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TI ME

"CH NA - A CHALLENGE OR AN OPPORTUNI TY FOR ASEAN?"

| would like to thank the N ppon Kei zai Shi nmbun
and the N kkei Conference Organisers for the
invitation to speak once again at this annua
conference on Asia.

2. In 1803, alnost exactly 200 years ago, Napol eon
Bonaparte gave us a nost prophetic quotable quote.
"China is like a sleeping giant," he said. "And when
she awakes, she will astonish the world." Astonish
the world China truly has. O this there can be no
doubt .

3. But many questions remain. The organisers of this
8th N kkei Conference on the Future of Asia have asked
me to speak on this astonishing China, this phenonena
of the awakening giant and what it portents for us in
t he ASEAN countries. Is it going to be what someone
describes as a bl ack hol e which sucks up everythi ng
and gi ves back nothing or will China be the | oconotive
for the economc prosperity of ASEAN in the future?

4. \What one has to accept is that China is there. It
has been there for the past 4000 years and it cannot be
wi shed away. The idea of containing it, a policy tried
by the West in the Cold War years did not work. If

Chi na was a non-perforner during those years it was not
because of contai nnent by the West but because the

Chi nese | eaders chose to isolate China and to

rej ect nodernisation.

5. Now China has decided to join the rest of the
worl d in espousing trade and devel opment and like it
or not we have to adnmit that China is doing well and
bl ossoming into a great econom c power. A country of
1.3 billion diligent and skillful people, organised
and di sci plined cannot but be a powerful country once
it sets its mnd on developing its huge potenti al

As an economic power it will exert much influence in
the affairs of the world. China nust therefore be
accorded its rightful place in the constellation of
power ful nations.



6. The fear is that with its enornous power it may
try to expand into Sout heast Asia, perhaps
territorially. China' s occupation of Tibet may be
cited. But China has no history of expanding
territorially. It may have had pretensions about
being the centre of the world, the mddle Kingdom
but historically China had not col oni sed ot her
countries. In contrast the European countries
conquered and col oni sed Asian countries thousands of
mles away from Europe. | don't think China is about
to change its ways and becone a col oni al power.

7. The clash involving China in the future is going
to be economic and it will be between China and the
ot her devel oped countries. Now we all know that when
two el ephants fight the grass and the animals
underneath will get tranpled. So the fear is not

from China' s black hole character but the fierceness
of China's struggle for market share for its products
and services worl dw de

8. For ASEAN what will be the effect of China's
econom ¢ struggle? Wll, we have al ready seen how
China's attracti veness as an investnent |ocation has
reduced the flow of FDI to the ASEAN nati ons.
China's advantage at the nonent is its | ow cost

| abour and the enornpus size of its domestic narket.

9. But we have to renenber that Japan too started

as a |l ow | abour-cost country. It did not remain so
for long. As Japan prospered the cost of |abour rose
quite rapidly. Such was the increase that Japan had
to invest and produce in | ow | abour cost countries of
Sout heast Asia very early on in order to remain
conpetitive. Additionally the voluntary and

i nvoluntary transfers of technology resulted in South
East Asian Countries devel oping their own industrial
capacities. Thus Japan's industrialisation benefited
t he poorer ASEAN countries in a number of ways.

10. It is possible that China too will progress in
the sane way. Already the | abour cost along the
coastal areas which have devel oped first is higher
than that inland. As industralisation proceeds the
cost in China is bound to go up. The size of China's
popul ation will make this process longer than in
Japan. Still there will be sone benefits to be
derived as China's work-force begin to earn higher

i ncomes. W are already seeing this in South East
Asia as attested by an increasing influx of Chinese
tourists. We are al so beginning to see Chinese

i nvestnments and increases in their inports of certain
products including el ectronic goods and conponents.

11. When 1.3 billion people get even a slight
i ncrease in income the purchasing power will be



enhanced nmuch nore than happens in an ordinary-sized
country. China's growi ng prosperity cannot but make
it a great market for Southeast Asia. Trade with

Chi na has al ready increased manifold since the
opening up of the country. The nmonentumis gaining
and we can expect faster growth, especially after
China's accession to the Wrld Trade Organi sation
(WO .

12. But perhaps | ambeing too optimstic. Chinais
an econom c threat for Southeast Asia. It is already
athreat in terns of attracting Foreign Direct
Investnments and it is going to be a threat to

Sout heast Asia's world trade. W know that China

with its cheap and highly skilled | abour and the
potential of its huge domestic nmarket is capable of

| arge-scal e | ow cost production of anything and
everything. It has been gradually putting in place
the I egal and policy franmeworks and infrastructures
for FDI and donestic investnents and its products are
going to be highly conpetitive. Just as the Japanese
and the Korean products displaced European and

Ameri can products, we can expect Chinese products to
shoul der aside not only the Japanese and the Korean
but al so the products of Southeast Asia. Chinese
goods will achieve world standards and al ready we are
seei ng signs of Chinese innovation resulting from
their own Research and Devel opnent.

13. In the househol d appliances business this is

al ready happeni ng. Japan, Korea and Sout heast Asia
will lose their market share for these | owtech yet
essential goods. O course the Europeans and the
Americans are not ever going to be able to stage a
cone back. And it is likely that China wll

dom nate the market for other manufactured goods as
wel | . However there will be niches where branded
goods of high quality produced by some countries wll
continue to be in demand.

14. Besi des, China cannot so inpoverish other
countries especially Southeast Asian countries so
that they cannot buy Chinese products. It is

i nperative that China ensures the survival and
prosperity of the countries which will be its nmarket.
And this may nean increasing Chinese investnents in
these countries and increasing purchases of raw

mat eri al s and components produced by these countries.

15. W can infer that this will happen fromthe
Western response to the influx of cheap high quality
Japanese goods. They focussed on devel opi ng brands
of quality and prestige. Thus the nunerous brands of
Eur opean goods, notor vehicles, watches and audio
equi prent. As niche products the market is not big
but the profit margins are enornous. The European
strategy is still working and | believe Japan, Korea



and Sout heast Asia will be opting for niche products
of high quality and prestige.

16. Japanese mass produced products are not inferior
but because of snob val ue, European products do find
a market. Simlarly when the markets of the world are
fl ooded with Chi nese products, a good nunber of
buyers will be opting for branded goods from
traditional suppliers. South East Asian products can
provi de the demand for variety and name. Cbviously

so can Japan and Kor ea.

17. The race is already on and Sout heast Asian
countries are already |ooking for niche products and
busi nesses involving hi-tech and I.T. Sonme Sout heast
Asi an countries do have certain advantages, including
geogr aphi cal | ocation, good | egal and educationa
system values and practices with which the

i nternational business comunity is confortable.

18. The Governnents of these Sout heast Asian
countries are nore business friendly and workers do
not often resort to industrial action. The politica
stability and generally cal m at nosphere are good
selling points. Besides the |ocal entrepreneurs and
| ocal capital have becone sophisticated and

know edgeabl e about investnents and nmanufacturing as
well as being famliar with the world market.

19. It is well to renenber that together the Asean
ten have nearly half the population of China. Their
average per capita is as high as China, and the
donmesti c markets obviously have the sane potential as
China. Gven a period of peace and stability the
Asean countries can grow and devel op and become an
attractive market and continue to be a good | ocation
for foreign direct investnents.

20. Asean is one of the nost cohesive of regiona
groupi ngs invol ving devel opi ng countries. Wth the
Asean Free Trade Area, (AFTA) the Asean countries
have becone nore attractive to foreign investors

wi shing to operate in the bigger ASEAN narket .

Al ready notorcar manufacturers are investing in Asean
countries in order to take advantage of the |arger
mar ket as well as taking advantage of the relatively
| ower cost and highly skilled labour. It is very
likely that manufacturers of other products would
follow A well devel oped infrastructure and good
supporting industries nmake investing in Asean
countries a sound proposition.

21. Trade between the Asean countries is increasing
rapidly. The AFTA will act as a stimulus to nore
i ntra-Asean trade. Qoviously Asean will not be a
wal k over for China. Life would be tougher. FD will
di m ni sh. The export led growth will not be easy



any |onger. But the Southeast Asians will be able to
find a niche for thenmsel ves. Wirki ng together they
will be able to use their conbined market to match
that of China.

22. A synbiotic relation can be devel oped between
Chi na and Sout heast Asia. A rich China will need
quite a lot of things that China cannot produce by
itself. And China's needs for everything would be
enor nous. Mal aysi an and | ndonesi an pal moil should
find a ready market in China. So would pul p and
paper, oil and gas and chemnicals which the
availability of feedstock gives a conpetitive
advantage to quite a few of the countries of

Sout heast Asi a.

23. So far | have tal ked | argely about the economc
chal | enge posed by China. Although China has never
attenpted to conquer and col oni se as Europeans were
wont to do, the fact remains that there are huge
Chinese mnorities in all the Southeast Asian
countries. In fact in Singapore, the Chinese

majority is such that Singapore today is basically a
Chi nese state with Malay and Indian mnorities.

This Chinese minority invariably dom nate the econony
of the Southeast Asian countries.

24. The situation is such that the Chinese can
becone a fifth colum in Southeast Asia. In fact in
t he i medi ate post Pacific War period the Chinese
resi stance novenents agai nst Japanese occupation
converted itself into revolutionary forces bent on
est abl i shing Chi nese Communi st states in the
countries of Southeast Asia. Wen China cane under
Conmmuni st rule a lot of sympathy and support was
extended to the Chinese guerrilla forces which at
first fought against the colonialist British and

| ater the independent CGovernnents of Southeast Asian
countri es.

25. The insurrections were by and | arge
unsuccessf ul

26. Today the people of Chinese origin in Southeast
Asi an countries are loyal citizens. Admttedly, a
few still would like to make these countries into

ext ensi ons of China by demandi ng that the Chinese as
Chi nese be separated fromthe indi genous people, by
havi ng a Chi nese education system separate and
segregat ed Chi nese school s and the preservation of

all that is Chinese. But these people, fewin

nunber, do not get the support of the majority of the
Chi nese who wish to live in peace with the indigenous
peopl e and to do business and acquire wealth.

27. W do not believe that the Chinese in Southeast
Asi a have any wish to contribute towards China's



overseas territorial anbitions or adventures. In
fact we think that they are not only loyal citizens
but they are good bridges for the econonic
cooper ati on between China and Sout heast Asi a.

28. Today the relationship between China and

Sout heast Asian countries is good. There is of
course the dispute over the islands in the South
China Sea fuelled by the possibility of finding gas
and oil there. But serious confrontation has been
avoi ded.

29. The policy with regard to defence differs

bet ween t he Sout heast Asian countries. Sonme would
like to have the Anerican nmilitary shield but sone
would like to see a | ess confrontational stance.

Mal aysia believes that if we treat China like a
future eneny it will regard us as the eneny now and
respond by arnming itself to the teeth. W should
renenber that one of the reasons for Japanese
mlitary expansi on was because European fear of the
Japanese lead to attenpts to cut off Japan fromthe
sources of raw materials and fuel that it needed for
its economic growh. To break this virtual siege the
Japanese | aunched the Greater Southeast Asia \War

30. A policy of trying to contain China mght very
well lead to the Chinese boosting their mlitary
capacity in order to match those of their potential
eneny. History has taught us that when the mlitary
muscl es are strong there is always a desire to flex
themand to test their capacity. It requires but a
m nor incident for a full-scale conflagration to
fol | ow

31. It is far better for China to be accepted as a
maj or economic power. It will be powerful but it
will not totally dom nate the world. The U. S.

Eur ope, Japan and even Korea woul d provide a counter
bal ance. It is inmportant to renmenber that China

too is afraid. It is afraid of its traditiona
enemies in Asia and of the U S. History has taught
China that when it is weak it is likely to be ridden
over roughshod by foreign powers. The unequa
treaties of the past are still fresh in the m nds of
t he Chi nese.

32. Sout heast Asia has the nost to fear fromChina's
expansi onism Unless China is provoked that fear is
m splaced. In today's world mlitary conquest is
unnecessary, costly and counter-productive. W do
not think that China would indulge in mlitary
adventures. There is therefore no reason for

Sout heast Asia to fear China's mlitary mght. But
est abl i shing a nmechani smfor defusing potentially
dangerous di sputes is necessary. The East Asia
Econonmi ¢ Groupi ng can provide this mechani sm



33. China has assured Southeast Asia that the

di spute over the Spratlys can be resol ved through
negoti ati ons. Sout heast Asia should take China's
words for this and begin serious discussion on a
common stand over China's and each other's clai ns.

34. Wile mlitary conquest or even threat is
unl i kely, econom c donmination is possible. It wll
not be total, but it can be sufficiently damaging for
t he economi es of the Southeast Asian nations. But

| have already pointed out that there are ways for
Sout heast Asia and others to counter this
possibility.

35. The European Union is the product of the

Eur opean Economi ¢ Community. The nost significant
achi evenent of the EEC is not so nuch econonmic as the
hal f a century of peace that it brought to Europe.

It is possible that the proposed EAEG will result in
a simlar peace for East Asia. And peace in East

Asia can only be good for the region and for the rest
of the world. Opposition to the EAEG is very
difficult to understand. It cannot be that there is
a Wi sh to see East Asia remmining poor. It is very
per pl exi ng.

36. The EAEG wi Il not becone an East Asian Union as
easily as the European countries, which in any case
took a considerable length of tine. For a long tine
the East Asian Group will remain a very |oose
groupi ng, confining itself to the discussion of

regi onal affairs and conmon probl ens. Potenti al
conflicts can be brought to neetings of the grouping
at official, mnisterial and Heads of Governnent

| evel .

37. The proposal for an East Asia Mnetary Fund as

an extension of the swap arrangenment can do harmto
no one, within the grouping or outside it. Today's
problemis likely to be financial and the fund should
contribute towards earlier solutions when nenber
countries get into financial difficulties.

38. As China will be a nenber of the EAEG
chal | enges posed by China that may be damaging to
Sout heast Asian countries can be discussed in the
forumand mtigated. China surely realises that a
prosperous and stable Southeast Asia is good for it.
Poor countries are always a source of problens for
ri ch nei ghbours. If the EAEG can contri bute towards
preventing China's chall enge from danagi ng the
econom es of fellow nenbers of the G ouping then

Chi na would surely want to |listen and consider the
effect of its challenge on the countries of Southeast
Asi a.



39. China will pose a challenge to Sout heast Asian
countries. But the EAEG woul d hel p resol ve nuch of
t hese probl ens. What remai ns woul d be opportunities
for Southeast Asia to benefit from China' s economc
prosperity and stability. And these are enornous.
Not only will China be a great market for the
products and services of Southeast Asia but there
will be a lot of Chinese investnment in Southeast
Asia. In addition with the passage of time the half
a billion Southeast Asians will become a good market
for China's products and services.

40. The only thing that the Southeast Asians need to
worry is the attitude they take vis-...-vis China. If
t he Sout heast Asians participate in trying to contain
Chi na then an at nosphere of confrontation will
devel op and nuch will be wasted on preparations for
conflicts. Southeast Asia will certainly stand to

| ose in the ensuing tension

41. But if Southeast Asia accepts the fact that
China is there, that it cannot be w shed away, that
it is going to play its role in the econonic

devel opnent of East Asia and the world and
accordingly | ook at China as we do Japan and Kor ea,
t hen, as much as Japan and Korea have contri buted
towards the prosperity of Southeast Asia, China too
will do the sane.

42. China is both a challenge and an opportunity.
This much is obvious. Wether we gain or |ose
because of the challenge and the opportunity offered
by this new China very nuch depends on us the

Sout heast Asians. W have a need to understand the
probl ens posed by China and we can then design an
approach that will mnimse the challenge and
maxi m se the opportunity.

43. This is nmy view | may be wong. But as the
great Chinese | eader, Chow En Lai said, it is too
early to tell.

44. Hi storically, China had not been a threat to
Sout heast Asia. The Chinese migrants who settled
down i n Southeast Asia tended to adopt the |oca

| anguage and nuch of the local culture. They

remai ned Chi nese however, but gradually |ost touch
with their relatives and clans in China. Although
mai nt ai ni ng that Chi nese anywhere were their people
Chi na had never sent gunboats to protect Chinese
settlers in Southeast Asia. China never behaved |ike
a netropolitan power nor tried to col oni se Sout heast
Asi an countri es.

45. In the past, the small Sout heast Asian states
used to acknow edge the superior size of China by
sending gold and silver flowers as gifts or tributes



to the Enperor of China. But the subm ssion was
never nore than that.

46. The energence of China as an econom ¢ power house
shoul d not worry Sout heast Asian countries any nore
than in the past. There will be challenges and there
wi Il be opportunities. Faced with these the

Sout heast Asian countries will have to learn to
manage the chal |l enges and sei ze the opportunities.
The chances are that at worse a balance will be
attained but with astuteness Southeast Asia w ||
benefit nmore fromthe opening up of the ever richer
Chi nese markets.
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