does appear to have a 
growing relationship with the process of India’s increasing trade integration with Asian 
developing economies especially Thailand. There is some preliminary evidence that the 
bilateral FTA did lead to some production restructuring by both Indian and East Asian 
MNCs. Given that production sharing typically involves the importation of inputs for 
assembly or additional processing, as well as the export of intermediate goods for 
assembly or additional processing by third countries, such efficiency-seeking industrial 
restructuring led by MNCs across countries consequently leads to an expansion in two-
way trade in particular sectors. Thus, FDI-led trade integration is emerging between India 
and Thailand in some sectors like machinery, chemicals and automobiles. This is likely to 
be intensified with the entry into force of the ASEAN-India FTA in goods.  

Thus, it is important to understand the implications of such deeper FDI-driven trade 
integration with China and India for the Asian developing economies.  In the case of 
China, given that China’s dominant markets continue to be the developed world, the 
increased participation in China-centred global production sharing has only increased the 
historical dependence of ASEAN countries, including Thailand, on extra-regional trade 
for their growth dynamism. Similar will be the case with increased integration with India, 
if the Indian domestic market fails to provide adequate and diversified demand growth 
for ASEAN’s exporting countries. If this dimension of the increased integration is not 
specifically taken into account, policy initiatives in the domain of regional economic 
integration (including through FTAs involving adverse sectoral trade-offs)77 run the risk 
of hindering growth dynamism of these countries. Trade integration built through 
production chains will increase India’s vulnerability to external shocks further – causing 
synchronized contraction of trade flows across the Asian countries taking part in 
production networks (as seen in the current crisis).  

So, unless there is concerted effort across these countries to reorient their economies or at 
least give equal stress to generating and protecting domestic demand that can give 
additional markets to each others’ products and services, the increased integration will 
only bring increased risks of going down together! This would mean that India and 
ASEAN – the regional pivots for South Asia and Southeast Asia – should be able to take 
their regional cooperation beyond expanding the FTA into services and investment 
modelled on North-North FTAs, but that they initiate policy dialogues and work together 
on increasing the region’s sovereignty in the areas of industrial policymaking and 
financial liberalisation. 

                                                 
77 See Francis (2009). 
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V 
 

IMPACT OF CHINA AND INDIA ON ASIAN ECONOMIES:  

A CASE STUDY OF VIETNAM 

INTRODUCTION 

Vietnam is one of the fastest rising economies in South East Asia. Over the last few years, the 
Vietnamese economy has witnessed rapid growth. Since 2000, the GDP figures have 
maintained around 7-8% growth annually. What is interesting about the growth pattern is the 
consistent rise of manufacturing and other such activities in the development process. The 
share of agriculture and forestry, which was over 20% till the last decade of the previous 
millennium, has fallen to around 14% by 2007, which reflects the rise of manufacturing and 
services sector in the country’s economy. One interesting feature of the development of 
Vietnamese economy has been the role of trade. Vietnam adopted the export led growth 
model like many other developing countries in the 1980s and has reaped some success out of 
it. This study mostly looks into this section of the Vietnamese economy with special focus on 
the role and impact of China in this development process. 

The study starts with a brief look into the overall Vietnamese export import scenario, which 
acts a background for the following section on the role of China in commodity trade for 
Vietnam. The brief look into the kind of other means of economic integration follows with a 
study on the nature of Chinese aids to Vietnam. A brief study on Chinese FDI is done to rate 
the importance of China in terms of investment in Vietnam. 

A brief overview of India- Vietnam relations is given in the end to bring forth the contrast 
between the kind of economic integration both China and India has engaged in with such 
South East Asian countries. 

In conclusion, an attempt is made to sum up the Vietnamese perception of the two Asian 
economies of China and India and place them within the context of Vietnams’ economic 
development strategy. 

In this study, secondary data has been used for all analysis. Trade data is mainly collected 
from the UN COMTRADE database and the 1992 Harmonised System (HS) has been used 
for all such analysis. Additional data has been collected from the General Statistical Office, 
of the government of Vietnam, accessed online from www.gso.gov.vn. Moreover, figures 
quoted in various referred articles have been reprinted as per requirements to supplement 
unavailability of data from any of the above mentioned sources. 

Trade figures in this study are taken from 2001 as data for earlier period in 1992 HS 
classifications are not available in the UN COMTRADE database. 

OVERLOOK OF VIETNAMESE IMPORT EXPORT SECTOR 

Modern Vietnamese economic development can be identified in two phases. The first is the 
closed economy model that was adopted till 1986. In 1986 the Vietnamese government 
adopted economic reforms or DoiMoi in local language which brought about different 
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measures of trade liberalization along with other structural changes in the economy. Pre 
reform economy had a small number of state-controlled Foreign Trade Corporations (FTCs) 
with effective monopolies over import and export of their products. Planned import volumes 
were calculated taking into account differences between domestic demand and production, 
and prices were regulated. Post reforms certain changes were introduced. Measures that were 
taken included: (i) relaxation of the restrictions to establish FTCs, allowing for a rapid 
increase in the number of enterprises allowed to engage in trade from about 30 in 1988 to 
over 1,200 by the end of 1994 and 16,200 in 2001; (ii) introduction of trade policy 
instruments including quantitative restrictions (QRs) and tariffs followed by liberalization, 
with a gradual reduction in import barriers and improvements in export incentives; and (iii) 
liberalization of the foreign exchange regime. Reform measures were motivated by the 
overall reform efforts of the World Bank and the International Monetary Fund (IMF) as well 
as a number of regional and multilateral trading arrangements (Auffret 2003). Tariff or Trade 
tax system was introduced in 1988. The original structure was rationalized in 1992 and later 
simplified in 1999 following Vietnam’s accession to the ASEAN Free Trade Agreement 
(AFTA). 

The 1999 tariff structure consisted of three sets of rates. i) Most Favored Nation (MFN) tariff 
rates applicable to imports from countries with which Vietnam enjoyed MFN status (about 75 
percent of imports in 2000); (ii) Common Effective Preferential Tariff (CEPT) rates 
applicable to imports from ASEAN countries (about 25 percent of imports in 2000 of which 
about half benefited from CEPT rates following the country-of-origin rule); and (iii) General 
rates (50 percent above MFN rates) applicable to imports from countries that did not fall 
under the MFN and CEPT rates (imports from these countries were negligible). The un-
weighted average MFN tariff rate has been increasing partially due to conversion of QRs to 
tariff equivalents. QRs have been systematically removed by Vietnam under compulsion of 
the numerous trade agreements it has signed over the years. But certain sensitive items 
remain under QRs as is the case with most nations. Vietnam applies an accelerated taxing 
method by which low or minimum tariff rates are applied mainly to material inputs for 
production such as machinery, equipment, materials. Thus, effective rates of protection for 
final goods are often much higher than nominal ones (Auffret and Institute of World 
Economics and Politics). Much of Vietnamese trade is thus dictated by the different trade 
agreements it has with the partners.  
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 Reprinted from Auffret 2003 
 
Second round of reforms were introduced after the East Asian crisis, from 2000 onwards, and 
focused mainly on further import liberalization, banking reforms and improving business 
environment. In 2002, Vietnam signed a bilateral trade agreement with the US paving the 
way for MFN access for Vietnamese goods to the US economy, and gradual opening up of 
Vietnamese economy for goods, services and investment.  In 2002, the country also detailed a 
list of goods and tax rates for implementing the Agreement on the CEPT Scheme of AFTA. 
The implementation of the BTA with USA and its application and final inclusion in the WTO 
resulted in further adjustment in Vietnam’s tariff lines and rates. Vietnam’s accession to 
WTO was achieved in November 2006.  

Under AFTA, Vietnam’s tariffs on the vast majority of tariff lines on ASEAN imports (95 
percent, according to preliminary estimates) were to be reduced to at most 20 percent by the 
start of 2003, and to 0-5 percent by the beginning of 2006. By early 2004, average tariffs on 
manufactures from ASEAN countries were to be cut by 50 percent. However, average tariffs 
on ASEAN imports of textiles, leather, wood products, non-metallic mineral products (e.g. 
glass and ceramic products), and food products were to fall by more than 60 percent (Auffret, 
2003). 

Under USBTA, Vietnam committed to: liberalizing trading rights for U.S. firms in three to 
six years ; reduce current tariff rates on a limited range of industrial and agricultural items 
(about 250) by 30 to 50 percent over three years; and removing QRs on most products in 
three to seven years. Further, all WTO-inconsistent measures (e.g. local content 
requirements) were to be phased out within five years.  (Auffret, 2003). The USBTA also had 
conditions of opening up the financial service sector and allowing US banks, financial 
institutions to own and operate in the banking, insurance and leasing businesses in the 
country. Other services sectors like legal services, constructions etc too were asked to be 
liberalized. 

On the other hand, under WTO commitments, Vietnam committed to ceilings or bound rates 
on majority of agricultural and non-agricultural goods, ranging from zero to 35%. Some of 
them are to be phased out by 2014. Among products with higher ceilings are: alcoholic 
drinks, tobacco products, instant coffee and some related products, new and used motor 
vehicles and components, and roof tiles. Vietnam also committed not to charge higher 
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applied rates on rapeseed and derived products than rates already applicable on soya 
products, allowing oil products to compete with soya. Only a handful of products are going to 
be protected with tariff quotas (higher duties for quantities outside the quotas, and lower 
duties for quantities within the quotas), namely eggs, tobacco, sugar and salt. In agriculture, 
Viet Nam has promised not to subsidize exports. 1 

OVERAL PICTURE OF VIETNAMESE EXPORTS AND IMPORTS 

Export by sector commodity 

 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Prel. 
2007 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

By economic sector 
Domestic 
economic 
sector 73.0 70.3 65.0 65.7 59.4 53.0 54.8 52.9 49.6 45.3 42.8 42.1 42.8 
Foreign 
invested 
sector(*) 27.0 29.7 35.0 34.3 40.6 47.0 45.2 47.1 50.4 54.7 57.2 57.9 57.2 

By commodity group 
Heavy 
industrial 
products 
and 
minerals 25.3 28.7 28.0 27.9 31.3 37.2 34.9 31.8 32.2 36.4 36.1 36.2 32.9 
Light 
industrial 
and 
handicraft 
goods 28.4 29.0 36.7 36.6 36.7 33.9 35.7 40.6 42.7 41.0 41.0 41.2 44.5 
Agricultural 
products 32.0 29.8 24.3 24.3 22.1 17.7 16.1 14.3 13.3 12.8 13.7 13.4 
Forest 
products 2.8 2.9 2.5 2.0 1.5 1.1 1.2 1.2 1.0 0.7 0.8 0.8 

14.8 
 

Aquatic 
products 11.4 9.6 8.5 9.2 8.4 10.1 12.1 12.1 10.8 9.1 8.4 8.4 7.8 

                            
(*) Included crude oil. Table from www.gso.gov.vn figures denote % share 
 
One important feature of these reforms has been the rise in importance of foreign investments 
in Vietnam’s economy. For its exports, the share of foreign invested sectors rose rapidly over 
the post-reform years to eventually supersede the domestic invested sector which was 
monopolized by the state controlled FTCs. Over the years, the shares of light and heavy 
industrial products have increased in the share of total exports from Vietnam. Thus in terms 
of exportables, Vietnam has managed to raise the share of value added commodities to 
primary commodities over the years as part of its development programme. However, most 
Vietnamese exports are still essentially primary commodities. 

Over the period 2001-07, Vietnam’s exports amounted to a total of $135,613,762,963. The 
most important export product categories were mineral fuels, oils, distillation products, etc 
(HS 1992 code 27), footwear, gaiters and the like, parts thereof (HS code 64), Articles of 
apparel, accessories, not knit or crochet (HS code 62), Fish, crustaceans, molluscs, aquatic 

                                                 
1 However, it will be allowed to support its farmers domestically with trade-distorting supports (“Amber Box” 
or “Aggregate Measurement of Support”, i.e. supports that have a direct impact on prices or quantities 
produced) of up to 3,961.5 billion Vietnamese dong (currently about US$246 million) in addition to the usual 
allowance for developing countries (known as “de minimis”) of up to 10% of the value of domestic agricultural 
production. As with all WTO members, Viet Nam can also spend unlimited amounts on supports that do not 
distort trade (“Green Box” supports). For details see http://www.amchamvietnam.com/1150 
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invertebrates not else where specified (HS code 3) and Articles of apparel, accessories, knit 
or crochet (HS code 61). 

 

Import by sector commodity 

 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 Prel. 
2007 

TOTAL 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

By economic sector 
Domestic 
economic 
sector 82.0 81.7 72.4 76.8 71.2 72.2 69.3 66.1 65.1 65.3 62.9 63.3 65.4 
Foreign 
invested sector 18.0 18.3 27.6 23.2 28.8 27.8 30.7 33.9 34.9 34.7 37.1 36.7 34.6 

By commodity group 
Mean of 
production 84.8 87.6 89.9 91.5 91.6 93.8 92.1 92.1 92.2 93.3 91.9 92.2 91.9 
Machinery, 
instrument, 
accessory 25.7 27.6 30.3 30.6 29.9 30.6 30.5 29.8 31.6 28.8 25.3 24.6 27.7 
Fuels, raw 
material 59.1 60.0 59.6 61.0 61.7 63.2 61.6 62.3 60.6 64.5 66.6 67.6 64.2 
Consumer 
goods 15.2 12.4 10.1 8.5 8.4 6.2 7.9 7.9 7.8 6.7 8.1 7.8 8.1 

      Food      0.0  0.0 0.0 0.0 0.0 0.0  

Foodstuffs 3.5 2.9 2.1 2.4 2.5 1.9 3.0 2.5 2.4 2.4 3.0 2.8  
Pharmaceutical 
and medicinal 
products 0.9 1.9 3.1 2.8 2.3 2.2 2.0 1.8 1.6 1.4 1.4 1.3  

Others 10.8 7.6 5.0 3.2 3.6 2.1 3.0 3.6 3.8 2.9 3.7 3.7  

 Table from www.gso.gov.vn figures denote % share  

 
With the rise of foreign invested sectors in its economic activities, the share of foreign 
invested sectors in its imports too has increased over the years. What is most interesting about 
Vietnamese imports is its composition. Means of production, which includes machinery, 
instruments and fuels account for around 90% of Vietnamese imports with consumer goods 
accounting for less than 10% of its total imports. This shows that imports in Vietnam are 
directed towards developing industrial production base in the country in the lines of import 
substituting model of development. 

Over the period 2001-07, Vietnam import bill totaled $158,622,383,302 Using trade data 
from the United nations’ COMTRADE database based on 1992 Harmonized System (HS), it 
is observed that the top 5 imported commodities were mineral fuels, etc (HS code 27), 
nuclear reactors boilers machinery etc (HS code 84), electrical and electronic equipments (HS 
code 85), iron and steel (HS code 72) and plastic items (HS code 39).  

Vietnam overall runs a trade deficit in commodities as many other developing countries. 
Vietnam depends heavily on imports to sustain its economy. 

YEAR 1990 1995 2000 2001 2002 2003 2004 2005 2006 
Prel. 
2007 

TRADE 
DEFICIT -348.4 -2706.5 -1153.8 -1188.7 -3039.5 -5106.5 -5483.8 -4314.0 -5064.9 

-
14120.8 

Source: General Statistics Office of Vietnam. Accessed online: www.gso.gov.vn 
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Relations with China 

Historically, China and Vietnam had bad political relations with China engaging in military 
offensives in 1979. Relationships remained cold till they were resolved finally in 1991. Since 
then, both countries have tried to increase economic relationships between them. Post 1991, 
Vietnam entered into a series of trade agreements with China as part of rebuilding political 
relationships. Both countries offered MFN status to each other and agreed on a series of 
mutual agreements including harmonization of product categories and technical regulations, 
and tax sparing mechanisms and non discriminatory provisions under the Double taxation 
Agreement (DTA).  

But, trade imbalances have always remained between the two. Vietnam has always exported 
only primary commodities to China given it weaker state of development, while China’s most 
important exports groups to Vietnam are heavy industrial products like complete sets of 
facilities for industrial production, various machines and vehicles and simple manufactures. 
(Ariel Hui-Min Ko).  Thus, the accession of China to the WTO was a big issue of discussion 
for Vietnam at the start of the millennium. China being a very important economy of the 
region, its accession to the WTO and subsequent opening up of the Chinese economy was 
clearly expected to have major impacts on all the regional countries. Studies predicted the 
possible effect of China’s joining the WTO on its neighboring countries. It was felt that 
Chinese opening up would lead to tougher competition for Vietnamese exports, especially 
garments and apparels. However China would emerge as a major market for Vietnamese 
exports, especially primary commodities.  

It was suggested that the only possible remedy for Vietnam was to engage more actively with 
the world economy. This, in other terms, meant further opening up of the economy and 
engaging in different kind of trade agreements. As already mentioned, the major free trade 
agreements that Vietnam has engaged in are the AFTA, US Bilateral Trade agreement and 
the WTO in this period. The second round of reforms too was in lieu with this new found 
understanding. 

TRADE WITH CHINA 

Vietnam’s trade with China at present is determined by the China ASEAN trade agreement to 
which Vietnam is also a signatory as an ASEAN member. Under the agreement, the 
neighbouring countries are committed to developing a trading zone amongst them with full 
co-operation. Under the China AFTA agreement, Vietnam is committed to reduce its tariffs 
on commodities under the ‘normal Track’ to the range 0-5% by 2015 starting from 2005, 
according to the following schedule. 

Vietnam’s tariff reduction schedule under ASEAN-China FTA 

ACFTA Preferential Tariff Rate (Not Later than 1 January) X= Applied MFN 
Tariff Rate   

 2005    2006    2007    2008    2009    2011    2013    2015 

 X > 60%    60    50    40    30    25    15    10    0   

 45% < X < 60%    40    35    35    30    25    15    10    0   

 35% < X < 45%    35    30    30    25    20    15    5    0   
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 30% < X < 35%    30    25    25    20    17    10    5    0   

                  

 25% < X < 30%    25    20    20    15    15    10    5    0   

                  

 20% < X < 25%    20    20    15    15    15    10    0-5    0   

                  

 15% < X < 20%    15    15    10    10    10    5    0-5    0   

                  

 10% < X < 15    10    10    10    10    8    5    0-5    0   

                  

 7% < X < 10%    7    7    7    7    5    5    0-5    0   

                  

 5% < X 7%    5    5    5    5    5    5    0-5    0   

 X < 5%    Standstill    0   

Reprinted from ASEAN China Free Trade Agreement: A Primer 

 

Whereas, China is committed to the following tariff reduction schedule along with the other 
major ASEAN 6 countries. 

ACFTA Preferential Tariff Rate   
X= Applied 
MFN Tariff Rate  2005  2007  2009  2010  

X > 20%  20  12  5  0  

     

15% < x < 20%  15  8  5  0  

     

10 < x < 15  10  8  5  0  
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5 < x < 10%  5  5  0  0  

X < 5%  Standstill  0  0  

Reprinted from ASEAN China Free Trade Agreement: A Primer 

It can be seen that China along with the other top AESAN 6 countries is committed to allow 
greater market access to the other ASEAN countries like Vietnam while allowing the latter to 
protect their own market for extra 5 years. This also means that the rate of reduction too is 
lower for Vietnam. 

IMPORTS FROM CHINA 

As a result of all these developments, there has been a shift in trading partners for Vietnam. 
In terms of imports, China has emerged as the biggest source nation for Vietnam over the 
period. Year-wise figures reveal that Chinese imports increased in prominence post 2002. Till 
2002, China ranked 5th among the top import sources/partners for Vietnam. Singapore and 
South Korea were the biggest sources of imports for Vietnam during that period. However, 
post 2002, imports from China surpassed imports from all other countries, with its share 
rising from 10% in 2001 to 20% in 2007. Over the period, the top importing countries for 
Vietnam remained Asian countries. Besides China, Singapore, Japan and Republic of Korea 
were the main import sources for Vietnam during 2001-07. 

 

 

 

SHARE OF CHINA IN VIETNAMESE IMPORTS 

Years total import bill of vietnam Imports from China 

Chinese 
share in total 
import bill 

2001 $16,217,930,602  1606221279 9.90 

2002 $19,745,553,636  2158836210 10.93 
2003 $25,255,777,876  3138552532 12.43 

2004 $31,968,819,728  4595110238 14.37 
2005 $36,761,116,336  5899669182 16.05 

2006 $44,891,115,726  7391302294 16.46 
2007 62764687710 12709952744 20.25 

 

Of all the imports from China between 2001 and 2007, the top industries were:  
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Code Description Trade Value (cumulative for 2001-
2006) 

% share to total 

27 Mineral fuels, oils, distillation 
products, etc  

$3,842,867,399  

15.50 
84 Nuclear reactors, boilers, 

machinery, etc 
$3,214,159,176  

12.97 
72 Iron and steel $2,730,589,510  11.02 
85 Electrical, electronic equipment $1,665,184,230  

6.72 
31 Fertilizers   $1,336,372,200  5.39 

 

Except for fertilizers, all the other four industries feature in the top five commodities 
imported by Vietnam from the world. This reaffirms China’s importance for Vietnam as the 
most important import source. 

At six digit level break down, the most important product categories of import for Vietnam 
from China were: 

• 271000 (Oils petroleum, bituminous, distillates, except crude) 

• 847420 (Machines to crush or grind stone, ores and minerals) 

• 847989 (Machines and mechanical appliances nes) 

• 840999 (Parts for diesel and semi-diesel engines) 

• 852510 (Transmission apparatus for radio, telephone and TV),  

• 852520 (Transmit-receive apparatus for radio, TV, etc.),  

• 852530 (Television cameras) 

• 720720 (Semi-finished product, iron or non-alloy steel >0.25%C) 

• 720711 (Rectangular iron or non-alloy steel bars, <.25%C, width< twice thickness) 

• 720719 (Semi-finished product, iron or non-alloy steel <0.25%C, nes) 

• 310210 (Urea, including aqueous solution in packs >10 kg) 

• 310530 (Diammonium phosphate, in packs >10 kg) 

Most items imported by Vietnam from China are capital or intermediatory goods and a high 
level of electrical and electronic items. Most of these items show a price rise between 2002-
2004 after which prices have stabilized. 

EXPORTS TO CHINA 
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Yearwise breakups of Vietnamese exports reveal that Japan and China were more important 
for Vietnamese exports prior to 2002. However, post 2002 US has become the largest export 
market for Vietnam, clearly reflecting the impact of the increased market access that Vietnam 
obtained under the bilateral agreement. The biggest markets for Vietnamese exports were US 
and Japan for the cumulated period (2002-07). China ranked 3rd in importance. Australia and 
Singapore were the other major export markets for Vietnam. The share of export earnings to 
China vis-à-vis total export earnings hovers around 10% over the period. However, for China, 
exports to Vietnam accounted for less than 1% of its total exports in value terms. Over the 
years, Vietnam has run a trade deficit with China. 

SHARE OF CHINA IN VIETNAMESE EXPORTS 

Total Vietnam 
exports exports to China Chinese share in total export earning 

15029192447 $1,417,415,487  9.43 
16706052543 $1,518,330,118  9.09 
20149323745 $1,883,114,546  9.35 
26485034706 $2,899,134,901  10.95 
32447129167 $3,246,384,057  10.01 
39826222802 $3,242,837,958  8.14 
48561343186 $3,646,128,210  7.51 

 

The top commodities exported to China over the period 2001-2007 are as follows. 

Code Description Trade Value 
% 
share 

27 Mineral fuels, oils, distillation products, etc $6,022,820,747  47.091 
40 Rubber and articles thereof $2,120,675,005  16.581 
8 Edible fruit, nuts, peel of citrus fruit, melons $631,971,802  4.9412 
99 Commodities not specified according to kind $546,421,276  4.2723 

3 
Fish, crustaceans, molluscs, aquatic invertebrates 
ne $507,416,000  3.9673 

  Other commodities $2,960,496,750  23.147 
       

 

It is interesting to note that amongst the top five commodities mainly exported by Vietnam to 
China, barring product code 27 and 03, the other commodities are not the top five export 
earners for the country as a whole. This is because the major bulk of Vietnamese exports are 
in the textiles, apparel and footwear category in which China is also one of its biggest 
competitor in the global market. 

Vietnamese exports to China consist heavily of primary commodities. It should be noted that 
although China had granted Vietnam MFN status in 1991, in reality, the tariffs on 
Vietnamese agricultural product were high. However, the Early Harvest Programme (EHP) 
under the ASEAN-China Free Trade Agreement (ACFTA) has changed that somewhat. EHP 
is the unusually generous concessions offered by China that enables agricultural products 
from ASEAN members to enter China’s huge domestic market with reduced tariffs prior to 
the establishment of China-ASEAN FTA, which significantly benefits those agricultural-
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based ASEAN members, including Vietnam. In agricultural products, under the Early harvest 
Programme, the countries have to eliminate tariffs within a stipulated time frame as follows: 

 
Implementation Date  Elimination 

Track  
End Rate  

ASEAN 6  Cambodia, Laos, Myanmar,  
and Vietnam  

Early  
Harvest  
Programme  

0%  2004-2006  2004-2010  

 

Reprinted from Asian China Free Trade Agreement: A Primer 

The poorer countries like Vietnam get a longer time frame to remove tariffs. This means they 
have greater access to the ASEAN China markets while at the same time get to protect their 
domestic market from foreign competitors. 

At the six-digit level, the most important articles exported to China by Vietnam between 
2001 and 2007 were: 

270900 (Petroleum oils, oils from bituminous minerals, crude) 

270111 (Anthracite, not agglomerated) 

030749 (Cuttle fish, squid, frozen, dried, salted or in brine) 

400129 (Natural rubber in other forms) 

080110 (Coconuts, fresh or dried) 

080130 (Cashew nuts, fresh or dried) 

999999 (Commodities not specified according to kind) 

It is clear that three of the top five Vietnamese exports to China were agriculture-based and 
benefited from the EHP under the ACFTA. 

In terms of prices, Vietnamese exports and imports have shown similar price trends over the 
years. Over all Vietnamese import and export prices show a gradual uniform rise over time. 
The fall in price indices in the late 1990s is fallout of the East Asian crisis. Barring that, both 
import and export prices have been rising annually by around 10% over the years. Despite 
being a primary commodity exporter,  

AGGREGATE EXPORT AND IMPORT PRICE INDICES  previous year 
prices are taken as 100 

  1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 

              

GENERAL 
EXPORT 

113.1 103.5 100.4 96.6 98.9 104.4 93.2 100.7 109.3 112.0 113.9 107.3 107.2 
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PRICE 
INDEX 

Consumer 
goods 111.3 102.6 100.1 100.4 94.4 96.5 92.0 102.3 105.3 104.1 104.1 103.6 105.8 

     Food 
and 
foodstuff 119.2 103.2 97.7 99.7 94.0 90.4 85.8 106.1 108.9 106.6 108.7 106.6 110.8 

     Non - 
food and 
non - 
foodstuff 100.0 101.1 107.5 102.5 95.8 100.5 97.9 98.7 101.2 101.3 99.9 101.1 101.8 

Mean of 
production 112.1 104.2 100.6 93.9 102.5 120.6 94.7 99.3 116.7 126.6 132.4 114.2 108.7 

     Fuel, 
raw 
material 112.1 104.9 100.6 93.7 102.5 121.3 94.5 99.3 117.4 127.8 134.2 115.1 109.4 

     
Machinery, 
equipment, 
accessory 100.0 101.5 102.6 94.9 80.3 100.4 100.0 100.3 100.7 97.9 100.5 100.5 105.2 

              

GENERAL 
IMPORT 
PRICE 
INDEX 107.3 104.8 103.5 98.0 90.1 103.4 98.3 99.9 103.4 109.6 107.8 103.8 105.1 

Consumer 
goods 106.5 102.5 103.1 97.3 95.3 96.5 97.6 97.8 101.1 100.8 102.2 101.3 106.9 

     Food 
and 
foodstuff 116.5 102.8 103.0 96.5 93.5 99.2 96.9 98.8 103.5 105.9 103.4 104 117.5 

     Non - 
food and 
non - 
foodstuff 100.0 102.3 103.2 97.8 975 93.8 97.8 97.6 100.6 100.3 102.1 100.8 105.4 

Mean of 
production 107.5 105.4 103.6 98.2 90.1 104.9 98.4 100.2 103.8 112.6 109.5 104.6 104.7 

     Fuel, 
raw 
material 107.7 106.4 103.6 97.9 89.5 105.5 97.7 99.9 104.8 114.8 111.6 105.3 106.0 

     
Machinery, 
equipment, 
accessory 106.1 104.3 103.8 100.3 95.2 98.5 100.5 101.3 100.4 101.1 101.6 100.8 101.0 

                            

Source: General Statistics Office of Vietnam. Accessed online: www.gso.gov.vn 

It is interesting to note that Vietnam exports 270900 (Petroleum oils, oils from bituminous 
minerals, crude) to China and imports 271000 (Oils petroleum, bituminous, distillates, except 
crude) from China. By 2001 China was the major customer, buying over one-fifth of 
Vietnam’s oil exports. From Vietnam’s viewpoint this is a convenient revenue source to help 
pay for its imports from China. From China’s perspective, the crude oil imports from 
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Vietnam are improving its gas industry. As early as 1994, the state invested in Petroasia, a 
multinational joint venture, which was carried out by the state-owned China Petroleum and 
Chemical Corporation (SINOPEC). SINOPEC owns 30% of Petroasia, while Thailand’s 
Charoen Pokphand Group (CP Group) owns 50% and Petroleum Authority of Thailand 
(PAT)—the Thai state oil company—owns 20%. Petroasia teamed up with Saigon Petro for 
US$ 28 million in Vietnamese downstream ventures, and the Petroasia (Saigon) ventures 
would include oil terminals and tank farms (Ariel Hui-Min Ko). 

PETROLEUM INTRA INDUSTRY TRADE BETWEEN CHINA and VIETNAM 

Period Trade Surplus 

2007 $182,596,146  
2006 $369,776,177  
2005 $708,005,126  
2004 $863,742,164  
2003 $196,120,167  
2002 
 $280,547,032  
2001 $409,155,926  

Figures in USD figures denote oil trade only. 

In oil and petroleum products alone, Vietnam ran a trade surplus over China barring in 2006. 
Even though unit prices of exports and imports could not be calculated for these commodities 
from the COMTRADE data (quantity values for exports were not available), it can be safely 
assumed that processed products would have higher unit costs. Thus the trade surplus with 
China in this sector would then imply that in terms of quantity, Vietnam exports greater bulk 
of its petroleum resources to China and imports a lower amount for domestic consumption. 

Economic co-operations between the two countries are not only limited to commodity trading 
but has also developed in other forms of engagements as well. Most of such engagements 
stem from the different South East Asian co-operative frameworks that have evolved over the 
years. One very recent important development from Sino-Viet economic integration’s point 
of view has been the Greater Mekong Subregion initiative that has been started in South East 
Asian region. 

The GMS Initiative 

A very important economic co-operative venture between China and Vietnam is through the 
GMS (Greater Mekong Subregion) Initiative. The GMS consists of developing the regions in 
and around the great Mekong River. China is greatly involved in the Upper Mekong River 
Cooperation. It was initiated by the Asian Development Bank (ADB) in 1992 and is seen as a 
China-ASEAN-ADB joint effort to lay the proper foundation for the GMS countries to adapt 
to trade and investment initiatives such as the World Trade Organisation, ASEAN Free Trade 
Agreement and ASEAN-China Free Trade Agreement. But more importantly, the GMS 
programme is to bring sustainable economic growth and social progress to the less-developed 
GMS countries – Cambodia, Laos, Myanmar and Vietnam. Although it was initiated in 1992, 
implementation of the same could not start before 2002. This is because the initial years were 
spend in formulating the projects which then hit a road block following the Asian Crisis. 
The first focus of the project was to develop connectivity within the regions to enable trade. 
Transportation infrastructure was thus the first focus of the project. It consisted mainly of 
developing highways, consisting of the North-South, East West and the Southern Economic 
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corridors. Given its geographical position, China is mainly involved in the North South 
Corridor. China has already spent $4 Billion in this project. China is also involved in the 
construction and refurnishing of a series of roads and bridges in the North-South Corridor in 
countries such as Myanmar, Laos and Viet Nam. 
China has recently endorsed the Vietnam proposed GMS Development Plan 2008-2012 in 
March 2008. Under this plan China will be involved in the process of simplifying custom 
procedures along the North South corridor, enhance economic development in the region by 
sharing its experiences in microeconomic reforms and provide direct financial assistance to 
the SMEs in the region.  
As part of the GMS initiative, China is actively investing in Vietnam to develop its 
transportation and energy sector. These include the $710 million Cao Ngan Thermal power 
station and the $340 million Hanoi – Ha Dong Railway Project amongst others. 
 One such project engaged in by both China and Vietnam is the Pan-Tonkin/ Beifu Gulf 
Economic Cooperation. It aims to integrate the Vietnamese growing industrial sector with the 
Chinese industries in its Yunnan and Guanxai Provinces. The focus is on developing the 
Vietnamese electronics, telecommunication and services sector. This will include joining the 
regions by road while at the same time improve maritime linkage by developing a chain of 
ports and markets in Vietnam and Guanxi, Hainan and Guangdong regions of China in the 
Tonkin/ Beifu Gulf.  Vietnam recently announced a lucrative package to upgrade 
transportation linkages with China in July 2008. The package will allocate US$1.4 billion to 
upgrade the road between Hanoi and Nanning into a six-lane expressway and an undisclosed 
amount to increase the annual capacity of its main northern deep-sea container port of 
Haiphong to 25 million tonnes by 2010 and 40 million tonnes by 2020. 
 
 
 
 
 
 
 
Chinese FDI 

The GMS is an example of the kind of economic aid provided by China to Vietnam today. As 
a matter of fact, much of Chinese interaction with Vietnam is through the assistance packages 
and more importantly Chinese FDI flow in the Vietnamese economy. 

An interesting feature of note in China-Vietnam trade is the role of Chinese State owned 
Enterprises (SOE) through which the Chinese Government’s support and intent is 
perceivable. For example, China National Construction and Agricultural Machinery 
Import/Export Corporation (CAMC) carried out China’s biggest export credit guaranteed 
project (more than US$ 5 million) with Vietnam by exporting a complete set of machines for 
producing cane sugar to Vietnam’s Binh Dinh province in May 1997. Other SOEs which 
have benefited from various forms of financial assistance from the state include China 
National Pharmaceutical Foreign Trade Corporation (SINOPHARM), China National 
Medical Equipment Industry Corporation (CMIC), and China National Light Industrial 
Products Import and Export Corporation (CHINALIGHT). 

In the Sino-Vietnamese case, economic aid from China has been specified as a form of 
‘reciprocal economic cooperation’ in a few bilateral agreements. Vietnam is expected to 
utilize China’s fund and expertise to help its industrial catch-up; while in practice, the aid is 
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materialized as various construction projects contracted by China’s SOEs. From China’s 
perspective, the fund it promises to Vietnam would, as a matter of fact, flow to its own SOEs. 
For those SOEs, the construction projects in Vietnam imply the guaranteed business overseas, 
which are expected to sharpen their entrepreneurial expertise in the global market. 

The projects are mostly refurbishment of Chinese-built plants in Vietnam (before 1978) such 
as Hebei nitrogenous fertilizer enterprise and Sanba textile enterprise, and infrastructure 
including small hydraulic power stations and water supply system in five northern 
Vietnamese provinces, where are adjacent to China. In 1993 the Bank of China provided 
loans of 400 million Chinese Yuan to Harbin Power Equipment Corporation (HPEC) for its 
contracted construction of power plant in Vietnam. This was China’s first export of large 
machine sets. Another example is of the Exim Bank, China’s export-credit agency, which 
signed an agreement in October 2000 on preferential loans of more than 50 million Chinese 
Yuan with Vietnam’s Ministry of Finance for it to pay for Chinese produced machines for 
overpass construction. 

Other than SOEs, China’s domestic conglomerates are also ‘going out’ to Vietnam, though 
their activism is a rather recent phenomenon. Comparing with SOEs, these conglomerates are 
equipped with different advantages, namely more advanced production skills and abilities of 
research and development (R&D). For example, the TCL Group, which is a household 
appliances manufacturer, has held 18-20% of the Vietnamese television market after its entry 
in 1999; the New Hope Group, which is a national leading enterprise for agricultural 
industrialization; and the Jialing Industrial Co. Ltd and the Jincheng Corporation, both of 
whom are the most important exporters of motorcycle parts and components to Vietnam. 

China’s aspiration for establishment of globally competitive enterprises has also reflected on 
its encouragement to such conglomerates ‘going out’ to Vietnam. Relative to China’s major 
trading partners, especially the US and Japan, Vietnam has been more backwards in both 
industrial production and overall economic development. In particular, due to the cultural 
affinity and big population, Vietnam has been viewed as an excellent place for Chinese 
business, not only for making immediate profits, but also for international business expertise. 
China has consciously pushed the biggest domestic firm into Vietnam. Compared to small 
and medium enterprises (SMEs), big companies are more likely to succeed in Vietnam, 
especially when they need to compete with other investors from the whole world. Vietnam 
thus serves as a testing ground for Chinese companies looking to make a mark in the 
international arena. 

Much of these interests are reflected as Chinese FDI flow into Vietnam. The first Chinese 
FDI project in Vietnam was the Hoa Long Restaurant in Hang Trong Str., Hanoi with an 
investment capital of USD 200,000. In 1995, there were 33 FDI projects with a total 
registered capital of US$60 million. In 2004, there was a substantial increase in the number 
of projects. The cumulative figure stood at 391 along with a registered capital of US$ 774.9.  
by 2008, total number of registered Chinese FDi projects were 711 with registered capital of 
USD 2188.3 million. 

Period   

   

Number of 

Projects 

Registered Capital (USD million) 

1995 33 60 

1998 61 120 
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2001 110 221 

2004 391 774.9 

2005 40 658 

2006 77 401.3 

2008 711 2188.3 

Source: Vietnam-China Economic Relations and its impact upon Vietnam’s socio-economics, Do Tien Sam & Ha 
Thi Hong Van, 2008, ASEAN-China trade Relations, Summary Record of the International Conference. 2008 
figures from General Statistics Office of Vietnam website. 

According to the general Statistical office data, China ranked 15th in terms of registered 
capital amongst all investing countries in Vietnam. Other Asian counterparts like Japan, 
Thailand, Malaysia, Singapore and also Western countries like UK, France, USA or Canada 
ranked above China in this list. 

Rank 
 

Number of 
projects 

Registered capital (Mill. 
USD) (*) 

  
  Total 10981 163607.2 
 Of which:  

1 Taiwan 2135 20951.9 
2 Malaysia  340 18005.6 
3 Japan 1102 17362.2 
4 Singapore  733 17071.0 
5 Korea Rep. of 2153 16666.3 
6 British Virgin Islands 438 13824.1 
7 Hong Kong SAR (China) 671 7416.7 
8 Thailand 256 6121.6 
9 United States 493 5029.0 

10 Canada  100 4892.4 
11 Cayman Islands  33 4352.2 
12 France 296 3216.2 
13 Netherlands 115 3018.8 
14 United Kingdom 134 2711.1 
15 China, PR 711 2188.3 
16 Fed. Russian 105 1935.4 
17 Australia 236 1811.2 
18 Switzerland 71 1693.1 
19 Samoa  62 1549.1 
20 F.R Germany 132 746.3 

Source: General Statistical Office, Govt of Vietnam website 

FDI STOCK AND FLOW FIGURES FROM CHINA TO VIETNAM 

China's Outward FDI Flow to Vietnam
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Outward FDI Stock in Vietnam 
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Source: 2006 Statistical Bulletin of China’s Outward Foreign Direct Investment 

The data on China’s outward flow and stock to the ASEAN countries shows that FDI flow to 
Vietnam increased in 2006. The FDI flow which was US$21 million in 2005 increased to 
US$44 million in 2006. Similarly China’s outward FDI stock to Vietnam has also increased. 
Among the ASEAN countries Vietnam’s position stands at the second highest as far as FDI 
flow is concerned. However, if compared with the whole region of Asia, the percentage share 
of China’s FDI flow to Vietnam has been going down compared to the total flow to the 
region. 

Chinese FDI in Vietnam by Sector till 2007 

Order Industry 
No. of 
Projects. 

Total Investment 
Capital  Disbursements

Industries and Construction 319 861,234,569 154,365,481
Light Industry 85 165,197,052 46,271,545

Heavy Industry 183 602,196,026 80,899,692
Food Processing Industry 21 23,733,718 9,183,636

I 

Construction 30 70,107,773 18,010,608
Agriculture-Forestry-Aquatic 61 113,317,157 38,439,307

Agriculture & Forestry 50 84,822,151 29,608,443II 
Aquatic 11 28,495,006 8,830,864

Services 54 206,835,869 51,164,546
Services 19 17,194,421 1,026,325

Transportation & 
Telecommunication 7 5,735,000 772,400

Hotel & Tourism 7 51,188,448 5,032,340
Finance-Banks 1 15,000,000 - 

Culture, Health Care & 
Education 16 22,218,000 6,650,253

Office & House Rental 3 40,000,000 17,616,214

III 

Industrial zones, Export 
Processing Zones 1 55,500,000 20,067,014

  Total 434 1,181,387,595 243,969,334
Source: Vietnam China Trade, FDI and ODA relations (1998-2008) and the impact on Vietnam, Ha Thi Hong 
Wan and Do Tien Sam 

The feature of Chinese FDI in Vietnam is very similar to most of the FDIs in Vietnam. In 
case of Chinese FDI also, the sectors such as manufacturing and construction outnumbered 
those in the service sector, agriculture, forestry and fisheries. Industries and Constructions 
accounted for 73% of total Invested capital. Within this sector, Heavy industry accounted for 
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70% of all investments, followed by light industry which accounted for 19%. Constructions 
accounted for around 8% only. The primary commodity section of agricultural forestry and 
aquatic products industry accounted for 10% of total Chinese FDI in Vietnam. Out of the 
services sector (which accounted for 18% of total investments) Hotel and Tourism accounted 
for 25% while industrial zones and export processing zones accounted for 27% of total 
sectoral investment. 

In addition to provinces with good infrastructure, China also considers the provinces that are 
in close proximity to the Vietnam-China border for its investments. According to the FDI 
Bureau of Vietnam’s Ministry of Planning and Investment (2007), by April 2007, Lao Cai 
province received the greatest concentration of China’s FDI (accounting for 20 percent of 
China’s total FDI capital). This is followed by Quang Ninh province which accounted for 9.1 
percent of total investment and the cities of Ho Chi Minh, Hai Phong and Hanoi respectively. 
(Do Tien Sam & Ha Thi Hong Van, 2008). 

  overall FDI in Vietnam Chinese FDI in Vietnam 
Form of 
investment 

Number 
of project 

% of total projects 

Number of 
project 

% of total 
projects 

100% foreign-
invested 

3,067 

70.02 262 60.37
Joint venture 1,147 

26.19 137 31.57
Business 
cooperation 
contract 

160 

3.65 35 8.06
BOT 6 0.14     
Total 4,380   434   
Source: Vietnam China Trade, FDI and ODA relations (1998-2008) and the impact on Vietnam, Ha Thi Hong 
Wan and Do Tien Sam 

It is interesting to note that overall, FDI in Vietnam usually is implemented through 100% 
foreign invested categories of industry. Chinese FDI in Vietnam more-or-less follows the 
national trend. 60% of Chinese FDI in Vietnam goes into fuly foreign invested category 
which is lower than the national average of 70%. The Chinese have gone for above average 
proportion of Joint ventures and Business Co-operation contracts in Vietnam and 
interestingly, there are no investment in BOT projects by Chinese investors so far in Vietnam. 

VIETNAM’S RELATIONS WITH INDIA 

India on the other hand is a smaller trading partner for Vietnam. It barely forms 2% of total 
import bill for Vietnam and accounts for less than 1% of its total export earnings. 

VIETNAM IMPORTS FROM INDIA 

Year total Vietnam Import bill 
 Vietnam import from 
India 

Indian share in 
total import bill 

2001 16217930602 227989304 1.41 
2002 19745553636 324664545 1.64 
2003 25255777876 457141371 1.81 
2004 31968819728 593515752 1.86 
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2005 36761116336 595986369 1.62 
2006 44891115726 880289438 1.96 
2007 62764687710 1356963902 2.16 

 

VIETNAM EXPORTS TO INDIA 

YEAR Total Vietnam exports exports to India   
2001 15029192447 45364567 0.30
2002 16706052543 52030340 0.31
2003 20149323745 32272789 0.16
2004 26485034706 78614780 0.30
2005 32447129167 97755684 0.30
2006 39826222802 137837379 0.35
2007 48561343186 179656867 0.37

 Figures in USD, self calculation based on UN COMTRADE website figures. 

A Bilateral Trade Agreement was signed between the two countries originally in 1978. An 
agreement to revise this was reached on 8th March, 1997 in New Delhi during the visit of the 
Vietnamese Prime Minister to India. Bilateral Investment Promotion and Protection 
Agreement (BIPPA) was signed between the two countries on 8th March, 1997 in New Delhi 
and ratified during the visit of the Vietnamese President to India in December, 1999 (Institute 
of World Economics and Politics). There have been recent developments, especially with the 
Vietnamese Prime Minister visiting India in 2007 which witnessed both sides raising 
commitments.  

It is to be noted that Vietnamese imports have been increasing steadily over the years. 
However Vietnamese exports to India have not been rising in value as its imports. As a result, 
Vietnamese trade deficit vis-à-vis India has been steadily rising over the years.  

 

Years 

 Vietnam 
import from 
India exports to India Trade Deficit 

2001 227989304 45364567 182624737
2002 324664545 52030340 272634205

2003 457141371 32272789 424868582
2004 593515752 78614780 514900972
2005 595986369 97755684 498230685
2006 880289438 137837379 742289438
2007 1356963902 179656867 1177307035

 

The main imported items from India by Vietnam are: 

230400 (Soya-bean oil-cake and other solid residues) 

390210 (Polypropylene in primary forms) 

300490 (Medicaments nes, in dosage) 
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300420 (Antibiotics nes, in dosage) 

720924 (Cold rolled iron or non-alloy steel, coil, width >600mm, t <0.5mm, nes) 

721914 (Hot rolled stainless steel coil, w >600mm, t <3mm) 

294190 (Antibiotics nes, in bulk) 

Besides these top commodities, India also exports lubricants, fertilizers and manufactured 
products like CKD motorcycles. 

It is to be noted that the items exported by India to Vietnam are not the top five items 
imported by Vietnam from the rest of the world. This explains the lower ranking of India 
amongst top importing sources for Vietnam. Of all the major items imported by Vietnam, 
India cannot compete with the top producers like China and Japan as most items are 
manufactured and electrical and electronic items in which India lags behind the other 
countries.  

The major exported items from Vietnam to India are: 

090240 (Tea, black (fermented or partly) in packages > 3 kg) 

270111 (Anthracite, not agglomerated) 

853939 (Discharge lamps, other than ultra-violet lamps, nes) 

850720 (Lead-acid electric accumulators except for vehicles) 

1301 (Lac, natural gums, resins, gum-resins and balsams) 

 1302 (Vegetable saps, etc, pectin etc, agar-agar etc) 

As is quite evident, Vietnam exports mostly primary commodities to India. This is mainly 
because like in the case of China, a lot of top Vietnamese export items are common to the 
items exported by India to the world, viz, textile and apparels. The presence of product 
category 85 in the Vietnam export list to India is interesting as this is a category in which 
Vietnam heavily imports from other countries, including China. For example, in product 
group 853939, Vietnam imports from Singapore, China and Japan and exports heavily to 
India, EU and some Latin American countries. Similar trends are visible in other product 
categories under HS 85 and 84 where Vietnam imports from neighbouring South East Asian 
countries and exports to EU, Latin America and other countries.  

All price movements for trade between Vietnam and India show similar trends to those 
between China and Vietnam. Barring a major rise between 2002-2004, prices have been 
stable over time.  

Even though Vietnam exports primary items to both India and China, the commodities differ. 
Thus India and China are not supplementary to Vietnam for its export earnings. 
270111(Anthracite, not agglomerated) is an item exported by Vietnam to both China and 
India. Unit price of exports for the commodity are same in the case of both the countries. 
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According to the GSO website of Vietnam, India ranks 26th in the list of countries investing 
in Vietnam in terms of registered capital. Vietnam’s economic policies have opened 
significant opportunities for Indian investment. Indian investment in Vietnam is mainly in 
sugar production, edible oil, pharmaceuticals, office furniture and plastic industries. The Oil 
& Natural Gas Commission of India was the first foreign company which signed a production 
sharing agreement with Petro Vietnam in 1988, a project through which natural gas reserve of 
over two trillion cubic feet have been discovered. ONGC Videsh Ltd. has invested $162 
million in Vietnam in a major joint venture in offshore oil natural gas exploration in Nam 
Con Son basin in Southern Vietnam. ONGC signed a further production sharing contract with 
Petro Vietnam in May 2006, and is expected to significantly increase their investment in 
Vietnam. (newspaper reporting, http://www.vnbusinessnews.com/2008/12/vietnam-
expected-to-see-indian.html) 

Two Indian companies viz., the KEC for manufacturing components for transmission towers 
in Quang Ninh Province and the Nagarjuna International Sugar Plant in Long AN Province 
are in existence in Vietnam. Some other Indian companies have also been involved at various 
stages. The projects where Indian companies such as Godrej, Rajshree and Dhampur Sugar 
Mills, Siva Plastics and Sol Pharmaceuticals are involved, relate to development of rubber 
plantation, tea processing, mining, fertilisers, packaging, pharmaceuticals, sugar etc. In May 
2008, Phillips Carbon Black (part of RPG group and a leading producer of carbon black in 
the country) signed an agreement with three Vietnamese companies including Southern to 
Rubber Industry Joint Stock (Casumina), Da Nang Rubber and Sao Vang Rubber Joint Stock 
to build Vietnam’s first carbon black plant. The plant was scheduled for startup in 2009. 

According to Ficci’s study on India-Vietnam trade, top Indian corporates such as Essar and 
the Tata Group have made large-scale investments in Vietnam. Essar Group is setting up a 
hot rolling steel mill worth 527 million dollars in Ba RiaVung Tau and Tata Steel is to set up 
a steel complex in Thach Khe-Ha Tinh with estimated investment of 3.5 billion dollars. (The 
Economic Times. 13 July 2008)  

The Government of Vietnam has identified India as a strategic partner in the field of 
information technology. The first India-Vietnam Protocol on Information Technology was 
signed in August 1999. India is helping Vietnam in setting up an Advanced Resources Centre 
in IT in Hanoi. For this India has announced an aid of $100 million to Vietnam. India is also 
assisting in human resources development in IT in the country, for which another grant of Rs. 
122.07 million has been given to Vietnam. Implementation of both the projects is well in 
progress. Indian companies Aptech, NIIT, Tata Infotech have franchised setting up over 40 
training centres in IT in Vietnam. 

While India is still warming up to prospects in Vietnam, the role of goods trading is still 
limited between the two countries given the complementarities of exports between the two. 
However, both countries would stand to gain with Indian FDI investments and expertise 
sharing in services in the long run. However, a lot of Indo Vietnam relationships would 
depend on India’s relationship with ASEAN as a whole as much of Indo Vietnamese 
interaction is through ASEAN rather that direct one to one correspondence. 

IN CONCLUSION 

Vietnam as an economy has attracted global attention with its sustained growth figures. What 
is interesting about the Vietnamese economic development is the planned manner with which 
the development process is being carried out. While many may criticize the role of the state 
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control in this development process, it cannot be denied that the state has played appositive 
role in the development process of Vietnam. 

Much of Vietnamese trade reflects this development story. Besides a rise in manufactured 
and value added products in its exports basket, Vietnam has also managed to protect its 
global market is such products in the West while at the same time engaging with its advanced 
Asian counterparts with primary exports. Even in imports, the high level of means of 
production items over consumer goods reflects the planned development process being 
followed even under economic reforms. 

It is thus not surprising to note that Vietnam’s engagement with China too has been quite 
guarded. While China has evolved as the biggest source of imports for Vietnam, the 
composition of these imports clearly point out that cheaper Chinese products in machineries 
are being heavily imported by Vietnam to supplement its production base. More interestingly, 
unlike popular perception, Vietnam has not been reduced as a cog in the wheel of China led 
Asian manufacturing base. Vietnam maintains its value added exports while at the same time 
resorting to primary exports to China. Thus while in exports China ranks Third in importance 
to Vietnam, the former is the largest source of import for Vietnam today. This ofcourse 
means a high trade deficit with China, a section of which is paid off with oil exports. 

China plays a much more important role through aids and FDI in Vietnam. As is typical of 
Chinese ODAs, these assistances are being given to help develop industrial production base 
in Vietnam, refurbish infrastructural facilities and to certain extend integrate some sections of 
Vietnamese manufacturing with the South Chinese bases. A lot is talked about Chinese FDI, 
and naturally its role in Vietnam too raises questions, given that Vietnam receives one of the 
highest FDI flow amongst all South East Asian countries. Vietnam in that sense is an 
important base for Chinese investors and corporates, who are using the Vietnamese market as 
testing ground for ‘stepping out’ to the global market.  

From Vietnam’s point of view China is ranked 15th in terms of FDI flows, with other Asian 
nations like Thailand, Japan and western countries like USA Canada playing a larger role in 
their economy. FDI in general play a very important role in Vietnam, with much of their 
current economic activities being run by foreign owned entities. In that sense, the Vietnamese 
economy is highly dependant on such investments for its economic growth. However, like 
exports earnings, the other developed nations are more important to Vietnam for investments 
than China. 

Thus overall, Vietnam is more interested in integrating with the western developed nations 
than with China. This may stem from the historical political animosity, or perhaps from a 
more conscious effort to maintain its value added production chain from a Chinese sweep 
over. This however, by no means underestimates the importance of China for Vietnam. With 
the recent economic recession and the subsequent slump in the western developed economies, 
it will be interesting to note how Vietnam will manage to maintain this distance. The 
importance of China may rise with China playing a larger role through aids and FDI in 
Vietnam than through trade perhaps. Much would depend on how Vietnam manages to 
maintain its manufactured exports to the Western developed nations and what impact that 
will have on its exports led development strategy and subsequently investments level overall 
in the economy. 

India on the other hand is a very small partner for Vietnam. There has hardly been much 
engagement, let alone integration between the two countries. However, as both countries 
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have realized, there is a huge potential which both are now eager to tap. The new India 
ASEAN FTA will perhaps pave the way for future development. However, in the current 
context, both India and Vietnam have charted independent growths without much interaction. 
This is partly because India’s growth was services led while Vietnam concentrated more in 
commodity exports. A complimentary relationship might be unlikely given that Vietnam 
exports almost the same commodities that India does to the global economy. However, there 
is lot of possibilities in the field of investments, with Indian MNCs now actively looking to 
invest abroad and Vietnam on its own emerging as a favored destination of investment 
globally. All this, however are still pretty hypothetical at the present juncture.  
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VI 
Conclusion 

 
Detailed study of the Chinese impact on Asian countries brings forth certain 
interesting points. China’s rapid economic growth has led to the shifting of production 
base of MNCs from developed East Asian countries into China. These companies 
source inputs from their home countries and also other parts of Asia to ride the 
Chinese development boom. Thus, China’s emergence as a production and export hub 
has increased production sharing and boosted intra-regional trade in the entire East 
Asian region. This has employment consequences for the home countries of these 
MNCs to some extent.  

But, China’s production integration is more pronounced in the case of South East 
Asian countries than South Asian countries. This is partly because the latter have not 
yet managed to break into the regional/global production networks that exist in many 
sectors.  

However, more than trade, China is today playing a bigger role in these countries 
through FDI and aid. Here again we see that contrary to popular belief, Chinese FDI 
is not limited to extraction of primary commodities alone. Manufacturing, 
construction activities etc are some of the sectors that have seen Chinese investments 
inflow in such developing economies. Chinese aid also plays a very crucial role in this 
regard. China’s insistence in channeling most of its aid through government 
sponsored investments instead of more conventional concessions and grants means 
that Chinese aid plays a more positive role in developing industrial activities in the 
recipient countries. While it is true that China does service its need for primary 
commodities through these activities, one important feature of such investments is 
that the aid recipients retain ownership of assets and hence such investments are not 
neo colonial in nature. Moreover, the lack of demand deflationary conditions in 
Chinese aid means that unlike conventional aid, Chinese aid flows generate demand 
pulls in the recipient countries. Thus the nature of Chinese integration with 
developing nations is fundamentally different from the nature of integration engaged 
in by Western counterparts, and much of the apprehension about Chinese influence 
through its aid and FDI is unwarranted. 

The study of India however draws a completely different story. While China’s 
significantly increased integration with its immediate neighbours in South East Asia 
in most non-primary sectors is centred around the MNC-driven production networks 
in particular sectors, India’s integration with its neighbours in South Asia has failed to 
be significant partly because of absence of significant production sharing 
arrangements in this sub-region. This is fundamentally because unlike the East and 
South East Asian countries, India and the South Asian countries have not followed 
production network-driven export growth strategies, at least until now. But, 
unmistakably, geo-political factors remain one of the most important factor 
underlying India’s lack of significant linkages with its neighbours in South Asia. In 
some select South Asian countries, though, India is a very important import source, 
giving rise to additional demand for these countries. More importantly, there is 
evidence that increase in trade has been accompanied by investment linkages in recent 
years. 
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On the other hand, the extent of India’s trade with South East Asian countries too has 
been limited. There are however signs of improving trade relations with South east 
Asian countries, with exceptionally high growth being witnessed in some sectors in 
very recent years. There are also signs that India is fast emerging as an important 
destination market for many of these countries, as growing domestic demand in India 
gives rise to one of the largest markets in the world. Increasing levels of negotiations 
and conscious efforts from both India and the South East Asian countries to cement 
greater co-operation are proof of the fact that both sides recognize the other as a 
potential partner and this may augur greater economic integration in the future. 

Like China, India has also begun investing in developing countries in recent years. 
However, unlike China, the foreign reserves in India have been contributed more by 
capital inflows than export earnings and hence are highly volatile in nature. The study 
of Indian FDI thus warrants an in-depth look into the nature of impact it might have 
on the Indian economy apart from the recipient country. 

The case studies put forward some very interesting points from the South East Asian 
countries’ perspectives. For a more developed nation like Thailand for example, the 
rise of China is more of a threat as many of its exports and production have been 
affected. In the case of the two most important sectors in bilateral as well as regional 
trade, it was seen that Thailand has lost the advantages in vertical specialization it had 
in some products. Thailand had the first mover advantage in the East Asian 
electronics production network, but is currently fighting to counter the competition 
from China’s scale advantages and technological upgradation by devising its own 
strategy to specialize in niche products. Thailand might also witness certain degree of 
relocation of manufacturing to smaller countries like Laos and Vietnam. 

However, at the same time, there is concerted effort by Thailand to engage with China 
as a partner. There is a perceived need for stronger co-operation with China as a 
growing import market and investment destination. The ASEAN-China FTA is seen 
as a means to forcefully link Thailand and China together institutionally using the 
ASEAN base to try and secure the trade linkages with China to obtain some 
advantages. Such attempts to integrate stem not only from a threat perception, but also 
a realization that such co-operation will be mutually beneficial for both partners. 

Similar sentiments are revealed in the study of Vietnam as well. Unlike Thailand, 
Vietnam is lesser developed and is still predominantly a primary commodity exporter. 
It has managed to develop some manufactured commodity exports which it sought to 
defend during the early years of this millennium when the impending accession of 
China seemed to pose threats to the same. This led Vietnam to engage in a BTA with 
the USA and join the WTO to protect its markets. Over the years, China has emerged 
as the most important import source for Vietnam, while Vietnam on its part has 
managed to protect its export market in the western developed market. The extent of 
Vietnam’s integration in the South East Asian electronics production network is 
limited given the lower level of industrial development in Vietnam. However, its 
association with China is paving the path for its integration in the same. Chinese FDI 
and aid in Vietnam and the proposed integration of Vietnamese electronic 
manufacturing base with Southern Chinese industrial base through the GMS initiative 
are steps in that direction. The China ASEAN FTA gives special provisions to the 
lesser developed countries like Vietnam and Laos to ease their integration into the 
larger network. 
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Incidentally, for a FDI dependant country like Vietnam, the extent of Chinese FDI 
inflow is lesser than that from other developed countries and hence the possibilities 
for negative consequences are higher from the latter than from Chinese investments. 
But, the study of Vietnam also points out the importance China gives to such 
developing countries in its plans of expansion. While Chinese firms use Vietnam as a 
testing ground for their foray into the global market, the fact that the second highest 
outward FDI flow from China goes into Vietnam and that the rising reconstructive aid 
from China eventually funds Chinese SOE activity proves that Vietnam is more of an 
extension of its domestic market for China. 

The case studies also bring out the difference of India for such South East Asian 
countries. In the case of Thailand, there is still evidence of some extent of production 
integration in automobiles and iron and steel industries, though much of the 
integration in the former is being done by MNCs from Japan and Korea. In the case of 
iron and steel industries, there is greater integration through FDI with investors from 
both sides stepping in. It is interesting to note that about the same time that India 
started it Look East Policy, Thailand was contemplating its Look West Policy, and 
both identified each other as potential allies. The trade agreements and the India 
ASEAN FTA will only cement this linkage further. 

For Vietnam however, India is still a distant partner. Trade volumes are negligible and 
investments too are limited. Though Vietnam seeks to utilize India’s prowess in the IT 
sector for developing its own service sector, in commodity trade, the options are 
limited since its manufactured exports are complimentary to those of India’s.  

However there is no denying the fact that for both Thailand and Vietnam, India is an 
important potential partner and both seek to engage more actively with it. Given that 
India itself is today eager to engage with its Asian neighbours more, shifting from its 
previous myopic focus on only the developed West, the future potential of integration 
is very high.  

With the recent global recession, the fall in demand from the western economies will 
only fuel such integration. While all the Asian countries, including China and India 
are mainly focused on exports to the West, the fall in the growth stimulus emanating 
from latter market is likely to result in all the Asian countries drawing closer to 
develop a supplementary relationship. The fall in demand from the western markets 
has triggered the search for alternate markets for all these countries, and greater 
mutual integration is already being seen as a possible remedy.  

This brings us to the third important question of whether the growth of India and 
China is bringing about a change in the economic world order that is perceived as a 
threat by the Western developed countries. The role of trade in facilitating growth in 
China and India explains in large part the growing perception that the two of them, 
especially the former, threatens growth in other countries, including those in the 
OECD. In particular, their growth is seen as threatening even the developed countries 
because of their perceived ability to exploit the opportunities created by the new 
knowledge economy. Thus, manufacturing product categories, which the World Bank 
defines as high technology goods, account for a significant share of China’s exports. 
Hi-tech exports from China rose rapidly after 2000 and by 2005 exceeded those from 
all countries, including USA, Germany and Japan. Similarly, in the case of India, 
software services, identified as hi-tech services, account for a significant share of 
services exports. Gross IT services exports are estimated at around $40.3 billion in 
financial year 2007-08, and all IT and IT-enabled services exports at $56.9 billion. 
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Growth, here too, has been rapid with the corresponding figures for 2006-07 placed at 
$31.3 billion and $50.6 billion respectively1. 

 
Source: World Bank, World Development Indicators Online. 

These features are of importance because they appear to suggest that growth in India 
and China is concentrated in areas in which global trade and production and 
productivity are growing most rapidly. Overall, the transformation of the two 
countries appears to be in keeping with the changing patterns of growth in the global 
economy, involving an increase in the S&T and knowledge-intensity of both 
manufacturing and services. The global market for high-technology manufactures is 
growing faster than that for other manufactured goods. According to the National 
Science Board of the US, between 1986 and 2005, gross revenue of the high 
technology manufacturing sector2 rose from $1.1 trillion to $3.5 trillion in constant 
dollars3. Average annual growth during this 20-year period was, at 6 per cent, more 
than double the rate for other manufacturing industries, taking the high-technology 
share of all manufacturing output from 10 to 18 per cent. 

Knowledge-intensive services are also an area where global demand and output 
growth has been high. The National Science Foundation of the US concludes that:  

“Market-oriented knowledge-intensive services—business, financial, and 
communications—are driving growth in the service sector, which now 
accounts for nearly 70 per cent of global economic activity. Market-

                                                 
1 Figures are from the Reserve Bank of India, http://rbidocs.rbi.org.in/rdocs/Bulletin/DOCs/86332.xls, 
accessed on 21 August 2008. 
2 The industries identified as high-technology industries by the National Science Board consist of 
aerospace, pharmaceuticals, office and computing equipment, communication equipment and scientific 
instruments. 
3 National Science Board (2008), Vol. 1, pp. 6-16. 
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oriented knowledge-intensive services generated $12 trillion in gross 
revenues (sales) in 2005 and grew almost twice as fast as other services 
between 1986 and 2005.”4 

In constant dollar prices, the worldwide gross revenue generated by market-oriented 
knowledge-intensive services more than doubled from $4.5 trillion in 1986 to $11.5 
trillion in 2005. Within the services sector, business services—which includes 
knowledge-intensive computer and data processing and research and engineering 
services—is the largest segment, accounting for close to 30 per cent of global 
revenues from market-oriented knowledge services in 2005.  

India’s Hi-tech Lag 

However, there are significant differences between India and China. When it comes to 
hi-tech manufacturing, India does not feature as a major player at all. If we take the 
20-year period from 1985 to 2005, the share of China’s hi-tech manufacturing 
industries in global value added in the high technology sectors, rose slowly from 1.53 
per cent to 3.15 per cent over the decade 1985 to 1995, and subsequently shot up to 
16.06 per cent by 2005. On the other hand, over the 20-year period as a whole, India’s 
share in global high technology manufacturing value added increased from a 
negligible 0.12 per cent to an almost equivalent and insignificant 0.43 per cent. 
Interestingly, the US which had seen a substantial decline in its share of global value 
added in hi-tech areas between 1985 and 1995, managed to reverse this tendency 
during the second half of the 1990s; this was largely a result of an expansion of the 
radio, television and communications sector and, partly, because of advances in office 
and computing machinery. Thus, China’s gain was at the expense of the EU and the 
rest of the world outside the US. 

The remarkable performance of China is also reflected in the relative share of the high 
technology sectors in its manufacturing sector as a whole. Across the world, that share 
rose from 11.66 per cent in 1985 to 19.08 per cent in 2005. The EU’s performance 
tracked this trend well, with the relevant share rising in its case from 9.66 to 14.26 per 
cent. The US performed better, with the share in its case rising from 13.7 to 24.2 per 
cent. India’s performance, however, is unimpressive. While the share in India doubled 
from 4.3 to 8.6 per cent, the absolute value of that share was much lower than the 
global average. On the other hand, China’s performance was remarkable, with the hi-
tech share in its case rising from 8.4 to 29.4 per cent of manufacturing value added. 

As noted above, China’s rise in the global league tables for hi-tech manufacturing was 
the result of a rapid expansion of exports. The ratio of export sales to revenues rose 
from 25 per cent in 1985 to more than 75 per cent in the mid-1990s, only to moderate 
later as domestic consumption of high technology products rose along with incomes. 
By 2005, that ratio had fallen below 60 per cent (Chart 2) because of a rise in 
domestic consumption, and not because of a decline in exports. 

                                                 
4 National Science Board (2008), Vol. 1. 
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Source: National Science Board 2008, Vol. II. 

China’s success on the export front has meant that its presence in global hi-tech trade 
is even greater than in production; its share in global hi-tech manufacturing exports 
has risen from a little more than 2.5 per cent in 1985 to close to 20 per cent in 2005 
(Chart 3). This rise paralleled a decline in the shares of both the US and the EU in 
global trade in these products. On the other hand, India has been and remains a non-
existent player in global markets for high technology manufacturing. 

What is of interest is the structure of the hi-tech manufacturing sectors in the two 
countries. In the case of China, the sector was completely dominated by the Radio, 
television and communications equipment sector in the mid-1980s; it accounted for 
almost two-thirds of all hi-tech manufacturing value added (Chart 4). Since then, the 
production of office and computing machinery has been rising rapidly, so that by 
2005 it accounted for 39 per cent of hi-tech value added—that of Radio, television 
and communications equipment fell to 43 per cent. In sum, information technology 
hardware is central to China’s hi-tech success. On the other hand, though India is 
considered an information technology power, these two information technology 
sectors, which accounted for around 20 per cent of hi-tech value added in 1985, 
contributed just about 12 per cent of that value added in 2005 (Chart 5). 

Interestingly, the industries that have come to dominate the hi-tech sector in China are 
the same as those in the US. In 1985, the aerospace industry accounted for close to 50 
per cent of value added in hi-tech manufacturing in the US, whereas office and 
computing machinery and radio, television and communications equipment together 
contributed just 12.25 per cent. By 2005, the share of the latter two sectors had risen 
to almost 55 per cent. Thus China’s trajectory was similar to that of the global leader. 
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The structure of India’s hi-tech sector, on other hand, was completely different. What 
is noteworthy is the high share of pharmaceuticals in India’s hi-tech industries. That 
sector accounted for 60 per cent of value added in 1985, and a massive 77 per cent in 
2005. It is well known that India’s pharmaceutical prowess came as a result of a 
combination of protection for domestic production, control over the operations of 
foreign firms in India, and, above all, a patenting regime that recognized process 
patents and not product patents. These were all policies typical of the interventionist, 
import-substituting strategy of development adopted during the first three decades 
after Independence. The result was the growth of a large and diverse pharmaceutical 
industry, which could ensure the availability of good quality drugs at prices that were 
among the lowest in the world. The capacities and technological capabilities built up 
during that time has meant that—even though India has given up many of these 
policies and, today, recognizes product patents as well—it is in a position to compete 
globally in many drugs that are off patent or are on the way to being so. 
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This competitiveness is reflected in the growing external orientation of India’s hi-tech 
sectors, possibly driven by pharmaceuticals. The ratio of exports to revenue in the hi-
tech industries rose from 7.5 to 15 per cent between 1985 and 1999, and then doubled 
again to 31 per cent by 2005. The period between 2000 and 2005 was also one in 
which the share of pharmaceuticals in hi-tech manufacturing value added in India rose 
from 61 to 77 per cent. This suggests that pharmaceutical production and exports are 
the most successful components of India’s otherwise dismal hi-tech manufacturing 
performance. Office and computing machinery with less than 1 per cent share in 2005 
and Radio, television and communications equipment with 11 per cent contribution to 
hi-tech manufacturing value added are conspicuous by their small presence or near 
absence. India’s two-decade long liberalization and “reform” programme has only 
worsened its hi-tech lag. This is a feature that must be factored in when comparing the 
Chinese and Indian experiences. 

India’s Services Advance 

Though India was a poor performer in high-tech manufacturing, its performance has 
been better in knowledge-intensive services. India’s presence in trade in this dynamic 
area is now significant and rising, with a substantial share of its exports directed at the 
US. During the period 1990-91 to 2007-08, India’s IT and ITES exports have been 
growing at 46 per cent per annum or doubling every 19 months.5 IT services exports 
were estimated at around $40 billion in 2007-08 by the Reserve Bank of India.6 As a 
result, in absolute and relative terms the size of the IT sector in India is now 
impressive. NASSCOM estimates the size of the industry in 2007-08 at $48 billion; of 
this, $39.5 billion consisted of revenues from software and services. Export revenues, 
according to NASSCOM, amounted to $31.3 billion—$22.9 billion from software and 
services export revenues and $8.4 billion from exports of IT-enabled services and 
business process outsourcing (BPO).7 The ratio of gross IT sector output to GDP rose 
from 0.38% in 1991-92 to 1.88% in 1999-00 and 4.5% in 2004-05.8 

However, India’s presence in global markets for knowledge-intensive services is still 
small. Measured in 2000 constant price dollars, the value added revenues from 
market-oriented, knowledge-intensive services rose from $2.9 trillion in 1985 to $3.7 
trillion in 1990, $4.4 trillion in 1995, $5.6 trillion in 2000 and $6.8 trillion in 2005. 
During this period, India’s share of these services rose from just below one half of one 
per cent to just above one per cent. That is, India was and remains a small player in 
the global market taking account of both domestic supply and exports. 

                                                 
5 Dataquest, Vol. XIX, No 13, July 15, 2001; Vol. XX, No 13, July 15, 2002; Vol. XXIV, No. 13, July 
15, 2006; and Vol. XXVI No. 13, July 15, 2008. Figures on IT-enabled services (ITeS) are included in 
software exports from 2000-01. 
6 See balance of payments statistics, www.rbi.org.in. 
7 See NASSCOM, www.nasscom.org, accessed in January 2007. 
8 Computed using figures from Dataquest and the Central Statistical Organisation.  
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But market-oriented knowledge services (consisting, according to the National 
Science Foundation, of Communications, Financial and Business Services) are an 
important presence in the Indian economy. The ratio of value added revenues from 
these services in 2000 constant price dollars to GDP in 2000 constant price dollars 
rose from 5.30 per cent in 1985, to 8.64 in 1995 and 11.96 per cent in 2005. This 
points to a significant role for these services in the national economy, especially when 
compared with the corresponding values for ‘non-market oriented’, knowledge-
intensive services (consisting of education and health services). Those values were 
5.97, 4.81 and 5.72 per cent for the corresponding years. 

However, these figures need to be read carefully. As noted earlier, the driver for 
export-led growth in India is the business services sector which includes both 
software services and IT-enabled services. It is the growth of this segment which is 
seen as partly providing the stimulus for expansion of financial and communications 
services. But, the contribution of business services to GDP is much smaller, having 
risen from 2.6 to 3.3 per cent of GDP between 1985 and 1995, and then to 4.3 per cent 
in 2005. 

In the world as a whole and in the US economy, the share of business services in total 
valued added revenues in market-oriented services was constant around 50 per cent or 
even rising from 1985 to 2005. For India, it fell from close to 50 per cent to 36 per 
cent in the same period. Thus, if the value added figures from the National Science 
Foundation (NSF) are reliable, the software and IT-enabled services boom is by no 
means the prime driver of growth in India. 

Further, the NSF figures suggest that the knowledge-intensive services sectors 
together only accounted for 17.7 per cent of GDP. Adding on the 8 per cent 
contributed by railways and public administration and defence (as per the official 
National Accounts Statistics), the total comes to 25.7 per cent. That leaves almost half 
of the services sector unaccounted for, which presumably would consist substantially 
of unorganized services. This makes the argument that services are reflective of a new 
dynamism in India that much less convincing, and calls for caution when speaking of 
the hi-tech export success of India and China in the same breath. 

Table 1: Share in World Industry Value Added, by Selected Country 
  1980    1985    1990    1995    2000    2003   

All manufacturing industries 
 Total value added  100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
 United States  22.86% 23.58% 22.46% 24.23% 25.60% 23.84% 
 European Union-
15  

36.05% 31.83% 31.41% 28.94% 26.86% 26.33% 

 Japan  15.67% 17.85% 19.34% 17.93% 16.07% 14.72% 
 China  1.96% 2.50% 2.50% 4.48% 6.71% 9.42% 
 India.  0.62% 0.74% 0.89% 1.08% 1.20% 1.35% 

High technology industries 
 Total value added  100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
 United States  24.56% 25.93% 24.67% 25.47% 39.58% 42.49% 
 European Union-
15  

34.22% 30.27% 27.95% 26.66% 20.10% 18.45% 
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 Japan  14.37% 22.41% 24.89% 23.10% 15.86% 12.07% 
 China  0.94% 1.26% 1.25% 2.62% 5.30% 9.32% 
 India.  0.14% 0.13% 0.24% 0.38% 0.35% 0.36% 
Source: National Science Board, 2006. 
 

The differential success of China and India in manufacturing and services trade 
respectively is partly reflected in their patterns of growth. Of the cumulative increase 
in GDP between 1990 and 2004, while 55 per cent was accounted for by 
manufacturing in the case of China, as much as 60 per cent was accounted for by 
services in the Indian case. In India, while services accounted for 43 and 48 per cent 
respectively of the increment of GDP at current prices in the 1970s and 1980s, the 
figure rose to 58 per cent and 62 per cent respectively during the 1990s and the years 
2000-01 to 2004-05.9 This difference is reflected in the change in the presence of 
these countries in the global production of industry and services respectively (Tables 
1 and 2). 

Table 2: Share in World Service Industry Data, by Selected Country 
  1980    1985    1990    1995    2000    2003   
 Total production  100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
 United States  35.54% 34.76% 34.35% 33.32% 34.89% 35.16% 
 European Union-
15  

29.92% 29.45% 29.16% 29.34% 28.86% 28.54% 

Japan 14.58% 15.21% 15.81% 15.52% 14.15% 13.66% 
 China  0.52% 0.75% 0.92% 1.17% 1.51% 1.61% 
 India.  0.52% 0.60% 0.71% 0.87% 1.00% 1.14% 
Source: National Science Board, 2006 

Some Implications 

These developments in China and India not only raise a number of issues but two 
questions, in particular, need answering. Most importantly, the integration of the two 
countries through trade and investment with the rest of the world and Asia has 
essentially been with the more developed economies; an exception is India’s 
relationship with its poorer neighbours. They could indeed be faulted for not building 
stronger economic bridges with less well performing developing countries, including 
in Asia. However, the degree to which they can be considered the modern version of 
neo-colonial exploiters is limited. Some change is necessary, but this is more in the 
direction of building stronger bonds and less in the form of repairing the nature of 
existing bonds. 

Two questions need to be answered. First, are the two countries successfully 
exploiting aspects of the changed pattern of global growth, and emerging as 
challengers in knowledge-based sectors? Secondly, does this differentiate the growth 

                                                 
9 Computed from figures available in China Statistical Yearbook and India’s National Accounts 
Statistics, various years. 
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miracles of the two countries from those of the Asian tigers and the second-tier Asian 
industrialisers, making the trajectory of the former robust and sustainable? 

It is indeed true that aspects of the development trajectories in the two countries 
strengthen the idea that India and China are exploiting the benefits of the new 
knowledge economy. The essential feature of the latter is an improvement in the 
quality of human and other forms of ‘intangible” capital rendered possible by the 
knowledge revolution. 

Differences in knowledge capital are seen to be a crucial determinant of productivity 
differentials across sectors and nations. But transmission of these intangibles from the 
pure knowledge domain to commodities must be mediated by labour of different 
kinds, which must acquire the necessary intangibles. Hence, any successful transition 
to knowledge-economy status requires investment geared to the production and 
dissemination of knowledge (i.e., in training, education, R&D, information and 
coordination). 

This implies that it is possible to distinguish between knowledge in the production of 
goods and services and knowledge for the production of goods and services. It need 
not be true that a country displaying success in knowledge-based industries and 
services actually controls the knowledge needed for such production. A close 
examination of the evidence from China and India suggests that while knowledge is 
being applied in production in the two countries, the US still monopolises the control 
over knowledge. 

To start with, even relative to their own GDP, China and India lag far behind the 
developed countries in terms of R&D expenditure. While the figure for 2005 is 3.3 
per cent in the case of Japan and 2.6 per cent for the United States, and between 2 and 
2.5 per cent in France and Germany, it stands at 1.3 per cent in China and 0.7 in India 
(Chart 8). 

According to the UNCTAD’s World Investment Report 2005, individual firms such as 
Ford, Pfizer, DaimlerChrysler, Siemens, Toyota and General Motors each spent more 
than $5 billion on R&D in 2003.10 In comparison, among the developing economies, 
total R&D spending exceeded $5 billion only in Brazil, China, the Republic of Korea 
and Taiwan Province of China. 

                                                 
10 United Nations Conference on Trade and Development, World Investment Report 2005: 
Transnational Corporations and the Internationalization of R&D, United Nations, New York and 
Geneva, 2005, Chapter 4. 
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Source: Organization for Economic Cooperation and Development 2007. 
 
Licensing the use of this knowledge ensures significant revenues to firms from the 
USA, far exceeding that received by other countries (Chart 9). What is noteworthy is 
that both receipts and payments of royalties in the case of the US are in transactions 
with affiliated firms. That is, the US is reaping the benefits of its control over 
knowledge through transactions conducted with affiliates abroad (Table 3). It 
continues to be a net exporter of manufacturing technological know-how sold as 
intellectual property: on average, royalties and fees received from foreign firms were 
three times greater than those paid out to foreigners by U.S. firms for access to their 
technology. In 2003, the data reveals the US earned a trade surplus of $2.6 billion, 
28% higher than the previous year but lower than the $3.0 billion surplus recorded in 
2000.11 

                                                 
11 See USITC (2006). 
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Source: Organization for Economic Cooperation and Development 2007 
 

Table 3: Royalties and License Fees 
(million US$) 

 Total Receipts Total Payments 
  Affiliated Unaffiliated  Affiliated Unaffiliated
       
1998 35,626 26,313 9,314 11,235 8,547 2,688 
1999 39,670 29,275 10,395 13,107 10,374 2,733 
2000 43,233 30,479 12,754 16,468 12,536 3,932 
2001 40,696 29,164 11,532 16,538 13,241 3,297 
2002 44,508 32,770 11,738 19,353 15,134 4,219 
2003 46,988 35,539 11,449 19,033 15,179 3,854 
2004 54,490 40,848 13,642 23,274 17,881 5,393 
2005 59,409 43,880 15,528 24,632 20,373 4,260 
2006 62,378 44,477 17,901 26,432 20,963 5,469 
Source: BEA at http://www.bea.gov/international/xls/tab4.xls. 
 
Second, there is evidence that the US is sucking in some of the best talent from 
developing countries such as China and India, to strengthen its hold over knowledge 
for production. The two countries accounted for more than 40 per cent of foreign 
graduate student enrolment in US universities, with the total number of students 
exceeding 100,000 in 2004 and 2007 (Table 43). According to the National Science 
Foundation, out of the approximately 266,000 foreign graduate students enrolled in 
US universities in 2007, 66,534 were from India and 48,253 from China. Further, out 
of the 189,346 non-US citizens who received doctoral degrees during 1985-2005, 
41,677 were from China and 18,712 from India. Half of these students had definite 
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plans to stay back in the US and another 20-25 per cent was considering the 
possibility of staying back (Chart 10). The US has become a destination for some of 
the best talent from these two countries. 

Even when talent cannot be imported into the US to build knowledge for production 
in and for that country, US firms are managing to tap the best talent in the home 
countries themselves; through a process of internationalisation of R&D operations, 
transnational firms are exploiting that talent to retain control over knowledge. 
According to the UNCTAD (2005), transnational corporations (TNCs) account for at 
least 70 per cent of global business R&D. In 2002, the top 700 R&D spenders 
reported R&D expenditures of more than $300 billion. A rising share of the R&D 
expenditures incurred by these companies is undertaken in developing countries. 
Between 1994 and 2002, the developing-country share of all overseas R&D by US 
TNCs increased from 7.5 per cent to 13 per cent. As of now, more than half of the 
world's top R&D spenders conduct R&D activities in developing countries. 
According to data collated by the Bureau of Economic Analysis of the U.S. 
Department of Commerce, the share of R&D conducted by U.S. multinational through 
their majority-owned affiliates abroad rose from 11.5 per cent in 1994 to 15.3 per cent 
in 2004 (Table 4). 

 
Chart 10: Plans of Foreing Recipients of U.S. S&E Doctorates to Stay in the 
United States: 1985-2005 
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Table 4: R&D Expenditures of Non-bank U.S. Multinational Companies for 1994, 1999, 
and 2004 

 R&D performed by U.S. 
MNCs   

 Addenda    

 MNC 
total   

U.S. 
parents  

 
MOFAs 

Ratio of 
U.S.-parent 
R&D 
expenditures 
to R&D 
expenditures 
of all U.S. 
businesses 
(per cent)1   

MOFAs as 
a 
percentage 
of MNC 
total 
((column 3 
/column 1) 
x 100)  

 1994        
 Total    

103,451 
 91,574  11,877  76.6    11.5  

 Type: For themselves 84,574  75,673   8,901   n.a.    10.5  
 For others2   18,876  15,900   2,976   n.a.    15.8  
 Of which: For the Federal Government  n.a.   13,267   n.a.    59.1    n.a.  
 Addendum: Performed by others on 
behalf of the MNC   

 7,105   5,561   1,544   n.a.    21.7  

 1999      
 Total    

144,435 
 
126,291 

 18,144  69.1    12.6  

 Type: For themselves  
124,252 

 
111,008 

13,244  n.a.    10.7  

 For others 2   20,183  15,283   4,900   n.a.    24.3  
 Of which: For the Federal Government  n.a.    7,810   n.a.    34.7    n.a.  
 Addendum: Performed by others on 
behalf of the MNC   

11,726  10,344   1,382   n.a.    11.8  

 2004      
 Total    

179,914 
 
152,384 

 27,529  73.2    15.3  

 Type: For themselves  
166,330 

 
141,877 

24,453  n.a.    14.7  

 For affiliated businesses 3    4,313   1,835   2,479   n.a.    57.5  
 For unaffiliated entities  9,270   8,673   597      6.4  
 Of which: For the Federal Government  n.a.    6,049   n.a.    29.9    n.a.  
 Addendum: Performed by others on 
behalf of the MNC   

 7,794   6,338   1,456   n.a.    18.7  

      
1. These estimates are computed using data from the National Science Foundation’s Web site at 
http://www.nsf.gov/statistics/infbrief/nsf07304/. 
2. Information of the portion of R&D performed by the MNC for affiliated and for unaffiliated entities was separately 
collected in 2004,  
but this split was not collected in 1994 and 1999. 
3. In the case of U.S. parents, affiliated businesses consist of their foreign affiliates. In the case of In the case of 
MOFAs, affiliated businesses consist of the U.S. parent and all other foreign affiliates belonging to the same US 
parent. 
Source: Yorgason (2007). 

 
According to the OECD (2007), on average, 16.7 per cent of all inventions filed at the 
European Patent Office (EPO) were owned or co-owned by a foreign resident in 
2001-03, as compared with 11.6 per cent in 1991-93. But internationalisation of R&D, 
as reflected in foreign ownership, varied substantially across countries. The evidence 
speaks positively of the indigenous effort in China and India, where foreign 
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ownership has decreased significantly due to an increase in domestic patenting 
activity, though it still remains high. Interestingly, while the United States dominates 
foreign ownership of inventions in India, European countries are the main cross-
border owners in China (Chart 11). 

In India, leading firms like Intel, Microsoft and Adobe have R&D operations within 
the country. In China too, the trend is clearly visible. According to the Wall Street 
Journal, almost all the global giants in automobile, telecommunications technology, 
computer, software, machinery, electronics, biotechnology, pharmaceuticals and other 
major industries have made R&D investments in China. They include General 
Electric (GE), General Motors, P&G, Unilever, Microsoft, Intel, IBM, Motorola, 
Siemens, Ericsson, Nortel, AT&T, Lucent Bell and Samsung. 
 
Chart 11: Foreign ownership of domestic inventions, 1 Partner in the three 
major regions, 2001-03 (OECD, Patent Database, April 2007) 

0 % 2 0 % 4 0 % 6 0 % 8 0 % 1 0 0 %

C h in a

U n i te d  K in g d o m

B r a zi l

In d ia

C h in e s e  T a i p e i

T o ta l  (2 )

U n i te d  S ta te s

E U 2 5  (3 )

K o re a

J a p a n

Eu r o p e a n  U n io n J a p a n U n ite d  S ta te s O th e r  c o u n tr ie s

 
Source: www.oecd.org/sti/ipr-statistics. 
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It is indeed true that the benefits of this control of knowledge for production may not 
result in production and exports from the US, since US firms could choose to locate 
outside their home country for cost or other reasons. But they would definitely benefit 
the firms that control such knowledge: the firms could treat the country hosting 
production as merely locations from which to pursue their global strategies. 

This indeed seems to be the case in China and India, as an examination of the 
difference between the level of value added generated by US MNCs by country, and 
the pace of change of that level shows. While North America and Europe still 
dominate the level in 2004, Eurasia dominates the changes in that level between 1999 
and 2004 (Table 5 and Chart 12). In Asia and the Pacific, there has been a surge in 
production in foreign-invested firms that are involved in exports as well as sales to the 
burgeoning local markets. The value added in US foreign affiliates located in the 
region grew at an average annual rate of 9 per cent during 1999-2004, and the 
region’s share in the value added of US foreign affiliates rose 1.2 percentage points, 
to 19.0 per cent.12  

The largest increases in shares were in China, India and Japan. In China, the value 
added of US affiliates in manufacturing accounted for more than two-thirds of the 
value added of all US affiliates in 2004; during 1999-2004, value added of affiliates in 
manufacturing grew at an average annual rate of 23 per cent. In 2004, more than two-
thirds of the sales by Chinese affiliates in manufacturing were to customers in China; 
only 7.4 per cent of these sales were to U.S. customers, down from 16.3 per cent in 
1999. 

In India, the growth in value added was widespread by industry. However, it was 
most notable in manufacturing and wholesale trade—in which affiliates sell almost 
exclusively to local customers—and in computer systems design and related services 
(part of professional, scientific, and technical services), in which affiliates sell mainly 
to customers in the United States. 

In Japan, most of the growth in value added was in manufacturing, mainly reflecting 
acquisition of firms or establishment of new foreign affiliates to serve the local 
market. 

It is for this reason that we need to examine the role of foreign firms in the export 
performance of India and China. Foreign-funded enterprises (FFEs) accounted for 57 
per cent of China’s exports in 2004 (Table 6). This dominance increases in the case of 
hi-tech exports. The share of FFEs in exports of industrial machinery, which stood at 
$83 billion in 2003, increased from 35 per cent to 79 per cent over a decade. While 
exports of computer equipment rose from $716 million in 1993 to $41 billion in 2003, 
the FFEs' share rose from 74 per cent to 92 per cent. Similarly, the share of FFEs in 
China's electronics and telecom exports ($89 billion in 2003), rose from 45 per cent to 
74 per cent.13 

The situation appears to be similar in the case of IT services exports from India. 
According to NASSCOM, during 2005-06, offshore operations of global IT majors 
accounted for 10-15 per cent of IT services and BPO exports and captive BPO units 
accounted for 50 per cent of BPO exports.14 Further, MNC-owned captive units have 
been scaling up their operations steadily. 

                                                 
12 See Mataloni and Yorgason (2006). 
13 See Gilboy (2004). 
14 See NASSCOM, www.nasscom.org, accessed in January 2007. 
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Table 5: Value Added of Majority-Owned Non-bank Foreign Affiliates by Area, 1999 and 

2004 
Per cent  

 Millions of dollars  
 Average 
 annual 
rate 
 of growth   

 Share of the all-areas 
total   

  1999    2004   1999–2004  1999    2004  
All areas 566,396 824,336 7.8 100.0 100.0 
Canada 65,780 94,205 7.4 11.6 11.4 
Europe 324,634 460,010 7.2 57.3 55.8 
Of which: France 37,485 47,717 4.9 6.6 5.8 
Germany 61,913 74,184 3.7 10.9 9.0 
Ireland 14,845 27,022 12.7 2.6 3.3 
Italy 22,408 29,292 5.5 4.0 3.6 
Netherlands 19,018 28,220 8.2 3.4 3.4 
Norway 6,296 14,329 17.9 1.1 1.7 
Poland 1,151 4,604 32.0 0.2 0.6 
Russia 141 2,703 80.5 (*) 0.3 
Spain 10,786 14,821 6.6 1.9 1.8 
Sweden 6,198 11,028 12.2 1.1 1.3 
Switzerland 8,941 17,636 14.6 1.6 2.1 
United Kingdom 103,048 132,527 5.2 18.2 16.1 
Latin America and Other 
Western Hemisphere 

60,641 82,181 6.3 10.7 10.0 

Of which : Argentina 7,256 7,334 0.2 1.3 0.9 
Bermuda 2,037 6,321 25.4 0.4 0.8 
Brazil 16,593 18,261 1.9 2.9 2.2 
Mexico 17,556 22,383 5.0 3.1 2.7 
Africa 8,917 23,519 21.4 1.6 2.9 
Middle East 5,348 7,634 7.4 0.9 0.9 
Asia and Pacific 101,077 156,786 9.2 17.8 19.0 
Of which: Australia 19,625 29,853 8.8 3.5 3.6 
China 3,945 13,336 27.6 0.7 1.6 
Hong Kong 8,011 8,345 0.8 1.4 1.0 
India 1,068 3,937 29.8 0.2 0.5 
Japan 30,269 46,491 9.0 5.3 5.6 
Korea, Republic of 3,302 6,902 15.9 0.6 0.8 
Singapore 9,848 13,353 6.3 1.7 1.6 
Taiwan 6,066 5,927 -0.5 1.1 0.7 
Source: Mataloni and Yorgason (2006). 
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Chart 44: Value Added and Change in Value Added of MNCs, by 
Country

 
 

Thus, foreign firms with control over knowledge appear to be the ones exploiting the 
opportunities offered by the knowledge economy; meanwhile, countries like China 
and India continue to have their talent used for strengthening these firms’ control over 
knowledge. A new international division of labour is emerging wherein knowledge is 
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controlled by firms in the developed countries even while the production of 
knowledge-based industries and services moves to countries like India and China.  

 
Table 6: Role of Foreign Firms in China's Exports 

 Exports by foreign invested enterprises in 
China ($ mn) 

Exports of Goods 
(BoP  $ mn) 

Proportion 

1996 61,499.2 151,077.0 40.7 
1997 74,935.5 182,670.0 41.0 
1998 81,015.9 183,529.1 44.1 
1999 88,733.4 194,715.8 45.6 
2000 119,459.7 249,130.6 48.0 
2001 133,333.6 266,075.0 50.1 
2002 169,990.2 325,650.8 52.2 
2003 240,465.1 438,269.6 54.9 
2004 338,905.7 593,392.5 57.1 
Source: CEIC Database. 
 

What this suggests is that, even while China and India are important bases for 
knowledge-based production of exportable goods and sources, important beneficiaries 
of this development are transnationals from the developed countries, even if not the 
mass of workers in these countries who fear job losses. Countries like India and China 
thus are not as yet warriors in the global battle for economic supremacy, but locations 
that serve as instruments of battle for transnational firms. The war among the firms 
results in strategies that may threaten extant or future employment in the developed 
countries. But, when faced with that prospect, it is not India and China that developed 
country citizens should fear; instead, they should be wary of their own, home-grown 
transnationals that have taken wing. 




