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Introduction
1.1 A Rising China in Asia
Since the end of the Cold War, the political and economic order in the East Asian region has undergone a significant transformation. One of the most important sources for this change is China’s growing clout and influence. Several crucial factors contribute to this development: China’s rapid and sustained economic growth (on average 9 percent a year over the past two decades), Japan’s relative decline as a result of its decade-long recession, the 1997-8 Asian Financial Crisis which decimated several high-flying Asian economies, and the overextension of the United States’ military resources and political capital due to the war on terror, the daunting task of rebuilding Iraq, and the challenge posed by a nuclear North Korea.

Whereas China’s rise in the mid-1990s caused much concern among its neighbors and the U.S., China’s further ascent in the early 2000s has instead generated more equanimity. China’s expanding economy is now regarded more as an opportunity than a threat, and its more polished foreign policy exudes confidence and poise. Does this change have more to do with a fundamentally changed Chinese foreign policy (goals) or with the changing perception of other nations on a rising China (posture)?

Nowhere is this shift more evident than in Southeast Asia, especially the changing attitudes of ASEAN (Association of Southeast Asian Nations), which during the Cold War had kept a wary eye on China and did not normalize relations with China until the 1990s. Therefore, the announcement by ASEAN and China in November 2001 that they intended to create an FTA (Free Trade Area) between them within a decade symbolized a seismic change in China-Southeast Asian relations. On November 4, 2002, at the Eighth ASEAN-China Summit in Phnom Penh, Cambodia, ASEAN leaders and Chinese Premier Zhu Rongji signed a Framework Agreement on Comprehensive Economic Cooperation, which enunciated the parties’ commitment and laid the groundwork for the eventual establishment of an ASEAN-China FTA (ACFTA) by 2010 for the ASEAN 6 (Brunei, Indonesia, Malaysia, the Philippines, Singapore, and Thailand) and 2015 for the newer members (Cambodia, Laos, Myanmar, and Vietnam). The Framework Agreement set 1 July 2003 as the date when the agreement was to enter into force. To pursue the goals set in the Framework Agreement, the ACFTA parties negotiated for three years and concluded an Agreement on Trade in Goods for the Framework Agreement on 29 November 2004 at the summit meeting in Vientiane, Laos. This trade in goods agreement formally took effect on 1 July 2005.
1.2 Types of Regional Trading Agreement
It is useful to differentiate the various levels of integration under formal regional trading agreements so as to understand the ACFTA in a proper comparative and theoretical context.

Levels of Integration

(1) Preferential trade arrangements: The loosest type of arrangement is the granting of partial preferences to a set of trading partners. If the concessions are one way, this is called a preferential trade arrangement – as seen in the unilateral concessions made by an industrialized country to less developed countries (LDCs), such as the Generalized System of Preferences (GSP), a practice that the GATT always permitted. If the concessions are reciprocal, we may call it preferential trade area (PTA) to describe the club of nations covered.

(2) Free Trade Area (FTA): If the members of a PTA eliminate all tariffs and quantitative import restrictions among themselves – i.e., 100 percent preferences – then they form a free trade area (FTA). But in fact they typically retain varying levels of tariffs and other barriers against the products of nonmembers.

(3) Custom Union (CU): The next level of integration occurs when the members of an FTA go beyond removing trade barriers among themselves and set a common level of trade barriers vis-à-vis outsiders. This at a minimum entails a common external tariff, which is no higher than the average of the previously existing tariffs of the member countries. A full CU will set all trade policy for its members as a whole.

(4) Common Market: Whereas PTA, FTA, and CU are different models of “shallow integration,” common market and economic union constitute “deep integration.” Beyond the free exchange of goods and services among members, a common market entails the free movement of factors of production: labor and capital.

(5) Economic Union: Economic union involves harmonizing national economic policies, including typically taxes and a common currency.

The European Union (EU) is the best example of a long process of increased level of integration and the most notable economic union. In contrast, neither the members of the North American Free Trade Agreement (NAFTA) nor the members of ASEAN FTA expect to literally eliminate all internal barriers to trade, as the name “free trade area” would imply. It should also be pointed out that not all trade among preferential trading partners takes place at preferential rates. Most agreements exclude certain sensitive sectors, most notably agriculture. Motivations for Integration Why do nations pursue regional integration? Largely speaking they do it for two sets of reasons: (1) politics and policymaking, and (2) economics. As a World Bank publication asserts, “Regional integration is good politics: It meets political needs, such as security or enhanced bargaining power, and it satisfies influential lobbies.”18 Indeed, the main motivation for regional integration is often political, rather than economic. China’s motivation for ACFTA illustrates this point. 
The first motivation is to use integration to consolidate peace and increase regional security. It is often assumed that creating linkages between economies can make conflicts more costly. Both Immanuel Kant’s third definitive article of “perpetual peace” – cosmopolitan law – and Thomas Friedman’s “Golden Arches Theory of Conflict Prevention affirm this insight. In the post-911 environment, then US Trade Representative Robert Zoellick justified his aggressive pursuit of FTAs with such nations as Jordan, Israel, Chile, Singapore, Australia, Morocco, southern Africa, and Western Hemisphere on national security ground. He argued, “While terrorism isn't caused by poverty…failed states, broken societies, extreme poverty, create the fertile ground in which the seeds of terrorism can grow, and therefore we have a very strong interest in having a pro-growth and opportunity economic policy that complements our security agenda.” Clearly the U.S. expected important strategic and political benefits from these FTAs, since the economic benefits offered by these states were modest at best. 

Second, by joining together the weak can pool their strengths. Governments often seek to acquire greater bargaining power in multilateral negotiations by first tying in partner countries through regional commitments. At a regional level, a subset of countries could first strike their own agreement in order to increase bargaining power and press for a better outcome. Third, regional agreements have been used to lock in institutional changes and reforms. In the early 1990s, proponents of neoliberal economic reform in Mexico sought to leverage NAFTA to enable desired changes. For trade liberalization, regional agreements are a well-designed piece of commitment mechanism because they are built upon reciprocal preferences.

Fourth, vested interests, such as powerful national bureaucracies created to negotiate trade agreements, or certain sectors of the society that stand to gain or lose, often lobby the governments to seek regional agreements.

Fifth, countries can benefit greatly from cooperation when they share resources – such as rivers, fishing grounds, hydroelectric power, or rail connection – or when they jointly overcome problems – such as pollution and transportation bottlenecks. By virtue of enhanced trust, regional agreements can help in this regard.
2.0 China’s Position
The CA-FTA is likely to increase regional integration between China and ASEAN; the economic cooperation between the blocks will form a new relationship. 

The CA-FTA that takes effect beginning in 2010 is considered a stepping stone for integration in east ASIA; it is a huge opportunity for China to access a bigger market and resources. Especially, considering China's advantage over ASEAN: labor productivity, technology, international relationships, product competitiveness, etc., China seems to have much to gain from the pact.

For example, China is called the "world's factory" and possessed the world’s most powerful manufacturing industry. Once, the FTA takes effect it is expected that China will begin by importing resources such as palm oil, rubber, and agricultural products from ASEAN. After importing, these products will be processed into more complicated products and shipped all around the world. China is likely to gain a big share in the process. 

Recently in Thailand, farmers and others working in agriculture are rioting against Chinese goods. Also, in Southeast Asia, the consumption of Chinese goods such as TVs and refrigerators is increasing, and Chinese firms' investments in ASEAN seem to be increasing steadily. In addition, a closer look at trade between Thailand shows that Thailand is increasingly importing more fruit and agriculture goods whereas the exports which are specified to tropical fruit is facing difficulties due to difficulty in storage. 

However, besides having access to a bigger market, the CA-FTA also aids China in several different ways.

One important argument is being able to secure supply of raw resources that are important in China's long term growth plan. China has been growing rapidly, and the countries demand on resources nowadays has huge influence over the global commodity market; China has become a big player in the global commodity market. However, China is facing problems due to their dependence on a relatively small number of resource plentiful countries. To maintain continuing growth China sees it important that it expands its suppliers to countries other than Brazil, Australia, etc. Hence, CA-FTA is considered a significant step for China to gain access to more global resources. It should also be noted that CA-FTA also secures a safe path through which China can convey oil. 

Another reason for implementing the CA-FTA is political. Since the 21th century, China has shown interest in becoming the Asian leader. China has been providing continuing economic aid towards asian and has also signed many contracts that it sees will help Asia. China has transformed from "security threat" to a potential Asian leader. An important concept the Chinese use is the term "peaceful rise". It means that China wants to create cooperating and harmony in Asia. CA-FTA can be understood as a strategy in which through increased economic cooperation China can gain influence over East Asian countries and in the long run help their peaceful rise. In light of the U.S.'s continuing interference, 

China sees that integration within Asia is essential; China has embraced the CA-FTA as a means to guarantee their continuing economic growth and increase its influence over Asia.

3.0 ASEAN’s Position

It is meaningful to discuss ASEAN’s motivations and concerns in joining the CA-FTA.  

 There are three fundamental reasons explaining ASEAN’s participation in the pact.

 The first reason for ASEAN’s embracement of CA-FTA is the ability to increase its bargaining power.  ASEAN is composed of several countries; these countries are small and their economic value seems minimal in light of China’s vastness.  In order to bargain at an equal level with China, it is only logical that ASEAN nations should pool their resources and products.  

 The second argument is ASEAN’s need to enter in to the Chinese market.  Currently, ASEAN’s trade with China is smaller than that with the U.S.  Until recently, the U.S. has been the leader in the global economy and it is natural that ASEAN would have ties with the U.S.  However, China is growing rapidly; some economists believe that toward the end of the economic crises power is shifting yet more rapidly towards China.  ASEAN countries are eager to gain access to Chinas growing market.  China is not only their neighbor but a growth machine that cannot be ignored.

 The third argument sees CA-FTA as a catalyst to engage in integration with other partners such as Japan, Korea and EU. For example, in its summit meeting with ASEAN in December 2003, Japanese Prime Minister Junichiro Koizumi pledged $3 billion in new aid to Southeast Asia, and promised to work with the region to maintain security ties, liberate trade and create a broad “economic partnership.”  Countries such as Korea and other European nations are also in the process of making ties with ASEAN.  ASEAN is now viewed as a valuable trading partner and also an access point to the Chinese market.  ASEAN expects increased foreign investments to benefits.

 However, although the CA-FTA is a huge opportunity to ASEAN it can also act as a threat.  Without careful consideration ASEAN nations could find themselves dominated by the Chinese in the near future.  Below are few points that should be considered.

 First, competition with China could turn out to be detrimental.  Both ASEAN nations and China are both in their developing stages.  With lower trading barriers ASEAN is likely to find themselves competing for market share in both domestic and foreign markets.  Rodolfo Severino, the former secretary-general of ASEAN, is aware that such industries as textiles, toy, and motorcycle manufactures will be negatively affected in the short term.  China’s cheap labor and rapidly developing technology may end up forcing ASEAN manufacturers to go out of business, leaving ASEAN to only export of resources.

 Second, CA-FTA may result in undermining integration within ASEAN.  Until now ASEAN has been developing positive relations amongst each other.  However, with the CA-FTA, ASEAN nations may look at ASEAN as secondary compared to what China has to offer.  It can be argued that China could use the different incentives and needs of the ASEAN countries in negotiations and in the long run undermine cooperation within ASEAN.

4.0 Historical record of bilateral trade between ASEAN and CHINA
Since 2000 China’s trade with ASEAN has grown consistently. Of course it was because of the recent growth of China’s economy. But the other reason is that the economic cooperation between China and ASEAN has been consolidated. 

 As we said in previous chapter, this is the result of China’s ‘charm offensive’ to ASEAN which has been continued from the growth of China economy. In other word, before the conclusion of China - ASEAN FTA, the amount of trade between China and ASEAN has been increased. So China - ASEAN FTA is basically the extension of the China’s charm offensive. 
ASEAN member state trade with CHINA, 2004-2008
 (Value in million US$)
	Country Name
	2004
	2005
	2006
	2007
	2008

	Brunei Darussalam
	243
	234
	174
	201
	0

	Cambodia
	12
	15
	13
	11
	13

	Indonesia
	4,605
	6,662
	8,344
	8,897
	11,637

	Lao PDR
	1
	4
	1
	35
	15

	Malaysia
	8,634
	9,465
	11,391
	15,443
	18,422

	Myanmar
	75
	119
	133
	475
	499

	Philippines
	2,653
	4,077
	4,628
	5,750
	5,467

	Singapore
	15,321
	19,770
	26,472
	28,925
	29,082

	Thailand
	7,098
	9,083
	10,840
	14,873
	15,931

	Viet Nam
	2,711
	2,828
	3,015
	3,336
	4,491

	ASEAN Export
	41,352
	52,258
	65,010
	77,945
	85,558

	Brunei Darussalam
	87
	94
	120
	157
	171

	Cambodia
	337
	430
	516
	653
	933

	Indonesia
	4,101
	5,843
	6,637
	8,616
	15,247

	Lao PDR
	89
	185
	23
	43
	131

	Malaysia
	11,353
	14,361
	15,543
	18,897
	18,646

	Myanmar
	351
	286
	397
	564
	671

	Philippines
	2,659
	2,973
	3,647
	4,001
	4,250

	Singapore
	16,137
	20,527
	27,185
	31,908
	31,583

	Thailand
	8,183
	11,116
	13,578
	16,184
	19,936

	Viet Nam
	4,416
	5,322
	7,306
	12,148
	15,545

	ASEAN Import
	47,714
	61,136
	74,951
	93,173
	107,114


Source: ASEAN trade statistics database (date as of July 2009)
The table show to you ASEAN country’s amount of trade with China. In table, you can see the history of trade balance between China and ASEAN country. In almost country, import and export to China has been increased during 2004-2008. And this means that the economic cooperation between China and ASEAN has been developed for a long time. And in this table, although there is significant difference in trade scale between ASEAN countries, the important thing is that all country’s trade scale to CHINA has increased for five years. 
The graph about ASEAN member state trade with China, 2004-2008
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This graph shows to you the history about trade balance between China and ASEAN. Since 2004, ASEAN member state trade with China has been increased. And there was no decline in China - ASEAN’s trade. 

Because of the China’s economic cooperation with ASEAN, the China’s economic and political power in Southeast Asia has been increased. Basically the ASEAN countries have been established a firm relationship with us. And the us had powerful influence economically and in nation’s security. But by China’s ‘charm offensive’, especially in economic aspect, the China’s power in ASEAN countries is considerable. This is showed in resent statistics database. So compared with another country, for example, Japan, EU, US, and the China’s influence in ASEAN country is increasing quickly. When compared with Japan, the increasing of China’s economic influence in ASEAN country is remarkable. This mean that there is little bit success of China’s ‘charm offensive’ to be an economical global leader in east and Southeast Asia. 
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ASEAN 197,477.4      171,113.1      368,590.6      24.6               23.8               24.2              

Japan 81,373.3        95,291.3        176,664.7      10.1               13.3               11.6              

European Union (EU)-251/ 88,773.9        81,098.7        169,872.5      11.1               11.3               11.2              

China 77,818.3        82,251.2        160,069.5      9.7                 11.4               10.5              

USA 80,269.2        66,245.3        146,514.4      10.0               9.2                 9.6                

Republic of Korea 34,241.3        40,118.3        74,359.5        4.3                 5.6                 4.9                

Australia 31,083.5            15,781.8            46,865.3        3.9                     2.2                     3.1                    

India 26,884.8        14,152.2        41,037.0        3.3                 2.0                 2.7                

Canada 5,923.6              3,809.0              9,732.6          0.7                     0.5                     0.6                    

Russia 2,062.0              6,468.8              8,530.8          0.3                     0.9                     0.6                    

New Zealand 3,198.1          2,469.2          5,667.3          0.4                 0.3                 0.4                

Pakistan 3,936.8          528.7             4,465.6          0.5                 0.1                 0.3                

Total selected partner countries/regions 633,042.2      579,327.6      1,212,369.8   78.9               80.6               79.7              

Others

2/

169,667.4          139,243.5          308,911.0          21.1                   19.4                   20.3                  

Total ASEAN 802,709.6      718,571.2      1,521,280.8   100.0             100.0             100.0            

Partner country/region

Value Share to total ASEAN trade

ASEAN trade by selected partner country/region 2009
Source: ASEAN trade statistics database 





   (value in million us$)
This table shows the amount of trade and the ratio of trade with China in ASEAN country in 2009. Because there is global economic crisis in 2009, this data can have some noise. But nevertheless the noise in data, this table show, in ASEAN’s trade, the China’s weight was pretty similar with the weight of Japan and EU. And it was lager than the weight of US. In this drift, the China’s economic influence in ASEAN has been increased consistently, and it will be bigger because of the enforcement of CA-FTA. 
5.0 Analysis of the effects of CA-FTA
5.1 CA-FTA terms
CA-FTA comes in effect in 2010 and is the world’s largest in terms of nominal GDP and population.  The CA-FTA can be defined mainly by its effect on the inter-country tariffs.

To summarize a complicated agreement, the free trade agreement agrees upon reducing tariffs on 7,881 product categories, or 90 percent of imported goods, to zero. This reduction took effect in China and the six original members of ASEAN: Brunei, Indonesia, Malaysia, the Philippines, Singapore and Thailand. The remaining four countries will follow suit in 2015. The average tariff rate on Chinese goods sold in ASEAN countries decreased from 12.8 to 0.6 percent on 1 January 2010 pending implementation of the free trade area by the remaining ASEAN members. Meanwhile, the average tariff rate on ASEAN goods sold in China decreased from 9.8 to 0.1 percent. The six original ASEAN members also reduced tariffs on 99.11 percent of goods traded among them to zero.[19][20]

Reducing tariffs between China and the ASEAN countries will increase both imports and exports of both parties.  We expect that the agreement shall add momentum to the already growing cooperation between China and ASEAN that we have seen earlier.

5.2 Defining growth drivers
In part 4, we examined increase in trade between China and ASEAN.  Increase in trade between nations contributes to the growth of each nation. To further discuss how increased trade, more specifically CA-FTA, will effect growth, it is important to discuss what are the main growth drivers for China and ASEAN.

According to the WSJ, “China is growing its GDP at 9% (down from 11%); Fifty million people per year are being added to the middle class, which has grown from 5% of the country to 25% of the country; China is now the world’s No. 1 energy consumer; steel production is up 15% year over year. This is a leading indicator of the type of growth we’ll be seeing from China over the next year; four out of ten Chinese college students will earn science or engineering degrees.”  Mainly, China’s growth can be attributed to 4 reasons.  First, China has high labor productivity.  China’s massive pool of labor enables companies from all over the world to invest and produce at optimal cost in China.  This leads to increased production, consumption, and growth.  Second, China’s technology is also developing at a great pace.  Students studying abroad, extensive investments in R&D, and benchmarking of foreign firms are helping China improve technology increasingly fast.  Third, China’s government is a unique form.  Unlike other countries around the world the communist party, has shown extremely effective means in guiding the country.  The government ability to execute plans at will without inference is a huge advantage.  Fourth, the scale of China offsets it from other developing countries.  Being able to maximize the advantages of economies of scale is an important growth driver.

On the other hand growth in ASEAN is achieved in a different way.  First, similar to China, ASEAN’s growth also depends a lot on cheap labor.  Cheap labor has been transforming ASEAN in to a more industrialized area.  Second, ASEAN’s growth also results from increased tourism.  With the increase of global transportation and especially of the Chinese, tourism in ASEAN is a key factor in driving the ASEAN economy.  Third, ASEAN has a huge supply of raw resources.  Prices have been rising continuously and ASEAN has been able to maintain huge growth in exporting resources, especially to China.  Finally, foreign investment from foreigners is also resulting on high growth in ASEAN countries.   U.S. and European companies are finding the merits of ASEAN countries and are increasing investment in ASEAN.

5.3 Analyzing the short term and long term effects of CA-FTA
This section investigates the effect of CA-FTA in short term, 2~5 yrs, and long term 8~20yrs perspective.  

In the short term, it is likely that both China and ASEAN will benefit from the agreement.  In the previous section we spotted labor productivity, technology, and scale as key economy drivers. For the Chinese, local firms will gain access to ASEAN markets.  The Chinese using their advantage of cheaper labor and superior technology are likely to find opportunity in the new market.  As for ASEAN countries, the pact seems to be advantage too.  A Myanmar official stated “Chinese statistics for the first four months of this year show bilateral trade with ASEAN countries grew 76.8pc compared to the same period last year to US$1.32 billion. Myanmar’s exports to China soared by 72.4pc while imports from China increased 79pc [no figures were given], showing the effect of the FTA has been equal for the two countries. The FTA has also increased two-way investment in the region and Myanmar is an important destination for Chinese investment.”  ASEAN countries are gaining access to China.  Also, the country’s main economy drivers which are tourism, exports of resources, and FDI are almost certainly going to increase. 

However, a long term analysis of CA-FTA benefits China more than ASEAN.  In the long run China might be able to gain a steady high growth but ASEAN could lack behind.  In the previous section China’s growth factors were labor productivity, technology, effective government, and economies of scale.  With the CA-FTA china gains access to a bigger market and their growth factors are likely to remain.  Labor productivity will probably increase from developing of machines, technology improves with intensive investments, government will remain stable, and China will grow even bigger.  Hence, China’s exports to ASEAN are likely to have advantage in industrial products and more complicated services and products in the long term.  On the other hand, ASEAN’s growth was mainly due to, low labor costs, tourism, export of resources, and increased FDI.  However, although these are likely to increase right after the CA-FTA, it will not retain steady growth.  Labor will be dominated by the Chinese; tourism is likely to increase but cannot be enough for an economy driver; export of resources will remain but will not increase, remaining in the resource exports and not upgrading export products to more advanced levels could be a long term problem; foreign investments will continue but be small compared to China.  In other words, in the long run, China will benefit from the CA-FTA by moving on to exporting more advanced products whereas ASEAN will remain on more primitive goods. 
6.0 Conclusion
As we’ve studied, in the short term, it is likely that both China and ASEAN will benefit from the agreement as they will find more opportunities in the markets where they have comparative advantages to the counterpart. The Chinese using their advantage of cheaper labor and superior technology are likely to find opportunity in the new market. China’s growth factors were labor productivity, technology, effective government, and economies of scale.  With the CA-FTA china gains access to a bigger market and their growth factors are likely to remain.  Labor productivity will probably increase from developing of machines, technology improves with intensive investments, government will remain stable, and China will grow even bigger. In other words, in the long run, China will benefit from the CA-FTA by moving on to exporting more advanced products whereas ASEAN will remain on more primitive goods such as agricultural products. ASEAN’s growth was mainly due to, low labor costs, tourism, export of resources, and increased FDI.  However, although these are likely to increase right after the CA-FTA, it will not retain steady growth. For instance, FDI increase in ASEAN region will not last in longer period as China, the country which has the most qualitative, steady growth momentum, will absorb those FDIs flowing into ASEAN countries. 
Other than those potential problems for ASEAN countries arise from the comparable disadvantages to China, there is another source that may cause negative effect to ASEAN region. Despite these common aspirations, ASEAN members vary considerably – from the tiny oil-rich sultanate of Brunei (population: 300,000) to the world’s fourth most populous nation (and the largest Muslim country), Indonesia; from the miniscule economy of Laos to the potential giant, Indonesia; from the impoverished ASEAN-4 to the wealthy Singapore and Brunei. As common interests and concerns differ among ASEAN countries internally, there is a possibility of conflict.
China’s FTA with ASEAN countries is driven primarily by strategic considerations and that although the main instruments that it uses – FTAs --are economic, China’s foremost goal is to ensure survival and expand power in a changing (i.e., more challenging) security environment. In short, China’s FTA with ASEAN exemplifies the economic statecraft of China’s vaunted foreign policy of “peaceful ascendancy” or “peaceful rise”. In other words, China must secure a peaceful international environment that is crucial to sustaining China’s economic development and augmenting China’s power. However, if this FTA fails to generate balanced benefits for both players or to establish a sense of alliance and integration among China and ASEAN participants, China’s attempt to achieve its foremost goal, to ensure survival and expand power in a changing (i.e., more challenging) security environment, by achieving regional economic integration will face serious impasse.
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