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Preface

This book is a companion to our previous volume Chinese Capitalism in 
Southeast Asia: Cultures and Practices. While the first volume provided 
integrated perspectives on the situated and diverse cultures and practices 
of Chinese capitalism in Southeast Asia, this second volume focuses on 
the challenges and prospects of Chinese capitalism within the context of 
China’s rise and economic regionalism.

How does Chinese capitalism from China impact the Association of 
Southeast Asian Nations (ASEAN) integration and its attempts at com-
munity building? In what ways does Chinese capitalism from China 
interact with the diverse forms of Chinese capitalism in Southeast Asia? 
The penetration of new Chinese economic statecraft and the accompany-
ing transnational Chinese business corporations and entrepreneurs have 
posed serious challenges to both Southeast Asian governments and local 
Chinese communities. On one hand, China’s rise and its growing eco-
nomic engagement with ASEAN has presented new investment and busi-
ness opportunities for local Chinese communities in Southeast Asia. On 
the other hand, China’s rise has also stimulated anxieties, ambivalences, 
and new politico-economic realignments.

Those challenges have triggered multiple and transformative changes 
to the modes of economic organization in Southeast Asia, a region 
already influenced by regionalization and globalization, as well as the 
cultural foundations of the overseas Chinese. Creative strategies through 
desinicization, resinicization, and rebalancing of economic relationships 
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have been used by local Chinese communities and ASEAN countries to 
cope with the challenges of Chinese capitalism.

This volume, like the previous one, is the fruit of collective efforts 
made by a team of dedicated researchers who have worked with, argued 
with, and assisted each other for many years. I am grateful to all the 
researchers and contributing authors for their untiring research efforts, 
endurance, and cooperation. The researchers, authors, and I, as editor, 
have benefited a great deal from challenging and perceptive commentar-
ies from Chulacheeb Chinwanno, Celia Lee, Chen Chung-An, Guanie 
Lim, Hui Yew-Foong, Kei Koga, Koh Keng We, Kong Tuan Yuen, 
Michael Montesano, Siriporn Wajjwalku, Wang Tingyan, Yow Cheun 
Hoe, and Zhou Taomo. A short visiting fellowship at the Institute of 
Southeast Asian Studies (ISEAS)-Yusof Ishak Institute in Singapore pro-
vided a stimulating intellectual environment as well as facilities for fur-
ther research, writing, and editing. I would like to thank Director Tan 
Chin Tiong, Terrence Chong, Michael Montesano, and Benjamin Loh 
for providing me with this opportunity.

Research and workshops were made possible by financial and organ-
izational support from the Thailand Research Fund. Special thanks 
to Prof. Dr. Isra Sarntisart, Program Director of Division 1, Thailand 
Research Fund, for his continuous support of our research; and to Prof. 
Dr. Suthipun Jitpimolmard, the director of the Thailand Research Fund. 
Special thanks are due to the staffs of Thailand Research Fund, par-
ticularly Ms. Rungnapa Lakkanapornwisit for her continuous and kind 
assistances. Palaiwan Srisaringkarn deserves special recognition and grat-
itude for her untiring organizational assistance to our team. Finally, we 
would like to thank Ms. Lara Johnson and the editorial team at Palgrave 
Macmillan for their invaluable contributions in editing this volume.

Chiang Mai, Thailand  
February 2018

Yos Santasombat
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CHAPTER 1

Introduction

Yos Santasombat

Chinese Capitalism and ASEAN Economic Community

The Association of Southeast Asian Nations (ASEAN) was founded in 
1967 to coordinate security policy during the Cold War as part of the 
anticommunist containment strategy led by the USA and North Atlantic 
Treaty Organization (NATO). Historically and geo-politically, China has 
always viewed ASEAN as an integral part of its security environment.

Over the past two decades, a changing global context has given rise to 
remarkable opportunities to forge closer relations between the People’s 
Republic of China (PRC) and ASEAN countries. The constructive role 
played by the government of the PRC in dealing with the Asian financial 
crisis coupled with the changing US priorities in Asia during the 1990s 
have led to a marked improvement in relations between ASEAN and 
the northern neighbor. The considerable distrust that once defined their 
relations during the Cold War has evolved into a more positive and inti-
mate economic and political rapport.

However, China’s territorial claims in the South China Sea reveal its 
increasing naval capabilities and willingness to deploy them for politico-
economic interests. Hence the contemporary relationship between 
China and ASEAN is marked by a combination of cooperation and 

© The Author(s) 2019 
Y. Santasombat (ed.), The Sociology of Chinese Capitalism in Southeast 
Asia, https://doi.org/10.1007/978-981-13-0065-3_1

Y. Santasombat (*) 
Chiang Mai University, Chiang Mai, Thailand
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tension. China’s rise exerts a powerful gravity on ASEAN economies 
and an impetus for a resinicization of the overseas Chinese economic 
elite and their descendants in Southeast Asia. China has the potential to 
strengthen the ASEAN economies but also to create structural and polit-
ical imbalances in the region. Since full enactment of the ASEAN–China 
Free Trade Area (ACFTA) in 2010, ASEAN’s trade with China has gone 
from a surplus to a deficit that reached US$45 billion in 2013. China has 
become relatively more important to ASEAN as a trading partner than 
ASEAN is to China. More importantly, poorer ASEAN members depend 
heavily on China, particularly as a source of imports. Vietnam’s share of 
Chinese export and import flows with ASEAN has increased substan-
tially although Singapore’s share has dropped. ASEAN–China economic 
relations are strategically important for regional development and sta-
bility. The asymmetry of size and power, in conjunction with territorial 
disputes, however, can be sources of anxiety and mistrust which hamper 
political relations.

ASEAN Regional Integration and Chinese Capitalism

The establishment of the ASEAN Economic Community (AEC) can be 
seen as an attempt to strengthen regional organization and its bargain-
ing power. It has four objectives, namely the transformation of ASEAN 
into a single market and production base, creating a highly competitive 
economic region of equitable economic development and a region that 
would be fully integrated into the global economy by the end of 2015. 
As of early 2018, many indicators show that economic integration can-
not be accomplished soon. A single market and production base requires 
that all members have a common interest and a high degree of cooper-
ation. However, the authority of domestic political economy reigns over 
regional integration and cooperation. The political elite of the ASEAN 
countries tend to facilitate the monopoly of important domestic sec-
tors to the Chinese economic elite, and their mutual interests are so 
intertwined that competition from neighboring firms are seldom toler-
ated. China’s rising influence in the region, or what Jones (2016: 24) 
calls the ‘the sinification of the ASEAN way’, has profoundly and neg-
atively impacted the capacity of ASEAN to strengthen its integration. 
ASEAN’s connectivity master plan, for example, will be funded indirectly 
or directly by China to the extent that those infrastructural develop-
ment projects serve Chinese interests, which are not necessarily those of 



1  INTRODUCTION   3

ASEAN. China’s continuing attempts to dominate the South China Sea 
raise more critical issues that hinder regional integration. A shift in US 
foreign policy under a new leader drives another nail into the ASEAN 
regional integration coffin.

On his first day in office President Trump signed an executive order 
formally withdrawing the USA from the Trans-Pacific Partnership (TPP) 
trade deal. The abandonment of TPP marks the end of the US pivot 
toward Asia. TPP would have checked Beijing’s penetrating politico-economic 
influence in Asia and regained the USA as an important leverage. The 
decision to discard TPP shows that the American leader has little con-
cern for the geopolitics that offer choices to ASEAN nations. Donald 
Trump’s transactional view of the world leads him to prefer ‘deals’ over 
global leadership. In terms of security relations, Trump’s questioning 
of the established security relationship with NATO, Japan, and Korea, 
and how its economic burdens are shared marks the beginning of a 
decline of security commitments between the USA and old alliances.  
If long-established security relationships are subject to the strict calculus 
of economic self-interest, ties between old alliances may be weakened. 
The geopolitical map might collapse into the economic one, and China 
could become an even stronger player on the global political stage.

As the USA moves toward isolationist leaning under the “America 
First” banner, ASEAN countries are witnessing another round of power 
shifts in the global geopolitical landscape which could potentially lead to 
heightened tension between the superpowers on various issues ranging 
from currency manipulation to unfair trade and protectionism, Taiwan, 
North Korea, as well as territorial boundary disputes in the South China 
Sea. With the end of US President Obama’s rebalance policy and TPP 
Free Trade Area, ASEAN countries will pragmatically have little choice 
but to accommodate China’s bilateral relations. Individually, each coun-
try will negotiate to achieve the best possible deal with China. Growing 
bilateralism between China and ASEAN countries implies fragmentation 
rather than integration of the AEC. In turn, a low level of regional inte-
gration implies that convergence between ASEAN countries is limited 
and difficult to achieve. Additionally, regional and within-country ine-
quality is high and in many countries steadily growing.

Within the context of ASEAN economic integration, this text asks 
the following questions: how will Chinese capitalism from China inter-
act with ASEAN integration and its attempts at community building, and 
how will Chinese capitalism from China interact with diverse forms of 



4   Y. SANTASOMBAT

Chinese capitalism in Southeast Asia? In other words, what are the chal-
lenges and prospects of Chinese capitalism in Southeast Asia?

On one hand, China’s rise and its growing economic engagement with 
ASEAN has presented new investment and business opportunities for local 
Chinese communities in Southeast Asia. On the other hand, China’s rise 
has also stimulated anxieties, ambivalences, and new politico-economic 
realignments. What are some of the creative strategies–desinicization, 
resinicization, rebalancing–utilized by local Chinese communities and 
ASEAN countries to cope with the challenges of Chinese capitalism?

This book begins with a discussion of the relations between Chinese 
capitalism and the AEC from a perspective of desecuritization. In 
Chapter 2, Hsing-Chou Sung focuses on the meaning of security issues 
in Southeast Asia and the political realist friend/foe dichotomy that 
securitization brings. The author applies the desecuritization concept 
to the relationship between China and ASEAN countries and demon-
strates how security is constructed in economic terms. Desecuritization 
concepts problematize security as discursively established, dismissing the 
idea of objective threats. The chapter defines desecuritization as a criti-
cal strategy that tries to relocate the question of power and domination 
to a context of economic integration and development in which politi-
cal relations are not perceived on the basis of existential insecurity. With 
that perspective in mind, Sung asks what types of strategies are used by 
Beijing to remove obstacles if a mutual trust relationship exists between 
China and ASEAN member countries. Although China remains a vital 
security concern for ASEAN, despite the issue of territorial disputes and 
naval bases in the South China Sea, China still actively participates in 
every movement of regional integration.

Sung shows that Beijing appears aware of the complex intertwining 
between political and economic situations and tries to reshape the struc-
ture of distrust in the ASEAN perception of China as a regional threat. 
The way to achieve its overall policy goal is desecuritization based on 
regionalism and soft power. Since the 1997 Asian financial crisis, China 
has been able to dismiss the anxiety of an objective threat by the premise 
of economic cooperation (trade, investment, foreign aid), regionalization 
and global connectivity (One Belt One Road [OBOR]). China has taken 
advantage of the new regionalism and has become a skilled practitioner of 
“commercial diplomacy” (Frost 2007: 95). If China continues to lead the 
way in regional integration (state-led), Chinese capitalism will integrate 
into AEC and become China’s essential strategy of desecuritization.
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There is no doubt that China is now a superpower in global 
affairs. But how effectively does China make use of its growing power 
(resources, including the military) and influence (exercise of power) 
to achieve desirable goals? Drezner (2009) cogently argues that China 
was unable to exert much meaningful leverage over US financial policy 
despite its position as the leading holder of US debt. Similarly, China was 
unable (or unwilling) to change North Korea’s nuclear policies despite 
increasing economic dependency. Additionally, China was unable to per-
suade Vietnam to deflect the territorial claims in the South China Sea. 
Conversely, increasing dependency on China has turned the Myanmar’s 
Tatmadaw into a more balanced and diversified strategic relations with 
Japan, the USA, and Europe.

In economic terms, however, China has used its central position in 
regional production network and its huge market potential to influence 
ASEAN countries’ choices. Its ultimate goal, however, is to consoli-
date its position as the region’s economic driver by initiating East Asian 
regionalism (Ravenhill 2006), AEC (Jetin and Mikic 2016), and OBOR 
global economic order linking Asia to the Middle East, Africa, and 
Europe. It is using its economic influence to induce, coerce, and force 
ASEAN countries into actual regional economic integration. China has 
proliferated its economic power and influence over the AEC (Goh 2014: 
834) in two fundamental ways: (1) by stimulating economic growth in 
the least developed countries in the region (see Chapter 9), and (2) by 
multiplying the more developed parts toward a trading bloc.

Chapter 3 by Liu and Zhou examine the historical and politico-eco-
nomic contexts of Chinese capitalism in Southeast Asia and its relations 
with the Chinese diaspora. The authors contend that China’s rapid 
growth in terms of economy and outward foreign direct investment 
(OFDI) has lent itself to a new wave of Chinese capitalism that increas-
ingly blurs the boundaries between state, private, and public interests. 
This new Chinese economic statescraft or the state’s intention to pro-
vide impetus for Chinese entrepreneurs to generate business ventures 
that are conducive to the state’s and public interests has been the essence 
of China’s outgoing policy aimed at promoting outward investment and 
elevating China’s status as a global superpower.

How has the Chinese economic statescraft (Norris 2016) interacted 
with the AEC? Using Indonesia, Malaysia and Singapore (the more devel-
oped parts of AEC) as case studies of both private and state-sanctioned  
Chinese investments, Liu and Zhou delineate the geographical  
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and sectorial distributions of Chinese OFDI and discuss how those 
Chinese enterprises penetrate ASEAN countries and with whom they 
have collaborated in their business endeavors.

From those cases, the authors found that the new Chinese capitalism 
is transnational and foreign. Although the overseas Chinese entrepre-
neurs were migrants who had settled down and integrated into their new 
“homes” and identified themselves as Chinese-cum-Southeast Asian, the 
new Chinese diaspora are highly mobile but retain a strong identification 
with the homeland. The rise of China and its economic power in terms 
of trade and investments provides an impetus for a resinicization process 
of the Chinese communities and a reproduction of Chinese cultures and 
identities among the ethnic Chinese in ASEAN countries.

The Chinese economic statescraft and the transnational Chinese 
entrepreneurs have not disrupted the preexisting structure of Chinese 
enterprises, but have been able to establish networks of cooperation in 
terms of joint ventures for the benefit of both sides. In their examina-
tion of the business practices of the top echelons of Chinese businesses, 
Liu and Zhou are optimistic that the new Chinese capitalism is reflective 
of both a different consciousness among China’s big businesses and the 
state in their mutual goal of enhancing China’s international image as a 
peaceful and responsible world power.

Domestic Politics and Economic Regionalism

The roles of the military, bureaucracies, and political elite will be impor-
tant in shaping the business practices and policies of developing countries 
toward the world economy. Contrary to Yeung’s assertion that the future of 
Chinese capitalism in the era of globalization will no longer be “sustained 
by politico-economic alliances with powerful political elites” (Yeung 2004: 
254), we believe that the preexisting alliances between ethnic Chinese 
capitalists and ruling power elite have not been disrupted by China’s rise. 
Additionally, the alliances have also been extended to include closer ties 
between new Chinese entrepreneurs and the power elite, with the ethnic 
Chinese serving as bridges. However, the political elite in ASEAN may have 
a greater ability than previously acknowledged to shape policy directions 
toward trade and investment. The question is how China’s rising influence 
over regional integration affects the transformation of the ASEAN political 
elite and domestic politics. Lessons learned from Thailand, the Philippines, 
and Cambodia provide a partial answer to that question.
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The Chinese have been the prominent economic minority in Thailand 
for hundreds of years. Traditional Thai political elite ethnicize key eco-
nomic roles to the Chinese entrepreneurs while simultaneously denying 
them access to political power. In this context, the Chinese economic 
elite become what Hamilton (1978) calls ‘pariah capitalists’. Contrary to 
popular contention, the Chinese have not been fully assimilated (Skinner 
1957, 1958) to their host country. The Chinese in Thailand and else-
where in Southeast Asia have developed double ‘social embeddedness’ 
(Liu and Na 2017: 58–59) reaffirming their Chinese identity while at the 
same time maintaining their Thai identity.

Chapter 4 by Wasana Wongsurawat portrays the life of Banharn Silpa-
acha, a successful businessman, a former Thai Prime Minister, and a 
prominent leader of Chinese descent in Thai history. Banharn’s life as 
both an economic and political elite testifies well to the process of resin-
icization of Chinese identities and cultures in Thailand. Banharn was 
born in 1932, when the patrimonial system was successfully challenged. 
The role of Chinese entrepreneurs as dependent subjects and agencies of 
the royal household who managed the tributary trade and tax collection 
had come to an end. Banharn was born in a family of Chinese migrants 
who made a comfortable living in the fabric business in Suphanburi 
province, northwest of Bangkok. His parents sent him to Bangkok to 
further his education at the secondary level, but World War II disrupted 
his education and he started to work for his elder brother before trying 
his luck in various businesses of his own.

In the 1950s, the Chinese constituted about half of the total popu-
lation of the greater Bangkok area. The Chinese community focused 
inward upon itself, being controlled through ethnic associations, secret 
societies, and the Chinese Chamber of Commerce (Skinner 1957:  
203–207). The question of loyalty of the huaqiao1 and the fear of 
Communist China resulted in strained relations between the Chinese and 
the Thai communities throughout the successive military regimes from 
the 1950s to the late 1970s. Those military governments were short of 
economic capital and turned toward the Chinese-Thai entrepreneurs 
who could provide it. Leading Chinese-Thai businessmen (i.e. Chin 
Sophonpanich) could mobilize resources within the Chinese community 
through their connections, and those economic elite began to develop a 
new set of alliances with the military and the revitalizing monarchy.

Banharn’s rise in business was made through the accumulation 
of social capital or personal connections with high ranking members  
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of the military governments. Banharn started a construction company 
in the 1950s and used his connections with the military to win a lucra-
tive ten-year monopoly to install tap-water pipes throughout Thailand. 
In the 1960s, Banharn used his newfound wealth to initiate development 
works—hospitals, schools, temples restoration, and construction—in 
his hometown. The internationalization and industrialization processes 
in the 1960s restructured the Thai economy toward the emergence of 
export-oriented sectors. Chinese-Thai manufacturing companies grew 
from joint ventures with partners in Japan, Europe, and the USA. Banharn 
also began a joint venture with a Japanese company. In 1976, Banharn 
was a candidate in his first election as a member of the conservative Chat 
Thai Party led by retired military elite. He gradually rose to become sec-
retary and leader of the party. He served as a cabinet member in many 
governments and in 1995 became the twenty-first century prime minis-
ter of Thailand (Nishizaki 2011). Over the many decades of his political 
career, Banharn attempted to expand his base of support in Suphanburi by 
securing unprecedented amounts of state funds to build various local infra-
structures and spent a great deal of his personal wealth building an impres-
sive array of monuments, including the ‘Dragon Descendants Museum’, as 
part of an attempt to reaffirm his ethnic Chinese identity.

The story of Banharn is not one of economic or political success of 
an assimilated second generation Chinese descendant, but rather it is a 
story of ethnic reconstructions and of a dual social embeddedness with 
both Thai and Chinese cultural traditions. His life attests to the extraor-
dinary ability of the Chinese entrepreneurs to adapt to a new home and 
embed themselves in a set of political alliances and economic networks. 
On the one hand, Banharn’s expression of total submission to the mon-
archy and the royal family made him a trusted ally of the military and 
bureaucratic elite who were also exploiting their loyalty to maintain status 
quo. All successful Chinese tycoons of his generation (i.e. Sophonpanich, 
Sahapathanapibul, Charoenphokphand, Sirivadhanabhakdi) who domi-
nated all sectors of the Thai economy expressed their loyalty to the mon-
archy and maintained strong alliances and partnerships with the military 
and bureaucratic elite. On the other hand, the story of Banharn testifies to 
the changing image of Chinese-Thais as a once stigmatized minority group 
and the overt reaffirmation of their Chinese cultural roots. With the rise of 
China and the growing economic power of transnational Chinese entrepre-
neurs, younger generations of Chinese-Thai economic elite are reclaiming 
their ethnicity and reconstructing it to fit regional and global definitions.
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In Chapter 5, Ellen Palanca and Austin Ong demonstrate how the 
political elite and domestic politics may have greater ability to pro-
foundly shape policy directions toward bilateral relations than previously 
acknowledged in the Philippines. The chapter is an attempt to demystify 
the dynamics of China–Philippines bilateral relations by disentangling the 
domestic factors from the external ones and by illustrating how bilateral 
relations have been shaped, influenced, and managed by domestic poli-
tics but tempered by the external forces of a global market. By examining 
the different trajectories of China–Philippines relations under the admin-
istration of different governments since Cory Aquino, Ramos, Estrada, 
with special emphasis on Arroyo, Aquino III, and Duterte, there has 
clearly been a lack of a coherent China policy and volatility of the bilat-
eral relations.

After the Asian financial crisis and the deepening of China’s eco-
nomic involvement in Southeast Asia, during Arroyo’s administration 
(2001–2010), China’s charm offensive resulted in an unprecedented 
level of Chinese investments, economic partnerships, and joint ven-
tures that developed rapidly in the field of infrastructures, power, min-
ing, and agriculture. The Philippines was among three Southeast Asian 
countries with large China aid and investment projects reaching US$5.4 
billion between 2002 and 2007 (Vietnam, US$3.4 billion; Burma, 
US$3.1 billion). In 2004, China’s official development assistance rep-
resented 60% of the Philippines’ total ODA. Despite China’s economic 
power and strategic diplomacy, however, it had not been successful in 
obtaining the cooperation of the Philippines because China underesti-
mated the strength of domestic politics and the effect of China’s strong 
stance on territorial issues, which the Philippine side perceives as the 
flexing of the emerging state’s newfound power. On the other hand, the 
Philippines’ domestic politics prevented the country from fully capitaliz-
ing on China’s economic charm offensive. Ultimately, that led to a roller 
coaster ride in the Philippines–China relationship—the manifestation is 
seen in how relations went from “Golden Age of Partnership” (Arroyo,  
2000–2010), to antagonistic relations (Aquino, 2010–2016), and to 
friendly relations (Duterte, 2016–2022).

The authors conclude that the domestic factors manifested in person-
ality-based politics and rampant corruption coupled with the negative 
public perception of China have largely driven the roller-coaster China 
policy that changes cycles with every new president. Although the ter-
ritorial disputes paralyzed the economic relations in terms of the flow of 
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major Chinese investments, other aspects such as trade were driven by 
global trends and market forces. The bilateral trade data are indeed bet-
ter explained by global economic phenomena such as the impact of the 
global supply network, the global financial crisis, and the rebalancing of 
China’s economy.

While the Philippines–China relations have changed with every 
new president, Cambodia’s longest reigning authoritarian ruler has 
consistently moved on a pro-China trajectory over the past two dec-
ades. Cambodia is now without a doubt one of China’s closest allies in 
Southeast Asia. The reasons behind Cambodia’s embrace of China are 
complex and interwoven with political, security, and economic factors. 
China’s bilateral ties with Cambodia comprise political and military alli-
ances, business collaboration, and generous financial aid. In political 
and security terms, Cambodia’s inexorable anxiety that Vietnam and 
Thailand’s growing economic superiority will threaten its sovereignty has 
been a key reason for its embrace of China (Chong 2017). In economic 
terms, China is the top investor and a major aid provider in Cambodia. 
Chinese investment in Cambodia, in turn, has received political protec-
tion and privilege from the ruling elite (Chheang 2017).

Chapter 6 by Siphat Touch examines the relations between Chinese 
investments and the rise of the Cambodian-Chinese who serve as links 
between Cambodia and China. The Cambodian elite see the formation 
of the AEC as an opportunity for rapid economic development through 
foreign direct investment (FDI). The Chinese-Cambodian community 
has been prominent in the business sector for generations and continues 
to play a key role in current economic development. The rise of Chinese-
Cambodians is contributing factor to Cambodia’s embrace of China and 
increasing Chinese influence in the country. As a global economic power, 
China has been positioning itself as Cambodia’s most important eco-
nomic partner while Cambodia’s elite need China as the key supporter 
for both economic and political reasons.

Over the past decades, the resiliency of ethnic Chinese in various 
Cambodian political regimes has allowed them to dominate the national 
economy. The ethnic Chinese integrated themselves into Khmer cul-
tures through intermarriage and, except for the Khmer Rouge period, 
have been fully accepted as an integral part of society. Increasing eco-
nomic regionalism creates further opportunities for the rise of Chinese-
Cambodian power in the national economy as they become key players 
for the regional investment competition. Chinese-Cambodian business 
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tycoons have served as intermediaries between the Khmer elite and trans-
national Chinese investors. Through them, direct investment from China 
has steadily increased particularly in real estate, energy, agriculture, tex-
tile, mining, railways, and highway construction. Political trust and stra-
tegic and economic interests are the basis of China–Cambodia relations. 
China is perceived as the most important strategic and economic part-
ner to Cambodia in providing performance legitimacy and countervail-
ing force against immediate neighbors perceived as threats to Cambodian 
sovereignty.

State-Owned Enterprises and Large-Scale Chinese 
Entrepreneurs

ASEAN leaders have by no means shed their anxiety about China’s rise 
and its implications for Southeast Asia. ASEAN governments believe that 
they are competing with China for investment and that China is win-
ning. The drive to achieve a more integrated regional market is a prac-
tical effort to rise on China’s economic wave instead of drowning. The 
political elite are convinced that they have no choice but to be a part of 
a more integrated market with China to expand their own exports and 
make their economies more attractive to foreign investors.

China has taken advantage of the new regionalism to enhance its posi-
tion through skillful use of commercial diplomacy within the context of 
an integrated market. Networks of economic cooperation in terms of 
mega-projects, concessions, and joint ventures between China’s state-
owned enterprises (SOEs) and ASEAN economic elite are fostering con-
tinued economic growth to the benefit of China and the AEC’s business 
tycoons and large-scale entrepreneurs.

As ASEAN and China become increasingly integrated through trading 
and investment links, what are the drivers of Chinese multinational cor-
porations’ (MNCs) internationalization and the interactions with host-
governments, local ethnic Chinese partners, and suppliers? Chapter 7  
in this volume attempts to shed light on those questions by studying 
China’s Chery Automobile Co. in Malaysia. That research shows that the 
local ethnic Chinese community has benefited from business engagement 
by playing an intermediary role between MNCs and politically dominated 
government-linked companies (GLCs) in Southeast Asia. Nevertheless, 
local ethnic Chinese firms have not developed a strong production capa-
bility by extensively collaborating with China’s manufacturers to forge  
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a regional production network. Therefore, despite Chinese firms having 
increasingly invested in Southeast Asia, the domestic business environ-
ment facing the local ethnic Chinese business community has not fun-
damentally improved. On the contrary, Chery’s experience in navigating 
a set of complex state-society relations in Malaysia leads to the conclu-
sion that Chinese MNCs tend to be more attracted by hostile developing 
countries where productive alliances can be established in institutional set-
tings that are not necessarily transparent and well governed.

Similarly, Chapter 8 by Romyen Kosaikanont shows that political con-
nections are fundamentally important for joint ventures between Chinese 
SOEs and the economic elite of ASEAN. The chapter examines China’s 
Going Out Policy in practice and how a joint venture between a Chinese 
SOE and a Thai large-scale business enterprise has developed by using 
the Thai-Chinese Rayong Industrial Zone. This site was chosen as a case 
study because it is one of the 56 Chinese government-supported cooper-
ation zones situated worldwide while Zhongce Rubber (Thailand) Co., 
Ltd. was chosen because it is the largest SOE in the rubber sector out-
side of China.

Romyen uncovers that the Going Out Policy has in practice been 
a part of Beijing’s grand strategies of OBOR or the Belt and Road 
Initiative (BRI) and has received various support from the government, 
namely (1) BRI and related policy implementation, (2) institutional 
infrastructural establishment and setting up the mechanism to facilitate 
the trajectory of going out, (3) the subsidies by state and local govern-
ment, and (4) network of support from various ministries and depart-
ments. The motivation from the Thai side is to find ways and means of 
uplifting the economy from the middle-income trap through the imple-
mentation of the newly invented development model of Thailand 4.0, 
which can be interpreted as a welcoming message for the coming in of 
Chinese investments for the much-needed FDI. The political support 
of the Thai government and Thailand’s Board of Investment can be a 
mechanism for the Chinese establishment of their business in Thailand.

Zhongce Rubber (Thailand) Co., Ltd. positively generated more than 
2000 jobs for the Thai and Chinese. However, the working conditions 
and practices of running businesses are still unclear. Chinese manage-
ment style clearly divides Thai and Chinese employees in space manage-
ment and unequal treatment and creates friction and conflict rather than 
building people up under the BRI. The study also found that the joint 
venture received support from both the Thai and Chinese governments. 

http://dx.doi.org/10.1007/978-981-13-0065-3_8


1  INTRODUCTION   13

Thailand has received political support in participating in a govern-
ment-initiated business matching and subsequent tax privileges pro-
vided by the Board of Investment. Regarding China, both national and 
local governments of Hangzhou provided subsidies as part of the Going 
Out Policy. Chinese investors have strategically used political and busi-
ness connections with the Rayong Chamber of Commerce, the Chinese 
Embassy, Thai politicians, as well as a cluster of Chinese suppliers to 
minimize business investment risks. Additionally, Chinese investors are 
directly linked and benefit from the grand strategy of the Chinese gov-
ernment going global and the BRI. Romyen shows that the joint venture 
is highly profitable to investors on both sides but that the local commu-
nity has gained limited benefits from this industrial zone.

Large-scale investment from China remains in close contact with 
and to a large degree is directed by the state. Interacting in the foreign 
market opens up space for Chinese investors to be more innovative in 
creating business opportunities by establishing new connections among 
Chinese diaspora abroad, linking with the crony capitalists and politi-
cal elite in the host country, maximizing the privileges provided by the 
host country. State-led Chinese capitalism perceives the entire world as 
its playing field. The support of going global along with the BRI strat-
egy through the establishment of Industrial Zones in Southeast Asia and 
other regions is an indicator that China is strategically moving closer to 
becoming a world economic superpower.

As seen in the chapters on Singapore, Malaysia, and Thailand, ethnic 
Chinese MNCs have captured the opportunity to serve as “connectors 
and bridges” between the host countries and China (Suryadinata 2006: 4)  
and have benefited from the joint ventures and business investments. The 
impact of new Chinese capitalism on the small and medium enterprises 
(SMEs) in the AEC member countries, however, has not been equally 
positive.

SME Transnational Chinese in Southeast Asia

Trade, investment, and foreign aid between China and ASEAN coun-
tries, particularly the least developed countries, have been expanding 
rapidly since the turn of the millennium. Megaprojects resulting from 
economic cooperation have stimulated increasing numbers of ‘over-
land’ Chinese migrants2 (Siriphon 2015) flowing into the region, par-
ticularly to Cambodia, Laos, Myanmar, and Vietnam (CLMV) countries. 
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The flow of those new Chinese migrants are closely related to the Going 
Out Policy and the many ways the Beijing and provincial governments 
have subsidized and supported the movement of the new transnational 
Chinese diaspora (Santasombat 2015: 2–3; Liu 2016: 313). Chapter 9 
by Nguyen Van Chinh explores the complexity of the new Chinese dias-
pora to CLMV countries within the context of China’s rising political 
and economic power in the region. In line with Sung’s desecuritization 
concept, Nguyen contends that China has forged closer ties to her for-
mer Southern ‘adversaries’ through increasing economic cooperation. 
From the late 1990s to 2010, China’s bilateral trade and investment 
in the CLMV countries have increased dramatically. China has gradu-
ally become the largest economic partner in terms of trade, investment, 
and foreign aid, and with those economic transitions, Southeast Asia has 
also witnessed increasing numbers of Chinese diaspora in the region. 
Supported and encouraged by the central and provincial governments, 
those new transnational Chinese (mostly SMEs) are becoming one of the 
most economically powerful groups in the region. Through the power-
ful Chinese diaspora and their networks with overseas Chinese, China is 
actively participating in every movement of regional integration. Chinese 
diaspora plays an increasingly pivotal role in the future of the AEC.

How has China’s increasing penetration into the region affected the 
local Chinese communities and their economic activities? Chapter 10 by 
Khine Tun discusses the impact of economic regionalism on the Myanmar-
Chinese SME businesses and their adaptive strategies. Over the past dec-
ades, China has been the largest trading partner for Myanmar and the 
increase of bilateral trade contributed to the SMEs in both positive and 
negative ways. Those SMEs whose businesses are involved in border trade 
have benefited from expanding volumes of trade while those in production 
of related products to the imports of Chinese entrepreneurs have lost their 
share of the business. From cases studies of local Chinese entrepreneurs, 
the author finds that many Myanmar-Chinese SMEs feel they are at risk 
in open competition with the incoming transnational Chinese entrepre-
neurs because of limited access to capital investment and technology. Local 
SMEs contend that they must be more flexible and adaptive to cope with 
increasing competition with the transnational Chinese. One local entre-
preneur told Khine Tun that the inflow of Chinese sweaters into the local 
market has a great impact on his business. Chinese sweaters are cheaper, 
more modern, and desirable. The market for local production has reduced 
70% over the past few years and within a few more years, locally produced 
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sweaters will be losing the entire market. That entrepreneur is shifting to 
the tourism business to capitalize on the increasing number of Chinese 
tourists coming into Myanmar.

Chapter 11 by Wasana La-orngplew about Lao PDR also reflects 
the concerns of the local Chinese entrepreneurs over the future of 
their businesses following the arrival of new Chinese migrant traders. 
The author begins by painting a picture of business trajectories of new 
Chinese migrants in Pakse, Champasak Province in Southern Laos. The 
first trajectory is the establishment of business through interpersonal 
connections with pioneers. The second involves new migrants who are 
employed as wage laborers in Chinese shops to accumulate capital for 
future business investments. The third path, which is the least common, 
is that of the migrants who travel to and explore the potential for busi-
ness investment in Laos.

From interviews and data collection from small-scale traders at Dao-
heuang market in Pakse, the author reconfirms the observation previ-
ously made by Chiang and  Cheng (2015) and Siriphon (2015) that the 
biggest group of overland Chinese migrant traders in Laos came from 
Hunan Province. The presence of Hunan migrant traders is related 
to the success of the pioneer migrants from the same area and their 
extended business networks that attract other Chinese migrants to find 
business opportunities in Laos where there is a perception of less pres-
sure and competition. The increasing numbers of Chinese diaspora, 
however, has led some local merchants to be worried about the future of 
local business. Some local Chinese traders are concerned that their busi-
nesses could soon be replaced by new migrant businesses. New Chinese 
diaspora are also facing business difficulties or suffering losses due to 
increasing competitive business environment.

The voices of small-scale Chinese migrant traders in Myanmar and 
Laos do not speak uniformly but make conflicting and overlapping 
claims from many perspectives arising from their differing positions 
in the structures of inequality in class, gender, and age found in China 
and Southeast Asia. For example, a few small businesses complain that 
China’s policy and development projects seem to provide benefits for 
large-scale business enterprises rather than their small business. Those 
small entrepreneurs feel left out and must depend on their family net-
works to survive in the business world. In Laos, Chinese migrant families 
are normally composed of husband, wife, and young children. Women 
do the work, from taking care of the shop, selling merchandise, cooking, 
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cleaning, and tending to the children while their husbands play the stra-
tegic role of establishing business guanxi networks. Women often say 
that their lives are not better than in China and complain that in the new 
setting they lack the support of their families and friends.

Small-scale businesses are indeed centered on family and family net-
works. Family (plus relatives and friends) is the basis of capital accu-
mulation not only in terms of money but also for social (networks) 
and cultural (knowledge and skills) capital. Many Chinese families who 
intended to do business in Southeast Asia send their children to schools 
and universities abroad to accumulate cultural capital (degree/language 
skills) and social capital (networking with local friends). If conditions 
there are more advantageous, then there is a good chance the family will 
relocate to start a business. That strategy of ‘flexible capitalism’ (Nonini 
2003: 83) thus characterizes the transnational practices of new migrant 
businesses in the setup of independent small-scale trade enterprises man-
aged by family members with the father or the oldest son in charge. The 
size and scale of those enterprises usually remain at the lower end due to 
a scarcity of money to invest. If the family enterprises do well, the size 
and scale of trade will expand, if not, the family moves their business to a 
new location across regions or even national borders.

In contrast to Myanmar and Laos, most new SMEs Chinese migrant 
entrepreneurs in Thailand are from middle-class backgrounds. They are 
better educated, well-informed, technology-oriented, more individual-
istic, and highly mobile. Chapter 12 by Aranya Siriphon examines the 
increasingly important impact of Chinese migrant entrepreneurs in tour-
ism-related businesses in Chiang Mai, Thailand, their business strate-
gies, and the role of Chinese and Thai state policies on tourism. Siriphon 
contends that those group of migrants are a part of an emerging trans-
national entrepreneurial class of Chinese capitalism. As middle-class 
migrants, they share common entrepreneurship strategies in applying 
professional and western-style modern managerial practices, organiza-
tional structures, and adopting technology advancement.

Those Chinese entrepreneurs usually travel back and forth between 
China and Thailand. They employ Thai and Western employees and 
professionals to assist them in both routine jobs and specific tasks of 
sales, marketing, and management. They apply high-tech equipment 
such as online closed-circuit television surveillance systems at their 
offices, restaurants, and hotels to monitor their staff from afar. They use 
online booking systems for guesthouses and hotels and allow customers 
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to use electronic bill payment systems and money transfer of credit 
cards, or online payment platforms like wechat pay, alipay service to sup-
port the convenience of customers’ new lifestyles and at the same time 
facilitate managers and owners in dealing with accounting and electronic 
bill paying systems as well as data record gathering on daily account-
ing audits. Technological equipment and advancement not only allow 
the Chinese migrant entrepreneurs to take care of their businesses from 
afar, they also reduce the risk of encountering cash flow issues because 
they can audit their daily income through online linking. Some Chinese 
entrepreneurs are exploring a new electronic commerce market for buy-
ing and selling merchandise from Thailand to China. The author also 
found that the new transnational Chinese entrepreneurs in Thailand 
tend to diversify their business and investment, develop multiple social 
embeddedness, and redefine guanxi relations to support their positive 
business images.

Another important finding in the chapter is that the roles of the 
Chinese and Thai states and their policies are different. While the 
Chinese state has the proactive role in advancing policies and strategies 
to encourage recent Chinese emigrants to pursue their businesses, the 
role of the Thai state, in contrast, is slow to respond to the increasing 
flow of transnational Chinese entrepreneurs in Thailand. The ineffective-
ness of the Thai state leads to increasing concern for the Thai entrepre-
neurs in tourism-related businesses who are confronted with increasing 
competition with transnational Chinese entrepreneurs and their business 
ventures in Thailand.

How do the local Chinese-Thai entrepreneurs cope with the influx 
of new transnational Chinese entrepreneurs? Chapter 13 by Lee Kian 
Cheng focuses on the Thai-Yunnanese SMEs and their multiple strate-
gies to mitigate the challenges and maximize opportunities posed by the 
deepening penetration of new Chinese diaspora in Northern Thailand. 
His data are based on in-depth case studies of four medium-scale 
Yunnanese entrepreneurs who have various types of business enterprises 
and perform different adaptive strategies.

Like the small-scale entrepreneurs in Laos and Myanmar, Yunnanese 
medium-scale entrepreneurs in Chiang Mai are concerned with increas-
ing competition from new PRC entrepreneurs with greater financial 
resources. However, the Thai Yunnanese entrepreneurs demonstrate 
great versatility in their adaptive strategies against the challenges posed 
by Chinese entrepreneurs. For instance, one Yunnanese entrepreneur 
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employs the institutional and interpersonal networking tactics and 
greater local knowledge to mitigate the effect of predatory business 
tactics of transnational Chinese entrepreneurs, while another utilizes 
the Thai legal framework to gain the upper hand in collaborations with 
Chinese investors. In other words, the Yunnanese entrepreneurs are not 
passive receptors of PRC encroachment and economic regionalism but 
apply a multiplicity of negotiation strategies to cope with the increas-
ing challenges, and in the process, have benefited from competition and 
cooperation with the new Chinese diaspora.

One of the issues regarding Chinese capitalism revolves around 
the competing assumptions that ethnic Chinese business success in 
Southeast Asia relies either on ethnic affiliation and shared cultural val-
ues, or on strategic deployment of resources, power relations, and 
cooperation. Chapter 14 by Bien Chiang and Jean Chih-yin Cheng 
sheds light on how “Chineseness” works to contribute to the eco-
nomic and business strength in Singkawang, an Indonesian city in the 
Province of West Kalimantan. With ethnographic examples from the 
Sino-Indonesian business community of Singkawang, the authors illus-
trate how “Chineseness” works as both a liability and an asset to their 
business operations. They argue that “Chineseness” retained by the 
Sino-Indonesian entrepreneurs allows them to convert the accumu-
lated fiscal capital into cultural capital, which is then commodified to 
generate further business revenue. The Sino-Indonesian community of 
Singkawang arrives at their current economic and political statuses by 
surviving decades of government persecution, social expulsion, and sec-
ondary diaspora. The “Chineseness” they manage to retain, though in 
a sense closely embedded in their cultural identity, is at the same time a 
capital-cum-commodity that has significant value in the neoliberal market 
of the earlier twenty-first century.

Dynamism of Chinese Capitalism

Our research on Chinese capitalism in Southeast Asia has served as a type 
of canvas upon which various ideas, concepts, and experiences from dif-
ferent AEC member countries have been painted. Dynamism of Chinese 
capitalism in Southeast Asia is predicated upon four interrelated factors: 
Chinese economic statecraft, transnational Chinese entrepreneurs, the 
ethnic Chinese, and AEC regionalism.

http://dx.doi.org/10.1007/978-981-13-0065-3_14
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In many Southeast Asian economies, where Chinese capitalism has 
been a dominant institutional form of economic organization, the pene-
tration of new Chinese economic skill and the accompanying transnational 
Chinese business corporations and entrepreneurs have posed serious chal-
lenges to the ethnic Chinese and have triggered multiple and transforma-
tive changes to the organization and dynamics of Chinese capitalism in the 
context of increasing regionalization and globalization (Fig. 1.1).

The Going Out Policy initiated in 1999 by the PRC to promote 
investments abroad has introduced much support to assist domestic com-
panies in developing a global strategy to exploit and utilize opportuni-
ties in the expanding local and international markets. Since the launching 
of the Going Out Policy, interest in overseas investment by SOEs and 
private companies has increased exponentially. Some of the most prom-
inent Chinese business and professional institutions are expanding their 
investments in the international markets and, along with this expansion, 
the world has encountered a massive movement of PRC Chinese from 
their homeland. Far from a tightly structured political organization which 
controls every fabric of social life of its citizens, the new Chinese eco-
nomic state and its Going Out Policy have been a proactive, coordinated 
machine with all its agents acting in unison to facilitate transnational flow 
of the Chinese to go global. Since 2001, the economic policy of the PRC 
has pushed its SOEs and national champions to go global to develop 
Chinese brands that can conquer the world market (Callahan 2011).

Fig. 1.1  Dynamism of Chinese capitalism in Southeast Asia
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The rise of China as an economic power coupled with increasing 
regionalization and globalization has presented opportunities for changes 
and dynamism of Chinese capitalism over the past two decades. In 
response to China’s rise, Southeast Asia has witnessed increasing com-
plexity and variations of ‘hybrid capitalism’ (Yeung 2004), including 
the alliances between state-led capitalism, transnational entrepreneur-
ships emanating from China’s Going Out Policy and the ethnic Chinese 
(Fig. 1.2).

In between complex variations of global/transnational and local forms 
we can highlight three forms of Chinese capitalism in Southeast Asia: 
neoliberal capitalism, flexible capitalism, and Confucian capitalism. These 
forms are by no means mutually exclusive but have intermingled to pro-
duce variations of hybridized local forms under different socio-economic 
conditions.

Neoliberal capitalism is broadly generalizable to how large-scale 
Chinese businesses operate in all the AEC member countries. This form 
of capitalism integrates the financial resources of the state-led enterprises 
and market-oriented upper-class CEOs investing heavily in infrastructure 
mega-projects and export-oriented industrial development projects pro-
moted by state investment policies and often operated by SOEs-private 
sector joint ventures. Chinese neoliberal capitalism is redistributive in a 
sense that it strategically exploits political connections and joint invest-
ment with the host country’s GLCs or ethnic Chinese MNCs to obtain 
a contract, concession, AC, or project with highly favorable business 

Fig. 1.2  Chinese hybrid capitalism in Southeast Asia
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conditions. Chinese SOEs and MNCs are motivated by the Going Out 
Policy and the preferential trading arrangements such as ACFTA and 
economic regionalism to relocate operations in Southeast Asia. Local 
ethnic Chinese big businesses serve as links between China and host 
countries. Neoliberal SOEs and MNCs tend to be more attracted by 
authoritarian countries where productive alliances can be fostered in an 
institutional setting that favors connections and patronages to minimize 
investment risks.

Large-scale business investment from China remains in close con-
tact with, and to a large degree is directed by, the state. Interacting 
in the foreign market opens up business opportunities by establish-
ing new connections among the ethnic Chinese economic elite whom, 
in turn, link the transnational large-scale investors with the crony cap-
italists and political elite, thereby maximizing the privileges provided 
by the host countries. The Golden Triangle Special Economic Zone 
(SEZ) on the northern Laos border run by Chinese tycoon Zhao Wei 
(Laungaramsri 2015), Union Development’s Seven Dragon SOE in Koh 
Kong, Cambodia (Siphat 2015), and the high-speed railways in Laos 
and Thailand (Zhenhua and Haynes 2015) are just a few examples of 
large-scale neoliberal capitalist investments which can be seen all over 
Southeast Asia.

Flexible capitalism is broadly generalizable to small- and medium-
scale operations by transnational Chinese entrepreneurs in all AEC 
member countries. The term ‘flexible capitalism’ is used interchangea-
bly with synonyms such as adaptability and versatility. The middle-class 
Chinese transnational entrepreneurs in Southeast Asia are well-educated, 
well-traveled, highly individualistic, high-tech oriented, highly mobile 
and risk-taking investors. They are highly flexible in terms of diversify-
ing their businesses. They can constitute new labor forces and readily 
set diverse business processes in motion in response to market demand, 
yet quickly move their capital to new lines of business or trade when 
the market changes. A greater dispersal of investment, production, and 
recruitment of labor allows for greater flexibility in terms of capital accu-
mulation, the production process, and the organization of labor.

In recent years, those transnational entrepreneurs have turned their 
increasing attention to the ‘creative economy’ and ‘innovative industries’ 
that are the crossroads of art, culture, business, and technology. The cre-
ative economy can be highly transformative in terms of expanding jobs, 
building exports, and generating income. Postmodern product design 
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and production process come to entail higher measures of specialization 
such as ‘tailor-made’, ‘chic’, boutique, ‘nuvo’, ‘fusion’, ‘niche market’, 
and online trading, that require a high level of skills. Flexible capital-
ism undermines work as a source of identity, thereby traditional social 
relationships, groupings, and identities erode (Kjaerulff 2015). New 
transnational entrepreneurs no longer ascribe to the kind of economy 
that can provide a measure of stability but embrace a process of individ-
ualization and fragmentation which spans the workplace and the global 
space in which individuals live. Electronic payment systems, credit cards, 
or online payment platforms facilitate the transnational entrepreneurs in 
dealing with accounting and electronic bill paying systems as well as data 
record gathering on daily accounting audits and allow those Chinese 
flexible entrepreneurs greater mobility to take care of their multiple busi-
ness settings from afar.

Confucian capitalism is broadly generalizable to small-scale overland 
Chinese businesses constructed around family connections in Laos, 
Myanmar, and Vietnam. Those small-scale Chinese migrant entrepre-
neurs are arguably the epitome of Confucian capitalism (Yao 2002). 
They use guanxi relations and connections to develop trust and mutual 
assistance between themselves and others in business arrangements. 
Those small-scale entrepreneurs rely equally on family and ethnic affil-
iation and shared cultural values as well as strategic deployment of 
resources, power relations, and cooperation. What is witnessed in those 
small-scale entrepreneurs is a mixture of pragmatism and strategic use of 
Chinese cultural values in establishing and maintaining their businesses.

Those new migrant small-scale entrepreneurs originally came as con-
tracted workers and technicians working on road construction, rubber 
plantations, and industrial development projects. Many stayed and set 
up small businesses from personal and family savings. Some small-scale 
entrepreneurs worked as shop assistants while others stayed after visiting 
friends and relatives already settled in the host countries. Some are petty 
traders who load commodities in trucks and sell them in rural villages 
and local market fairs. It is common that while Chinese entrepreneurs 
may settle down in a city, they all have relatives, friends, or family mem-
bers running a similar business in another place. The main commodi-
ties sold in Chinese shops are mostly inexpensive, low-quality products 
including clothes, home appliances, mobile phones, cosmetics, automo-
bile and motorbike parts and accessories, sports equipment, agricultural 
tools, and machineries. The increasing numbers of small-scale migrant 
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entrepreneurs in many urban centers have led to intensifying business 
competition. A result of vulnerabilities to increasing competition and 
related insecurity of trade is an inexorable tendency toward mobility and 
increasing exploitation of family members and hired laborers (Yao 2003; 
Nonini 2003).

In many parts of the Mekong Region, the small-scale Confucian 
capitalism is rapidly shifting. The future is an open-ended question. In 
fact, all forms of economic arrangements and organizations under the 
label of Chinese capitalism are drifting and strategically adapting to 
the ever-changing socio-political and economic situation. The trajecto-
ries of Chinese capitalism transformation in the AEC member countries 
are deeply linked to the regional integration of those economies with 
the growing economy of China through trade and investment flows.  
It remains to be seen whether those forms of Chinese hybrid capitalism 
are stable and enduring in the context of accelerated regionalization.

There is a growing concern within the context of economic region-
alism whether ASEAN economies will be increasingly centralized and 
absorbed into the state-led economic organization of China. There is 
also a great deal of anxiety over the ASEAN resilience in the face of a 
rapidly shifting balance of power in the Asia-Pacific. In the years to 
come, the AEC will have to face new tests of how to avoid falling into 
the peril of the Thucydides trap.

Thucydides Trap

Thucydides, an Athenian historian, once lamented on the Greek war that 
it was the rise of Athens and the fear that it inspired in Sparta that made 
war inevitable (Hanson 2005). The phrase ‘Thucydides trap’ therefore 
refers to the tensions between an established hegemon and the rising 
challenger. Over the past decades, ASEAN countries have witnessed 
increasing tensions in US–China relations on a wide range of issues and 
areas. The defining question of global and regional order in the years 
ahead will be whether the USA and China can escape the Thucydides 
trap to strike a balance between competition and cooperation, and work 
together to rectify and improve the global economic, political, and secu-
rity challenges.

China’s rise and expanding political and economic interests have 
resulted in a drastic change in the regional order. China has adopted 
a more assertive approach toward multilateral organizations which it 
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sees as controlled by Western powers, and toward ASEAN, its south-
ern neighbors. Are we witnessing the formation of a regional economy 
which is specifically Chinese and dominated by the PRC? The extension 
of Greater China Economic Zones which originally comprised China, 
Taiwan, Hong Kong, and Singapore to cover other Southeast Asian 
countries?

The China’s Dream project–OBOR–can be seen as the extension and 
“institutionalization” of Chinese capitalism which will naturally lead to the 
speculation that an extremely powerful and extensive Chinese trade net-
work is likely to develop across Asia, the Middle East, Africa, and Europe. 
That economic centralization is also a project of transnational govern-
ance, a Chinese version of the world economic order, and a resinicization 
of regional and global economies. The OBOR represents both a symbolic 
and a direct challenge to the world economic order established and sus-
tained by the USA and is a potential reason for increasing competition.

Increasing competition between the USA and China is of grave con-
cern for AEC member countries. Changing US priorities in Asia over the 
past decades coupled with China’s increasing efforts to deepen its relations 
with ASEAN are factors mitigating US influence in the region. Increasing 
ties between new Chinese diaspora/investors and old regional Chinese 
economic elite are leading ASEAN Chinese communities toward a resini-
cization process and an increasingly positive value of China as an economic 
partner. China’s desecuritization and economic centralization strategies 
are designed to reassure AEC member countries that China continues to 
value close relationships with its southern neighbors despite uncertain and 
changing global politics and US-China continuing competition.

Notes

1. � In Thailand, the term huaqiao refers to overseas Chinese and their 
descendants who have the legal right to reside in their host country but 
retain their loyalty and passion for the homeland. During the Japanese 
invasion, many Chinese families sent their children to fight for or provide 
financial support to China. Ties between the huaqiao and China were dis-
rupted during Mao’s era of communist ideology.

2. � This book uses the term ‘Chinese migrant’, ‘PRC Chinese’, ‘transnational 
Chinese’ and ‘Chinese diaspora’ interchangeably to refer to the new waves 
of Chinese entrepreneurs and investors who migrated from mainland 
China to start the diverse forms of businesses and investments in Southeast 
Asia after 1978.
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CHAPTER 2

Chinese Capitalism and the Development 
of the ASEAN Economic Community:  

A Perspective of Desecuritization

Hsing-Chou Sung

Introduction

The establishment of the Association of Southeast Asian Nations 
(ASEAN) Economic Community (AEC) is an important milestone in 
regional economic integration. It is envisioned to be a single market and 
production base for the free flow of goods, services, investment, capital, 
and skilled labor within the ASEAN (ASEAN Secretariat 2008). ASEAN 
already accounts for more than 5% of the world’s gross domestic prod-
uct (GDP) and the International Monetary Fund predicts GDP growth 
will remain above 5% during 2015–2020 (ASEAN Secretariat 2015). 
Following the recent boom in efficiency-driven markets, particularly 
Brazil, Russia, India, China, and South Africa, attention is now shifting 
to the Southeast Asian region.

After adopting the ASEAN Vision 2020, ASEAN members tried to 
create a stable, prosperous, and highly competitive region with equitable 
economic development, reducing poverty and socio-economic disparities 
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(ASEAN 1997). At the Bali Summit in October 2003, ASEAN lead-
ers declared that the AEC shall be the goal of regional economic inte-
gration (Bali Concord II) by 2020. Leaders signed a Declaration on the 
AEC Blueprint at the 13th ASEAN Summit in Singapore. According 
to the declaration, leaders determined to achieve higher levels of eco-
nomic dynamism, sustained prosperity, inclusive growth, and integrated 
development of ASEAN, while simultaneously promising their collective 
commitment to accelerate the establishment of the ASEAN community, 
including its AEC pillar, to 2015. In that regard, trade liberalization will 
serve as a key factor in improving working conditions directly through 
the rise of common standards among competing countries, and indirectly 
through rising productivity, job creation, and technological change.1

It is widely recognized that the economy will be the dynamic force 
that causes interdependence between ASEAN and China (ASEAN 
Secretariat 2016). China can provide a mega domestic market and direct 
foreign investment for ASEAN. Likewise, China’s domestic “growing 
pains” of rising labor costs, land costs, and slowing economic growth has 
seen it turn to ASEAN as its new production and market base overseas. 
In other words, reaching out to ASEAN and other regional countries is 
not a want, but a need. As China tries to deal with its limited economic 
growth, ASEAN is a natural partner given their geographic and historic 
ties (Cheng 2013).

ASEAN regional integration continues to be influenced by China’s 
perceived threat and security concerns, including the territorial disputes 
in the South China Sea (Cheng-Chwee 2005), which results in question-
ing how China can manage a crisis in trust. Strategies used by Beijing are 
a form of a “desecuritization” strategy to persuade ASEAN countries to 
change their perception of China as a threat.

The Copenhagen School (CS) argues that security is established 
through discourse or, more specifically, through a speech act by a secu-
ritizing actor. It is the act of naming an existential threat that legitimizes 
the players to take extraordinary measures, and to break the rules that 
normally bind them (Buzan et al. 1998).

This chapter has three sections. The first section has an overview of 
the studies of desecuritization and Chinese capitalism including impor-
tant critiques that challenge assumptions, methods, and assertions. In the 
second section the development of AEC and the desecuritizing strategies 
used by Beijing in each phase of development are discussed and examines 
the theoretical and practical possibilities for desecuritization. The third 
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section is an analysis of how China’s economic participants have desecu-
ritized the threat atmosphere in Southeast Asia since the 1990s, particu-
larly with regard to the AEC and Chinese capitalism.

Desecuritization and Its Strategic Implication

In the decades following the end of the Cold War, dominant paradigms 
of security studies have been challenged by academics unsatisfied with 
existing concepts looking to explain security in a transformed world. 
Primarily, they sought to move security studies beyond theories that 
recognized only military threats as challenges to national security. One 
leading approach to reconceptualize security is the CS and their the-
ory of securitization. That approach to world politics is to understand 
how international issues become securitized, or taken out of the sphere 
of normal, deliberative politics, into the realm of emergency politics and 
extraordinary measures (Buzan et al. 1998). That view of securitization 
is generally a negative one, as it allows the players to justify all sorts of 
policies to deal with a discursively constructed threat. Seeing security as 
doing more harm than good, desecuritization aims to diminish languages 
of emergency measures or existential threats (Hansen 2012).

Buzan et al. (1998) present the theory to understand how issues 
become securitized, focusing on the role of speech in the framing of 
threats. The securitization theory looks at how security dynamics are dis-
cursively established rather than looking at the objective reality of threats 
perceived out there (Floyd 2007). To understand threats as subjectively 
constructed, the theory disavows security analysts’ ability to show what is 
and what is not a threat. However, that does not mean they see all secu-
ritizations as equally illegitimate. Instead, they maintain that by seeing 
all threats as subjective, they restrict players’ ability to legitimize harmful 
policies based on the threatening nature of an issue (Balzacq 2005).

In this context, securitization means turning a specific issue from the 
realm of normal politics to conceptualizing threats as existentially threat-
ening. Furthermore, securitizing allows the players to rise above the 
norms that would normally bind them to eliminate a perceived existential 
threat. This view of securitization is that securitization allows the play-
ers to justify all sorts of policies to deal with a discursively constructed 
threat. In the same vein, they argue that the aim of desecuritization 
should be for moving issues out of emergency mode and into the normal 
bargaining process of the political sphere (Buzan et al. 1998).
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Security, Securitization, and Desecuritization

Although the securitization theory is a social constructivist understand-
ing of threats, the methodology is fairly objectivist, choosing method-
ological collectivism over analysis at the individual level. Additionally, 
unlike some other nontraditional schools of security studies, they refrain 
from establishing an emancipatory ideal (McSweeney 1996). In other 
words, the theory does not define what security is, rather chooses to 
focus on understanding how security is constructed and what security 
does (Mackenzie 2009).

Theoretically, any player can speak on behalf of a referent in a secu-
ritizing move. Practically, however, securitizations are always carried out 
by the traditional elite (Buzan et al. 2009). Furthermore, securitizations 
may fail if, for example, the securitizing agent fails to convince the rele-
vant audience that an issue is existentially threatening, or if the referent is 
deemed not worthy of being saved (Buzan et al. 1998).

The concept of securitization entails the construction of threats fol-
lowing a “grammar of security” (in Buzan’s terms). Consequently, no 
issue is a threat per se, but anything could be constructed as one by 
utilizing discourse constructions. Buzan et al. (1998) identified three 
factors that influence the likelihood that the audience will accept the 
securitizing claim:

1. � The demand internal to the speech act of following the grammar 
of security and constructing a plot with existential threat, point of 
no return, and a possible way out;

2. � The social conditions regarding the position of authority for the 
securitizing player–that is, the relationship between speaker and 
audience and thereby the likelihood of the audience accepting the 
claims made in a securitizing attempt; and

3. �F eatures of the alleged threats that either facilitate or impede 
securitization.

The emphasis on authority is significant in that securitization can only 
be carried out by coercive and persuasive power, institutional or other. 
There is admission that power relations between subjects inevitably play a 
role in a securitizing move, they claim that such power is never absolute, 
and no one is theoretically excluded from challenging a securitization. 
Furthermore, they argue that a securitization reveals itself once a relevant 
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audience has accepted that an issue must be dealt with outside of the 
rules that would otherwise have to be obeyed.

Securitization establishes a logic by which authorized players can 
escape the normal realm of deliberative politics, embracing a state of 
exceptionalism of expedient decision-making to deal with a perceived 
existential threat. In that regard, security is a realm outside of politics 
and the usual laws and norms that bind players’ decisions. By contrast, 
desecuritization is the optimal long-range option because it means not 
having issues phrased as threats against which have had countermeasures 
saved (Buzan et al. 1998).

Ole Wæver (2000) theorizes three strategies of desecuritization as 
follows:

1. � Not speaking about an issue as a threat at all.
2. � Managing a securitization so that it does not spiral.
3. � Moving the securitized issue back into normal politics.

However, there is no general strategy for desecuritization, and some 
strategies will undoubtedly work better than others because desecuritiza-
tion strategies aimed at the restoration of normal politics do not seem to 
share the same idea about what constitutes normal politics. Consequently, 
they do not follow the CS theory in viewing normal politics as subjective, 
but rather posit normative ideas on what those politics should be.

This theoretical framework of securitization and desecuritization will 
be used in the following sections to investigate China’s desecuritization 
strategies for reshaping its external environment of development and 
integrating itself into the regional economy.

Regionalism

China is a constructive participant in Asian regionalism with its own 
characteristics. Since President Xi Jinping came to office at the end of 
2012, China has been pushing through a new type of regionalism.

China’s regionalism in Asia started in the 1990s and went through 
three major evolutions (Xiaotong and Xiaoyue 2014).

1. � Preliminary stage: from hostile to active: China was hostile to 
Asian regionalism represented by ASEAN, claiming that ASEAN 
was an anti-communist tool used by imperialists. Since the late 
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1970s, and particularly after the end of the Cold War, China has 
gradually changed its negative attitude toward ASEAN. Since 
the mid-1990s, China has started to actively participate in Asian 
regionalism.

2. � Mature stage: enlarging its geographic area: previously, China’s 
regionalism was confined to East Asia, but now has expanded to all 
areas in Asia, including Central and South Asia. More specifically, 
China is now advancing its regionalism on two fronts: westward 
across the Eurasian continent and southward toward the Indian 
Ocean (Wanandi 2004).

3. � Transformation stage: actively participating in and contributing to 
regional affairs. When the People’s Republic of China (PRC) was 
founded in 1949, China was playing the role of a revolutionary 
state, which refused to accept the regional arrangement dominated 
by the USA and its anti-communist allies. From the mid-1990s, 
China started to become an active participant and contributor to 
the existing regional mechanisms, and now China is transforming 
itself into a great power in Asia’s regionalism.

China started to seek a community-building type of regional cooperation 
since 2012. It is characterized by efforts at deeper regional integration 
through calls for historical and cultural empathy among Asian neighbors. 
It is the very first time that China has systematically sought to integrate 
itself into the whole region through historical and cultural links, rather 
than just through economic links. On October 25, 2013, Xi Jinping 
delivered an important speech at a symposium on diplomatic work in 
China’s neighborhood (including Central Asian countries and Southeast 
Asian countries) and stressed, “strive for a good surrounding environ-
ment for our country’s development, push forward the development of 
our country that benefits neighboring countries more” (Wanandi 2004).

Subsequently, China is calling for the building of the Silk Road 
Economic Belt as well as advancing the Maritime Silk Road. In 2013 China 
commemorated the 10th anniversary of the establishment of a strategic 
partnership between China and ASEAN. When Premier Li Keqiang visited 
the China–ASEAN Expo on September 4, 2013, he proposed establishing 
the Maritime Silk Road (Xinhuanet October 11, 2013). When Xi Jinping 
gave a speech on April 1, 2014 during a visit to Europe, he mentioned 
building a silk road linking the two ends of the Eurasian continent. Using 
the ancient Chinese concepts of a land-based silk road and a maritime silk 
road, China has proposed a new model for its regional cooperation.2
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Regionalism for Desecuritization and Confidence 
Building

China is seeking an innovative way for regional cooperation, mainly in 
the form of community building. It is emphasizing cultural and histor-
ical exchanges as much as transport links. China believes that this type 
of regional cooperation would be softer, deeper, and easier for its neigh-
bors to accept and reflects a new approach with Chinese characteristics 
in economic regionalism, but it is too early to tell whether China’s new 
economic regionalism works (Cheng-Chwee 2005).

China’s involvement with ASEAN is an extension of its “Good 
Neighbor” policy. However, with its increased economic power and per-
sistent maritime claims, China’s relations with Asian countries are not 
so straight forward as rhetoric would suggest. Rather, relations have 
become a complicated web of rituals, risks, and rivalries in which China 
interacts on multiple levels to influence respective member states without 
being overpowered by ASEAN (Papatheologou et al. 2014).

Far from being overpowered, some see China as riding the tide of an 
ASEAN wave that is viewed as “the center of gravity for maintaining a 
stable economic and geopolitical order in the region” (Yamei 2016). 
By utilizing more intensive economic engagement, China can lead that 
regional order. Southeast Asian states engage with China to earn eco-
nomic incentives and their hope is that American security commitments 
with member states will balance the influence of China (Shamsul and 
Lei 2013). In other words, regionalism can help speed up the process of 
desecuritization and guarantee mutual confidence.

Soft Power

China’s growing use of soft power in Southeast Asia, that is, non-military 
inducements including culture, diplomacy, foreign aid, trade, and invest-
ment has been the ongoing trend shaping relations between China and 
ASEAN countries.

China’s Soft Power Strategy in Southeast Asia

Throughout history, Southeast Asia has been a natural target for China 
to extend its sphere of influence. China has been trying to counter the 
image of a “China threat” in Southeast Asia by reshaping preferences in 
the region using soft power diplomacy. Since the 1997 Asian economic 
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crisis, China’s policy in Southeast Asia can be described as soft power 
diplomacy. The PRC is using the soft power, wielded power through 
diplomacy and admiration of China as a model for development and 
ancient culture, to build its image in Southeast Asia as a responsible 
regional power (Lum et al. 2008).

Beijing’s soft power policy in the region is based on economic engage-
ment, diplomatic tactics, trade and investment, and cultural and educa-
tional exchange. Instead of resorting to military action, China began to 
use a less confrontational approach to resolve its issues with ASEAN states. 
Furthermore, China is one of the major trading partners of ASEAN states 
and provides economic aid and technological assistance to countries like 
Cambodia, Myanmar, Indonesia, the Philippines, and Laos (Hwang 2008).

The normalization of relations created a platform for a new era of 
regional cooperation which resulted in the signing of the China–ASEAN 
Free Trade Area (CAFTA) agreement in 2002 and the ASEAN Treaty of 
Amity and Cooperation in 2003.

Soft Power as the Core of Desecuritization

Womack’s (2004) article explains that China is successfully using its 
soft power policy to extend its influence in the Southeast Asian states. 
China’s billion-dollar investment in soft power has become successful 
in rebuilding its image and strengthening its influence in the region. 
Beijing’s growing influence in Southeast Asia is being perceived as a 
natural progression and beneficial for the peaceful development in the 
region (Womack 2004). When the USA loses its influence in the region 
because of its unpopular unilateral foreign policy, China is gaining from 
the US decline. In fact, Beijing’s charm offensive is the result of Chinese 
soft power. “China Studies” has become the new fad and shows no sign 
of dissipating. Confucius Institutes and Chinese culture schools are being 
established throughout the region (Hwang 2008).

Undoubtedly, China’s growing economy permits Beijing to play a 
key role in the region. China has already made a significant impact on the 
regional politics in Southeast Asia by implementing its soft power, such as the 
“Good Neighbor” policy, trade, investment, development aid, cultural inter-
action, and educational exchanges. Beijing’s rhetoric of a win-win foreign  
policy, along with the strong political economic and cultural initiatives, has 
amplified the effectiveness of its soft power and enhanced China’s ability to 
extend its influence in the Southeast Asia region (Schmidt 2008).
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Chinese Capitalism and Regional Economic Integration

Chinese state capitalism has proved its effectiveness and continued to be 
attractive following economic depressions such as the Asian financial cri-
sis. Recently, theoretical and empirical literature is exploring the concept 
of Chinese state capitalism. Some important characteristics are summa-
rized below.

Origin of Chinese Capitalism

The concept of state capitalism is demonstrated in The State and 
Revolution written by Vladimir I. Lenin (1976). In the spring of 1918, 
during a brief period of economic liberalism prior to the introduction 
of war-based communism, and again during the New Economic Policy 
of 1921, Lenin justified the introduction of state capitalism controlled 
politically by the dictatorship to further centralize control and develop 
productive forces. To Lenin, that form of capitalism did not mean that 
the state would run the economic affairs; rather it was intended as a tem-
porary economic system for transforming to a communist society oper-
ated by the workers (Gabriel et al. 2008).

From 1956 to the late 1970s, Mao’s Communist Party of China 
(CPC) often described the Soviet Union as state-capitalist, essentially 
using the accepted Marxist definition, albeit on a different basis and in 
reference to a different span of time from either the Trotskyists or the 
left-communists. During his summer financial workshop in 1953, Mao 
wrote a note on an official document which defined state capitalism as a 
specific economic system. In Mao’s opinion, state capitalism did not pro-
vide service for capitalists’ interest, but for the people and state under the 
governing of a people’s government. The Maoists and their descendants 
used the term and emphasized its socialist essence (Mao 1977).

After Mao’s death, state capitalist formulation translated little to a 
different meaning. To save both socialism and the PRC regime, China 
embedded market mechanisms into the socialist economy for enhancing 
the efficiency of national economic activities in the late 1970s (Coase 
and Want 2013). In 1978, that innovative approach to economic reform 
was termed “socialism with Chinese characteristics”, advocated by Deng 
Xiaoping. Eventually, that hybrid form of capitalism not only revitalized 
China’s economy, but also reshaped the CPC political economic system 
without eliminating the one-party dictatorship.
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In response to China’s surging economy during the era of the global 
financial crisis, there are some contemporary analysts who assert that 
China is exemplary of state capitalism in the twenty-first century. Being 
a pioneer researcher of China state capitalism, Ian Bremmer (2008) 
describes China as the primary driver for the rise of state capitalism and 
a challenge to the free market economies of the developed world. In his 
definition, governments which adopt state capitalism use state-owned 
enterprises (SOEs) to manage the exploitation of resources as the state’s 
crown jewels to create and maintain employment. Bremmer argued that 
China’s ultimate motive is not wholly economic, but also political and 
interested in maximizing state power and leadership survival (Bremmer 
2009).

Paul D. Aligica and Vlad Tarko (2015) made a similar argument. 
They argue that state capitalism, in countries like modern-day China and 
Russia, is an example of a rent-seeking society. Following the realization 
that the centrally planned socialist systems could not effectively com-
pete with capitalist economies, the former CPC political elite are trying 
to engineer a limited form of economic liberalization that increases effi-
ciency, while still allowing them to maintain political control and power.

Du Julan and Chenggang Xu (2009) argued that the contempo-
rary economic system of the PRC represents a state capitalist system as 
opposed to a market socialist system. Their reason for the categorization 
is the existence of financial markets in the Chinese economic system, 
which are absent in the market socialist literature and in the classic mod-
els of market socialism. Furthermore, the “Chinese model” doesn’t take 
welfare into consideration because state profits are retained by enterprises 
rather than being equitably distributed among the population.

In summary, research indicates the trend of moving away from market 
socialism. Christopher A. McNally (2012) replaces state capitalism with 
sino-capitalism which is based on a combination of top-down state coor-
dination, bottom-up entrepreneurial networks, and focused global inte-
gration. He argues that China is getting used to managing production 
under the rule of market-liberal form with norms according to the World 
Trade Organization (WTO). Yasheng Huang (2008) provided a similar 
analysis that described China as a system of ‘commanding-heights capi-
talism’ and claimed that it has been transformed into a fully functioning 
market economy.
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State Owned Enterprises

SOEs have become the focus of recent research on China’s state capital-
ism as a key element of China’s recent economic growth. Following the 
Chinese state capitalism arrangement, the market-oriented reforms led to 
a rapid expansion of the private sector, however, SOEs remained a large 
part of the economy (Pearson 2015). From 2001 to 2011, China’s total 
GDP rose from the sixth to the second in the world, with an annual aver-
age growth rate of approximately 10%. Most strikingly, on average, China’s 
SOEs seemed to outperform non-SOEs after around 2001 (Li et al. 2015).

China’s SOEs have been the core of economic reform since 1978. 
China’s central government made the historical decision for reform and 
adopted a gradual, experimental, and pragmatic approach to improve 
performance of SOEs without changing state ownership and control 
(Naughton 2007). During the 1980s, the first SOE reforms of increasing 
enterprise autonomy where started. Those reforms required managers 
to meet performance targets in return for retained profit and the sys-
tem initially improved the performance of SOEs (Wei 1997). However, 
it quickly ran into trouble because of loose regulations imposed on the 
SOE managers and the increasing competition from non-SOEs, such as 
foreign-investment enterprises as well as township and village enterprises 
(Naughton 2007).

Deng Xiaoping’s 1992 southern tour marked the next set of economic 
reforms. During the Third Plenum of 14th Chinese Communist Party 
Congress in 1993, the central government endorsed creation of a social-
ist market economy based on public ownership. In 1995, the scale of pri-
vatization of SOEs and resultant layoffs of workers rose when the central 
government formally pushed the policy of nurturing the large and let-
ting the small go (zhuada fangxiao). The central government explicitly 
pursued the strategy of retaining state control of 500–1000 large SOEs 
in strategic sectors, where competition was severely restricted through 
administrative regulation, meanwhile closing or privatizing small- and 
medium-sized SOEs. Those smaller SOEs were typically in downstream 
industries such as footwear and apparel (Green and Liu 2005).

Throughout those reforms, SOEs had successfully consolidated their 
monopoly positions and reinforced their industrial advantages even fur-
ther. Because the upstream industries are generally in non-tradable or 
regulated sectors, SOEs can always be shielded from competition after 
entering the WTO. By contrast, non-SOEs face fierce competition in the 



38   H.-C. SUNG

largely liberalized downstream industries which are typically tradeable 
and open to foreign direct investment (FDI). According to the Financial 
Supervision and Evaluation Office of PRC (2015), central enterprises 
realized total revenue of 25.1 trillion yuan, an increase of 3.8% in 2014; 
the cumulative total amount of taxes turned over 2.1 trillion yuan, an 
increase of 4.4%; total profit of 1.4 trillion yuan, an increase of 4.2%; 
attributable to owners of the parent net profit of 626.92 billion yuan, an 
increase of 6.9%.

Regional integration and infrastructure contracts provide SOEs 
fertile ground for growth. China then participated in the Regional 
Comprehensive Economic Partnership (RCEP), and initiated the Asian 
Infrastructure Investment Bank (AIIB) which started operation after 
the agreement entered into force on December 25, 2015. According to 
the agreement, AIIB is an international financial institution that aims to 
support the building of infrastructure in the Asia-Pacific region. As the 
regional integration and infrastructure contraction, SOEs will become 
the vehicle to extend China’s economic power and state capitalism 
(Szamosszegi and Kyle 2011).

Ethnic Chinese Business Networks

Overseas Chinese business continues to grow, taking advantage of 
China’s reform and economic development. For centuries, overseas 
Chinese networks have gradually integrated into local society. The trans-
formation of the overseas Chinese economy has been successful in con-
tributing to economic development of the Southeast Asian countries (Li 
2000). Overseas Chinese in ASEAN countries, most notably Singapore, 
have formed a noticeable political, economic, and cultural influence. 
Most overseas Chinese continue to keep or retain a basic traditional 
Chinese culture and identity, whereas subsequent generations integrate as 
they become more familiar with the local economic, political, and invest-
ment environment. China aims to bolster foreign investment by gaining 
the support of overseas Chinese business networks. Through the reform 
in policies toward overseas Chinese, the Chinese government can increase 
SOE mergers and acquisitions overseas, as well as improve investment 
and operations to reduce risk. Southeast Asian Chinese have experience 
in overseas investment coupled with open trade networks to exchange 
information between enterprises. The networks provide a broad platform 
to achieve the optimal allocation of global resources. The above factors 
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are useful resources for Chinese enterprises to implement the Chinese 
government’s “going out” (zou chuqu) strategy (Sundaram 2003).

The establishment of CAFTA has significantly augmented economic 
ties. Southeast Asian Chinese who take part in transnational investment 
activities provide experience and investment for China’s SOEs. The 
earlier establishment of overseas Chinese enterprises in Southeast Asia 
has been exploited by large Southeast Asian Chinese enterprises. The 
Southeast Asian Chinese enterprises are like China’s enterprises following 
similar development processes and modes of operation which has ena-
bled China’s enterprises in Southeast Asia to expand overseas business. 
China’s domestic enterprises can align with overseas Chinese enterprises 
or to establish outsourcing to expand business (Bun 2000).

To better respond to the investment of trade protectionism and trade 
negotiations, the Chinese government strengthens cooperation with 
overseas Chinese enterprises in Southeast Asia which further enables 
China’s SOEs and private companies to overcome the barriers to entry, 
reduce cross-border transaction costs, and consolidate foreign markets 
(Gomez and Hsiao 2001).

The widely distributed overseas Chinese businesses are globally the key 
to expansion of domestic interests. In recent years, more and more China 
domestic enterprises obtain information and mechanisms of foreign 
investment. At the same time, the Chinese government promotes the 
exchange of overseas Chinese and domestic entrepreneurs (Hong 1998).

The overseas Chinese businesses are one of the largest and most 
enduring diasporas in the world today and are expected to shape the 
political and economic landscape of the twenty-first century. That trans-
national Chinese community may prove to be one of the main deter-
minants in securing Xi’ Jinping’s China Dream in Southeast Asia. The 
Confucian-rooted concept of “guanxi” has facilitated Chinese business 
groups in setting up transnational, regionally focused operations based 
on the relationships with other Chinese player. With the blueprints of 
Beijing’s geo-economic strategy, the worldwide network of businesses is 
likely to continue to play a rejuvenated role that bolsters the One Belt 
One Road (OBOR) initiative  (Wijaya 2016).

AEC and China’s Proactive Participation of Desecuritization

Until the mid-1990s, China was not very active in regional cooperation. 
It was reluctant to join any regional organization because it was not sure 
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what the effects would be. That changed during the 1997–1998 financial 
crisis because China became active in regional economic integration.

China’s Changing Attitude Toward Regional  
Economic Integration

In 2010, China surpassed Japan as the world’s second-largest economy 
which led to closer ties with the countries in East Asia bolstered by free 
trade agreements (FTAs). Based on successful economic reform, China 
has been less afraid of fully opening its market to the outside world 
because it has gained from the initial policy of opening and will gain even 
more from accession to the WTO and the negotiation of regional FTAs. 
The Asian financial crisis and the European experience have shown the 
importance of regional cooperation in preventing and relieving financial 
turmoil. At the 1999 ASEAN + 3 summit, China endorsed full regional 
economic cooperation, including financial and monetary cooperation; it 
also sponsored the Chiang Mai Initiative and actively participated in the 
swap agreements (Minqi 2003).

China’s economic growth inevitably causes concern to neighboring 
countries because of its huge population and vast territory. Nevertheless, 
its sustainable growth needs regional peace and security. China tries to 
persuade neighboring countries that it is a responsible and positive force 
in the region and is their friend. Typical examples of that attitude are the 
maintenance of a stable exchange rate during the 1997–1998 East Asian 
financial crisis, and the willingness to make concessions in settling border 
disputes with neighbors. Moreover, China supports the enhancement of 
political and security cooperation in the ASEAN + 3 framework and, since 
the late 1990s, has been active in promoting regional FTAs. In free trade 
negotiations with ASEAN, China took the initiative despite incurring 
some immediate costs.

Such examples illustrate China’s strategy for peaceful development 
within the region and for a role as an active and positive player in region 
affairs. The Chinese government now supports the idea of a pan East 
Asia FTA and a mechanism to stabilize currency exchange rates among 
East Asian economies. China is interested in regional investment cooper-
ation to promote capital flow and is considering joint mechanisms for the 
surveillance of financial markets and the establishment of an early crisis 
signaling system.
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Economic Participation as an Effective Strategy 
for Desecuritization

The 1997–1998 Asian financial crisis made China cognizant of the 
necessity of a peaceful and dynamic international environment for the 
sustainability of its economic development. Consideration over its long-
term economic objective, which was formulated in the Ninth Five-Year 
Plan, aimed to quadruple the per capita gross national product (GNP) 
of 1980 by the year 2000 and double the GNP of 2000 in 2010. That 
encouraged China to reformulate its regional foreign policy and develop 
friendly relations with other East Asian economies. Only by having secu-
rity, with a stable political and economic environment, can China con-
centrate on its economic, socio-cultural, and political development.

The Asian financial crisis also provided an opportunity for China to 
actualize its “Good Neighbor” policy. China participated in a US$16 bil-
lion international package to bail out the Thai financial system by pledg-
ing to lend Thailand US$1 billion in 1997. Its decision to not devalue 
the renminbi (RMB), which experienced a drastic sincere appreciation 
against East Asian currencies, prevented the Asian crisis from becoming 
more severe and safeguarded the crisis-hit countries from deeper com-
petitive devaluation. That decision relieved the fears of both the USA and 
European Union (EU) that a depreciation of the RMB would make Asian 
export became cheaper and lead to huge job losses in the USA and the 
EU. More than just becoming a good partner, China demonstrated its 
potential good will as a responsible regional leader (Tan and Zhang 2005).

More significantly, in 1996 China leveled up its status from a consul-
tative dialogue partner to a full dialogue partner of ASEAN. The First 
Meeting of the ASEAN–China Joint Cooperation Committee  was held 
in Beijing on February 26–28, 1997, and agreed to promote deeper 
cooperation. In December 1997, China’s President Jiang Zemin and 
ASEAN leaders agreed to establish a twenty-first century oriented part-
nership of good neighborliness and mutual trust between China and 
ASEAN. In the Ninth Five-Year Plan formulated in 1996, China was 
willing to be “a friendly elephant” and considered “neighbors as partners 
and with cordiality” (Cheow 2005).

During that time, China had a changing attitude toward security 
policy. At the Fourth ASEAN Regional Forum (ARF) in July 1997, 
Chinese Foreign Minister Qian Qichen spoke about China’s new security 
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concept. The concept was subsequently explicated in the 1998 China’s 
National Defense white paper and discussed frequently in various forums 
(Thayer 2003). That marked a post-1997 China declaring its prefer-
ence for the promotion of mutual respect for sovereignty and peaceful 
coexistence leading to the strengthening of economic cooperation and 
encouraging mutual understanding. Additionally, China could create 
opportunities to secure resources from its neighboring countries and 
convert the China threat perception into a benign one (Cheow 2005).

Since the beginning of the millennium, China’s central govern-
ment has encouraged domestic companies to think globally and invest 
overseas. In 2001, Vice Premier Wu Bangguo encouraged competitive 
enterprises to invest abroad and “go global”.3 As outlined by former 
President Jiang Zemin at the 16th National Party Congress, the govern-
ment hoped the “Going Out” strategy would “bring about a number of 
strong multinational enterprises and brand names”.4 Furthermore, eco-
nomic incentives had also led the government toward the “Going Out” 
investment strategy in recent years. Increasing overseas direct investment 
(ODI) could help cool China’s investment-driven economy and diminish 
excess liquidity (Freeman Briefing 2008).

The rising power improved China’s bargaining position enabling 
greater influence on international institutions. In the case of ARF, 
China influenced members to respect the One-China Policy in relation 
to the Taiwan issue thereby reducing international support to Taiwan’s 
independence (Leifer 2001). It also used leader meetings during the 
Asia-Pacific Economic Cooperation (APEC) Summit to gain support 
from other members for China’s WTO accession. Until the late 1990s, 
China had participated in several regional institutions including the 
ARF, APEC, APT (ASEAN Plus Three, including China, Japan and 
South Korea), Asian Cooperation Dialogue, Asia–Europe Meeting, and 
Council for Security Cooperation in the Asia-Pacific. China also hosted 
several summits, such as the APEC Summit in 2001, Asian Cooperation 
Dialogue, and Boao Forum for Asia in 2002 (Samson 2012).

Charming Power to Eliminate the Perception  
of a China Threat

The ASEAN–China Free Trade Area (ACFTA) represents ASEAN’s 
ambition to push toward signing preferential trade agreements outside 
the multilateral framework of the WTO (Kawai and Wignaraja 2013).  
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ASEAN members have since signed dozens of individual FTAs within and 
beyond the Asia region, including with major economies in Europe and 
North America. ASEAN has led an initiative to combine individual FTAs 
(with Australia and New Zealand, China, India, Japan, and Korea, respec-
tively) into the RCEP, launched in November 2012 and slated for completion 
by year-end 2015 (Yoshimatsu 2012)–subsequently delayed to 2016 or 2017.

There is divided opinion of the RCEP. Proponents of RCEP argue 
that it could deepen economic integration in the region and detractors 
counter that RCEP is just like ACFTA, likely to be a shallow agreement 
amenable to the heterogeneous ASEAN member states and as such will 
not make a major impact on regional economic ties. RCEP excludes 
many of the advanced trade provisions promoted by the USA, such as 
those governing regulatory convergence, digital goods and services, and 
intellectual property. Furthermore, despite China’s official policy to defer 
to ASEAN as the leader in regional integration, China may come to 
dominate the development of RCEP (Fukunaga and Isono 2013).

Significantly, four ASEAN countries, namely Brunei, Malaysia, 
Singapore, and Vietnam, are parties to the Trans-Pacific Partnership 
(TPP) led by the USA (USTR 2015). TPP sets itself apart from RCEP 
in terms of the scope and depth of its provisions and does not include 
China. Furthermore, the TPP could have an indirect bearing on the 
balance of power in the Asia region in terms of solidifying US partner-
ships in the face of China’s growing influence as part of the US rebal-
ance strategy of Pivot to Asia (Guoqiang and Zhenyu 2014). However, 
although 12 Pacific Rim countries signed the TPP in February 2016, US 
President Donald Trump began carrying out his campaign pledges in 
January 2017 to withdraw from the TPP.5 That withdrawal helped the 
RCEP initiate and boost China to fill the political economy vacuum.

Most (75.8%) of ASEAN’s trade in 2013 was with countries out-
side the bloc, a testament to the region’s trade openness (Salidjanova 
and Koch-Weser 2015). China shared 14% of ASEAN trade and was 
the largest individual trading partner, while the USA was fourth (8.2%). 
Although ACFTA suggests mutually beneficial economic relations, the 
reality is that since full enactment of the agreement in 2010, ASEAN’s 
goods trade with China has gone from a surplus to a US$44.731 billion 
deficit by 2013. Meanwhile, several ASEAN members have established 
integrated supply chains with both China and Northeast Asia, largely as a 
function of China’s emergence as the world’s manufacturing and assem-
bly hub.



44   H.-C. SUNG

Several new initiatives such as the upgrading of the ASEAN–China 
FTA, the setting up of AIIB, and the OBOR strategy will further pro-
mote cooperation between both regions. The total trade between China 
and ASEAN had risen tenfold from US$41 billion in 2000 to an esti-
mated US$492 billion in 2015. As a share of ASEAN’s total global 
trade, China accounted for 5.1% in 2000 which had more than tripled to 
17.2% in 2015. Based on research prediction, China’s share of ASEAN’s 
total trade could reach 25%, or US$1.85 trillion, by 2030.

Beyond the Milestone: Chinese Capitalism  
as a Dynamic of AEC?

AEC and the New Economic Order

China has been playing an active role in building trade and investment 
relations with ASEAN over the past decade. In 2013, China’s President 
Xi Jinping mooted the idea of the New Silk Road, or the Maritime Silk 
Road that starts from Fujian province and links all the littoral coun-
tries of the region. From the perspective of trade and investment, the 
Maritime Silk Road concept will further deepen China’s connection with 
ASEAN, with AEC serving as a main catalyst afterward because when 
China faces its domestic “growing pains” of rising labor costs, land costs, 
and appreciating currency, ASEAN will be the natural destination given 
the geographic and historic ties.

To date, China has been playing a rising role in ASEAN. China’s 
share in ASEAN’s total trade has more than doubled from 5% in 2000 
to 14% in 2010, and to 16% in 2013. Similarly, China’s push in recent 
years to invest overseas (to balance out investment inflows and partly to 
reduce appreciation pressure on the RMB) has seen ASEAN as a main 
beneficiary of the FDI which has resulted in both inflows and outflows 
of China’s direct investment closing the gap on what was the case ten 
years previously. Furthermore, China’s ODI has accelerated since 2007 
(see Fig. 2.1). Of note is that Asia represents the bulk of China’s annual 
ODI flow to the world, accounting for 73% in 2012.

China’s share could rise to 14% by 2030, with a flow of US$185  
billion, or six times greater compared with that in 2013 (UOB 2014). 
The rise of China, coupled with the establishment of the AEC in 2015, 
is expected to provide new catalysts for growth in ASEAN. At the same 
time, domestic factors such as population growth and the rise in the 
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middle-income class in ASEAN will pave the way for AEC’s promise of 
an integrated production platform and market.

It is predicted that ASEAN’s share of global total trade will rise 
from 6.7% in 2013 to nearly 8% by 2030, which is no small feat given 
that other larger trading groups such as EU will be seeing a dwindling 
share of global trade. At the same time, the shift in domestic conditions 
in China is propelling further outward orientation, which will result in 
closer integration and relations with ASEAN through trade and invest-
ment. Those two channels could see ASEAN’s total trade with China 
rising to US$1.5 trillion and investment inflows from China rising to 
US$185 billion, from US$405 billion and US$31 billion, respectively.

New Opportunity: OBOR Synergize  
with AEC Blueprint 2025

In late 2013, during his trip to Malaysia and Indonesia, Xi announced 
the new agenda of the twenty-first century Maritime Silk Road initi-
ative, thereby expanding port access to support maritime trade across 

Fig. 2.1  One belt one road official map (Source “The Belt and Road: the Silk 
road Economic Belt and the 21st Century Maritime Silk Road,” Xinhua Finance 
Agency, August 20, 2016, http://en.xinfinance.com/html/BR/)

http://en.xinfinance.com/html/BR/
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the Indian Ocean to the Persian Gulf, East Africa, and through the Red 
Sea into the Mediterranean (Arase 2015). From a geo-economic view, 
Guangxi could be a perfect terminus for the Maritime Silk Road, benefit-
ing from its 637-km land border with Vietnam and three deep seaports 
on the South China Sea. The Maritime Silk Road focus is to develop an 
overseas port operated by Chinese firms for managing maritime trade 
with Southeast Asia (Hong 2016).

The southern province of Yunnan is slated to be China’s strategic bridge-
head of the OBOR agenda. Yunnan is the GMS (Greater Mekong Sub-
region) hub for the transportation corridors through Myanmar, Thailand, 
Vietnam, Laos, and Cambodia. Kunming Road infrastructure will be aug-
mented with planned electrified railways linking Kunming to Vientiane, 
Bangkok, Hanoi, Ho Chi Minh City, Kuala Lumpur, and Singapore.

Another development is the land corridors that will link Kunming to 
Kyaukpyu on Myanmar’s coastline. The pipelines bring China energy 
from the Middle East and Africa that bypasses the long route through 
the Malacca Strait and South China Sea. Additionally, an 868-km rail-
way is to be built between Kunming and Kyaukpyu, as well as a highway. 
Plans to implement the Bangladesh–China–India–Myanmar Economic 
Corridor began in December 2013. The 2800-km highway will link 
Kunming to Kolkata in India. Special customs, trade, and industrial 
zones along the route are intended to develop industry and build supply 
chains across China, Myanmar, Bangladesh, and India (Wang 2015).

President Xi Jinping and Premier Li Keqiang recently revamped the 
OBOR strategy, shifting from an outward market and investment expan-
sion toward a more controlled approach around exporting Chinese 
equipment and high-value goods and services. Industrial upgrade has 
been one of the Xi Jinping administration’s top priorities, and the new 
China ‘Going Out’ policy plays a key role in the transition toward higher 
value manufacturing and technology. Exporting high value-added prod-
ucts like high-speed railways promotes China’s image abroad and show-
cases its newfound competitiveness. OBOR is the capstone of Xi Jinping 
and Li Keqiang’s new ‘Going Out’ policy that will create stronger and 
more competitive Chinese SOEs, expanding into sectors traditionally 
dominated by Western firms, and exerting influence in many regions.

Zimmerman argued that the OBOR geo-economic scheme would 
spontaneously integrate China’s neighbors more closely with the Chinese 
economy, enmeshing them in a network of trade ties, transportation 
links, and multilateral regional institutions, enhancing Beijing’s influence 
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over the weaker, poorer nations that surround it. The AIIB is one such 
mechanism and will assist in funding some of the projects that will be a 
part of the new Silk Roads (Zimmerman 2015), and can be interpreted 
as a desecuritization platform influencing ASEAN members to adjust 
their policies to reflect those potential interests in a realistic manner, 
although many believe that ASEAN members cannot be too dependent 
on China (Phoak 2015).

Potential Challenge: Territorial Disputes  
in South China Sea

China has expedited its building of islands and facilities in the South 
China Sea. In 1947, the nationalist Chinese government put forward 
claim to the South China Sea on a map containing 11 dotted lines. The 
map was adopted by the CPC when they took power and later Premier 
Chou Enlai deleted two lines in the Gulf of Tonkin to make the 11 dots 
into nine (Brown 2009). Because most of the territory that is controlled 
in the South China Sea was once limited to sandbars or chunks of reef 
that barely qualified as islands, China has been rapidly piling sand onto 
reefs in the South China Sea, creating seven new islets in the region 
(Watking 2015). The US Department of Defense’s annual report to 
Congress in 2016 on China’s military estimated that the Chinese have 
fashioned at least 3200 acres of new land in the Spratly Islands over 
the past several years. Adm. Harry Harris Jr., head of the US Pacific 
Command, has dubbed the Chinese building spree a “Great Wall of 
Sand” (Beech 2016).

For the sake of regional peace and security, the USA, India, and Japan 
kicked off the annual joint Exercise Malabar in June 2016, which was 
perceived as a maritime containment toward China (Kubo 2016). The 
Philippines formally initiated arbitration proceedings against China’s ter-
ritorial claim on the “nine-dash line” in January 2013, and the five arbi-
trators of the tribunal agreed unanimously with the Philippines in July 
2016. They argued that there was no evidence that China had histori-
cally exercised exclusive control over the waters or resources; hence there 
was no legal basis for China to claim historic rights over the nine-dash 
line. China, however, refused to participate in the arbitration (Lockett 
2016). Obviously, disputes regarding the South China Sea have been 
potential challenges to China–ASEAN relations.
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Conclusion

Beijing appears well aware of the complex political economy of the sit-
uation in the ASEAN region and tries to reshape it. The way to achieve 
its overall foreign policy goals is through desecuritization based on 
regionalism and soft power. Desecuritization can correct shortcomings 
because it starts from an implicit premise of cooperation (both genuine 
and instrumental), integrates contextual factors beyond pure capabilities, 
and is process oriented. Although China often runs into difficulties with 
ASEAN countries in territorial disputes, Beijing is familiar with using 
diplomatic rhetoric of desecuritization to correct bilateral relations. For 
instance, China and ASEAN members agreed on a South China Sea code 
of conduct in May 2017, which was still a draft, but gave no details of 
its contents.6 In summary, China’s desecuritization combines regional-
ism and soft power and is certainly the key to fix chasms among regional 
countries. As China continues to participate in regional economic inte-
gration (i.e. RCEP and OBOR), Chinese capitalism will further merge 
into AEC and become China’s most important desecuritizing strategy.

Notes

1. � The characteristics and elements of AEC include: (1) single market and 
production base; (2) competitive economic region; (3) equitable economic 
development; and (4) integration into the global economy. See: 13th 
ASEAN Summit Press Statement: Blueprint for the ASEAN Economic 
Community (AEC), January 2008. http://asean.org/wp-content/uploads/ 
archive/5187-10.pdf.

2. � “President Xi’s speech at the College of Europe,” Bruges, April 1, 2014. 
http://www.china.org.cn/world/2014-04/04/content_32004856.htm.

3. � “Go Global Investment Strategy Needed for Chinese Enterprises,” 
CHINA.ORG.CN, September 12, 2001. http://www.china.org.cn/ 
english/GS-e/19033.htm.

4. � “Full Text of Jiang Zemin’s Report at 16th Party Congress,” CHINA.
ORG.CN, November 17, 2002. http://www.china.org.cn/english/fea-
tures/49007.htm.

5. � “Trump Signs Order Withdrawing U.S. from Trans-Pacific Trade Deal,” 
Reuters, January 23, 2017. http://www.reuters.com/article/us-usa- 
trump-executiveorders-idUSKBN1572.

6. � Reuters. “China, ASEAN agree on framework for South China Sea code 
of conduct,” Reuters, May 18, 2017. http://www.reuters.com/article/
us-southchinasea-china-philippines-idUSKCN18E1FS.
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CHAPTER 3

New Chinese Capitalism and the ASEAN 
Economic Community

Hong Liu and Yishu Zhou

Introduction

Since the formation of the Association of Southeast Asian Nations 
(ASEAN) in 1967, ASEAN leaders have tried various means to estab-
lish regional cooperation among their members. That has included the 
establishment of the Preferential Trading Agreement in 1977, ASEAN 
Free Trade Area in 1993, and the ASEAN Trade in Goods Agreement in 
2010. The most ambitious attempt at economic integration has been the 
establishment of the ASEAN Economic Community (AEC) in December 
2015. With the newest agreement, the ASEAN leaders aimed to achieve 
unprecedented levels of trade liberalization and market integration, with 
the goal to set up a single-market production base with a free flow of 
goods, services, investment, skilled labor, and freer movement of capital 
(ASEAN 2008).
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The process of greater regional integration has developed along-
side the economic rise of China that began following its ‘Reform and 
Opening’ policies in 1978, and its membership in the World Trade 
Organization (WTO) in 2001. While the nature of the emergent and 
fast-growing Chinese economy has made it a popular destination for 
foreign direct investment (FDI), China has also been making rapid 
strides in overseas FDI (OFDI). The country’s OFDI has grown from 
US$7 billion in 2001 to US$101 billion in 2013 and US$116 billion 
in 2014 (Sauvant and Nolan 2015). According to figures released in 
September 2016 by the Chinese Ministry of Commerce, China’s out-
ward FDI flows in 2015 reached US$145.7 billion (up 18.3% year 
over year), making it the world’s second-largest source of FDI second 
only to the USA (US$300 billion) but higher than third-placed Japan 
(US$128.7 billion).

China has also taken a pointed interest in the development of ASEAN 
and has been ASEAN’s largest trading partner since 2011. That has been 
largely facilitated by the signing of the ASEAN–China Free Trade Area 
(ACFTA) in 2002, which was subsequently upgraded to the ASEAN–
China trade pact in 2015 to further ease cooperation and enhance 
transparency in trade transactions (ASEAN 2015). Mainland Chinese 
companies have become a particularly prominent presence in ASEAN’s 
infrastructure development landscape, and more than US$50 billion in 
infrastructure projects with an expected completion date between 2013 
and 2017 are associated with Chinese enterprises. Although most of 
those companies are state-owned enterprises, private companies such as 
Huawei also participate. China–ASEAN relations reached a new apex 
with the announcement of the One Belt One Road (OBOR) initiative 
in 2013, which is envisioned to galvanize economic development and 
connect China to regions spanning Southeast Asia, Central Asia, Europe, 
and Africa. In Southeast Asia, the OBOR initiative can be linked to 
China’s ‘three-pronged strategy on regional connectivity’ that has been 
interpreted as a counterbalance to the USA’s ‘Pivot to Asia’, as well as to 
leverage upon its extensive diasporic network.

While the presence of Chinese capitalism and Chinese entrepreneurs 
in the Southeast Asian political economy has been a prominent and his-
torically meaningful one, stretching as far back as the 1920s, the eco-
nomic rise of China and the growing clout of its OFDI has lent itself 
to a new phenomenon of what can be considered a wave of ‘new 
Chinese capitalism’ that increasingly blurs the boundaries between 
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private economic interest and the public nationalistic interests of Chinese 
state-building. The new Chinese companies that venture into Southeast 
Asia are representative not only of China’s economic strategies, but its 
foreign policy as well as its soft power. That is referred to by Norris as 
‘economic statecraft’, or the intentional attempt of the state to incen-
tivize commercial players to act in a manner that generates externalities 
that are conducive to the state’s interests; it can be best understood as 
Chinese President Xi Jinping’s reworking of China’s Going Out Policy 
to a more focused and streamlined agenda, one that would promote out-
ward investment and establish China’s status as a key global power. At a 
broader level, the development of new Chinese capitalism is in tandem 
with the emergence of state capitalism that has shaped the political econ-
omy of East Asia (Kurlantzick 2016; Norris 2016).

New Chinese capitalism thus presents itself both as a huge opportunity 
and potential hindrance to economic community building of ASEAN. 
While the call for greater regional integration in ASEAN was largely per-
ceived as a buffer to China’s growing attractiveness as an FDI recipient, 
the rise of China has also provided ASEAN with greater sources of invest-
ment and opportunities for business expansion. It is therefore worthwhile 
to consider how new Chinese capitalism will interact with the increasing 
regionalism of ASEAN and its attempts at community building, the par-
ticularities of its political economy, and its relationship with preexisting 
forms of ethnic capitalism. In doing so, this chapter will also contribute 
to the emerging field of ‘Capitalism Studies’, which trades the concept of 
‘history from below’ in studying the power relations that exist among the 
bosses, entrepreneurs, and businessmen that run the economy.

This chapter will first contextualize the phenomenon of new 
Chinese capitalism against an understanding of the political economy 
of Southeast Asia, and the role of Chinese capitalism and the diaspora 
Chinese. It will then discuss the regional architecture of the AEC and its 
implications for the preexisting and deeply ingrained politico-economic  
relations prevalent in Southeast Asia. Using cases of both private and 
state-sanctioned Chinese investments in Malaysia, Indonesia, and 
Singapore, this chapter will delineate the geographical and sectoral dis-
tributions of Mainland Chinese OFDI, as well as explain how those 
Chinese enterprises make an inroad into ASEAN and with whom they 
have collaborated in such endeavors. In doing so, this chapter will draw 
some conclusions on the characteristics of new Chinese capitalism in the 
context of an emerging AEC.
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New Chinese Capitalism in Southeast Asia

Nesadurai (2012) argued that economic development in Southeast Asia 
is largely shaped by two features: the significant role played by the econ-
omy in politics, and the close government-business relations embedded 
within patronage networks that shape many economic policy choices. 
MacIntyre (2010) also stressed that the interdependent relationship 
between government, business, and economic development is a par-
ticularly pronounced one. Such interdependencies are deeply ingrained 
into the countries’ political-economic landscape, and are supported by 
and work in the favor of select groups of the social and political elite. 
Thus, the progression of economic development in much of Southeast 
Asia is shaped as much by formal, institutional frameworks, as they are by 
informal, flexible arrangements and exchanges. That creates an inevitable 
tension between the institutional and regulatory nature of regionalism 
and the malleable and localized nature of power that governs domestic 
socio-political relations.

The prominence of alternative forms of power relations in Southeast 
Asia, which pervades all economic and political dealings, must necessar-
ily consider the role of ethnic capitalism, primarily Chinese capitalism. 
A recurrent feature in the political economy of Southeast Asian coun-
tries, despite their heterogeneity, is the significance of Chinese capital-
ism and Chinese businesses. Originally modeled after Weber’s concept of 
the Protestant Ethic, Chinese capitalism was envisioned as an ‘economic 
culture’ and the ‘dominant mode of economic organization in Southeast 
Asia today’ (Redding 1990). It is embedded in a peculiar form of polit-
ical economy in which the ethnic Chinese rule the host economy and 
leave the political sphere to the reign of indigenous ethnic groups. The 
sheer diversity of economic activities and the prowess with which they 
are controlled and coordinated by ethnic Chinese has enabled them to 
become the very foundation of the Asian economies in which they are 
contained.

Liu (2012) argued that the external conditions in which Chinese capi-
talism emerged in Southeast Asia necessitated that Chinese entrepreneurs 
resort to various forms of formal and informal networks to survive in an 
indigenous-dominated (save for Singapore), and frequently hostile, envi-
ronment. In Southeast Asia, particularly in countries such as Malaysia 
and Indonesia, entrepreneurial minorities were crucial to the growth 
of the commercial economy on the one hand, and the absolutist state 
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on the other hand. The Chinese as a minority remained distinct from 
the majority populations in culture, religion, residence, and law, partly 
by choice and partly through the policies of government that found the 
distinctiveness useful. That formed the basis of laws such as the bumiput-
era affirmative action policies in Malaysia, and the proliferation of anti- 
Chinese legislation during Indonesia’s Suharto era from 1966 to 1998. 
Because of such hostile political environments, the diasporic Chinese in 
Southeast Asia have had to enter into various types of formal and infor-
mal alliances to overcome numerous institutional and political barriers, 
thus translating into a distinctive type of flexibility and networking that 
has come to characterize Chinese capitalism.

Increasingly, diaspora Chinese capitalism also takes its cue from 
China’s growing role in the globalization phenomenon, thus allowing 
it to leverage upon transnational networks and a growing repository of 
diasporic communities. Economically, China has become reliant on inter-
national trade and FDI, institutionalized through membership of both 
the International Monetary Fund and the World Bank. Politically, China 
has cooperated more closely with the international community, especially 
since its WTO membership in 2001 and partnership with the Group of 8.  
Liu and van Dongen (2016) thus call for a view of Chinese capitalism 
from the perspective of transnational governance, referring to one which 
incorporates the perspectives and mechanisms of various players, and 
which understands the Chinese state as one that is simultaneously global 
while strengthening its domestic foothold, thus reconciling the rela-
tionship between domestic Chinese politics and diaspora relations. That 
is conceptualized by Gamlen (2006) as a reinscribing of the nation as a 
transnational social field, and is exemplified by the Xi Jinping administra-
tion’s ‘firm but flexible’ international strategy, which is aimed at enforc-
ing China’s domains of ‘hard power’ in the areas of the economy and the 
military, while incorporating greater considerations of ‘soft power’ befit-
ting of a country generally considered to be a new ‘world power’.

Three Case Studies

At the 9th ASEAN Summit held in Bali in 2003, ASEAN leaders agreed 
to establish an AEC by 2020. In many ways, it was perceived as the deep-
ening and extension of the regional economic integration project that 
ASEAN had embarked on since the establishment of the ASEAN Free 
Trade Area in 1992 and formally came into existence December 31, 2015.  
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It was envisaged that the Asian Economic Community would help to 
bring about a stable, prosperous, and highly competitive ASEAN eco-
nomic region in which there is a free flow of goods, services, investment, 
and a freer flow of capital, equitable economic development, and reduced 
poverty and socioeconomic disparities (Hew 2005).

Conscious of common criticisms of ASEAN’s perfunctory form of 
‘shallow integration’ that has allowed political objectives to take prec-
edence over economic integration and trade policy, the AEC aimed at 
being the most stringent and objective of regional agreements. That was 
exemplified in the 2007 AEC Blueprint. It sets forth the long-term and 
short-term goals of the AEC process, along with specific actions indi-
cated on a timeline. Its four main characteristics are as follows:

•	 A single market and production base
•	 A competitive economic region
•	 Equitable economic development
•	 Integration into global economy

While the AEC Blueprint laid out a detailed and ambitious set of goals 
and was endorsed by the ASEAN leaders, it remained a political docu-
ment, not a legally binding one. Compliance has always been the biggest 
obstacle for ASEAN’s institutional architecture, and ASEAN member 
states are well known for resisting any form of centralized authority to 
manage or complete the integration process. Even with the establishing 
of the AEC Scorecard mechanism in 2008, which aimed to monitor the 
achievement of milestones indicated in the AEC Blueprint’s Strategic 
Schedule, it remained a self-assessment tool that would be hard pressed 
to provide any objective and balanced insight. Thus, the ‘strategic sched-
ule’ remains saddled with loopholes and ‘flexibility’ hedges, which fails 
to set strict standards and objectives for member states. Most signifi-
cantly, there is no mechanism for exerting peer pressure or enforcing 
sanctions when the AEC targets are missed. The country-based score-
cards are kept confidential, which effectively rules out peer pressure and 
makes it difficult for working committees or expert meetings to assess 
and address implementation bottlenecks (Menon and Melendez 2017). 
Indeed, it has been observed that despite the growing economic ties 
between China and Southeast Asia over the past decade, “the choices 
made by individual ASEAN countries will be influenced by political and 
strategic factors as much as economic ones” (Booth 2016).
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Hawes and Liu argued that the political economy of Southeast Asia 
must incorporate a view of the power balance between three different, 
yet closely connected, variables—the state, the domestic capitalist class, 
and the international economy (Hawes and Liu 1993). To that end, the 
new regionalism of the AEC must work in conjunction with-sometimes 
interacting with, sometimes circumventing-the delicate balance of power 
relations that underscore socio-political relations in Southeast Asia. That 
would involve an understanding of the contestations and negotiations 
between the formal, institutional apparatus of the AEC that is represent-
ative of the pressures of globalization and neoliberalization; and the infor-
mal, unstructured ways in which much of Southeast Asian development has 
progressed thus far, that is representative of the importance of structural 
and historical factors in understanding the local political economy.

Malaysia: Strong Links with the State

The history of Chinese entrepreneurs in Malaysia has been largely 
defined by the fraught racial politics in Malaysia, particularly the social 
rift between the Bumiputera Malays and ethnic Chinese. The New 
Economic Policy (NEP), introduced in 1970 by ruling party United 
Malays National Organization, was ostensibly a 20-year plan to achieve 
greater national unity by way of greater state intervention in the econ-
omy. That was aimed at offsetting the inequitable distribution of wealth 
among the Malays and Chinese, with the minority Chinese community 
owning a disproportionate amount of wealth. The government thus 
enlisted many government-linked companies (GLCs) to venture into 
major sectors of the economy on behalf of the ethnic Malays (Gomez 
2013). That led to the decision in the 1980s to implement state-led ISI 
(Import Substitution Industralization) in heavy industries such as auto-
mobiles, steel products, and cement. During the 1997 Asian financial cri-
sis, the government renationalized key projects, and GLCs remain highly 
overrepresented in the construction sector until today (Lim 2015).

The NEP also engendered the widespread practice of intra-ethnic 
networking, which was perceived by Chinese businessmen as the most 
viable option to ensure the well-being of their businesses. Chinese entre-
preneurs thus decided that to develop their enterprise, it was important 
also to establish interethnic business ties, preferably with well-connected 
Bumiputera businessmen. Those enterprises operated predominantly in 
primary commodity production or resource-based industries that relied 
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heavily on local sourcing and local support. They thus congregated 
most in the banking, manufacturing, and property and real estate sec-
tors. Khoo argued that the leading Malaysian-Chinese business groups 
appear to have chosen a two-prong strategy in developing their enter-
prise: working closely with Bumiputera political patrons to achieve busi-
ness success within Malaysia, while at the same time building relations 
with non-Malaysian capital, preferably other so-called ‘overseas Chinese’ 
capital, that can serve as a potential source of wealth (Khoo 2006).

The tendency of Chinese firms to select coalition partners that would 
best benefit their businesses, with a firm understanding of the relation-
ship between politics and business, is also reflected in the behavior of 
new Chinese multinational corporations (MNCs) investing in Malaysia. 
Large mainland Chinese MNCs have been gaining steady momentum in 
terms of their contributions toward FDI in Malaysia. The property devel-
opment sector in Malaysia has attracted growing interest from Chinese 
developers, with three major Chinese companies developing properties 
in Iskandar, a Special Economic Zone that borders Johor and Singapore. 
China’s Guangzhou R&F Properties is investing RM$4.5 billion to build 
condominiums in Iskandar, while Country Garden Holdings is invest-
ing RM$900 million in 45 condominium towers, offering a total of 
9500 units. Greenland Holdings is also investing RM$2.4 billion in its 
Iskandar property development (Chew 2016). One of the most promi-
nent development projects in Iskandar is Country Garden’s Forest City, 
a man-made island that will include apartments, schools, hospitals, and 
a special financial administrative region. Country Garden has pledged 
to invest a total of 250 billion yuan over 20 years on the project. The 
Country Garden Pacific View project is being developed in partnership 
with Esplanade Danga 88, of which the largest shareholder is Johor’s 
Sultan Ibrahim Ismail—thus making Forest City a joint venture between 
the Guangzhou-based Country Garden and the Johor Monarch (Zhen 
2017). That is a significant development in that it represents both a con-
tinuity of the past practice of ethnic Chinese capitalists collaborating with 
the local elite and power holders, and a change in that the Chinese are 
‘foreigners’ in the true sense of nationality and country of origin.

Guanie Lim’s study on mainland Chinese firms in Malaysia demon-
strates that a sizeable portion of the mainland Chinese firms have coop-
erated with GLCs (50% of all firms) in their cross-border investments, 
while a smaller percentage have cooperated with ethnic Chinese firms 
(28% of all firms), and other entities, for example neither the GLCs 
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nor the ethnic Chinese firms (33% of the firms). The mainland Chinese 
firms’ preference for coalition partners also differs across different eco-
nomic sectors. While the preference for the GLCs is most palpable in the 
construction sector (76%), the preference for ethnic Chinese companies 
is most perceptible in the manufacturing, finance, and information and 
communications sectors (33–43%). That reinforces the view that Chinese 
firms are adept at selecting coalition partners that best benefit them—the 
GLCs occupy a monopolistic position in the construction sector, while 
the majority of Chinese-owned small- and medium-sized enterprises 
(SMEs) are in the manufacturing and finance industries. Jakobsen refers 
to this as ‘shallow’ business networks—shallow in terms of time-depth 
and not necessarily confined to intraethnic relations. While ethnic dif-
ferentiation and discrimination formed the historical context in which 
Chinese capitalism emerged, its hybridized nature also implies that the 
reference points of its extensive informal network sought to continually 
update and manifest itself to assimilate not only with the local economy, 
but the international political economy at large (Jakobsen 2015).

An even more striking, and in equal measure polarizing, exam-
ple of Chinese economic statesmanship has been the state-owned 
China General Nuclear Power Corp’s purchase of all the energy assets 
of 1Malaysia Development Bhd. (1MDB), amounting to US$2.3 bil-
lion. Those assets, known as Edra, consist of 13 power plants across five 
countries from Malaysia to Egypt and Bangladesh (Venkat 2015). The 
deal would not only afford China greater influence in Malaysia, but is in 
line with China’s OBOR initiative, by providing access to other emerg-
ing economies in North Africa and South Asia. Despite the controversy 
surrounding 1MDB and its founder, Prime Minister Najib Razak, the 
Chinese company’s willingness to buy the assets signals certain apathy to 
politics, while at the same time its decisions are intensely political. More 
significantly, mainland Chinese companies are uniquely attuned to the 
conditions of doing business in emerging economies and less developed 
countries, where corporate governance standards are comparatively weak, 
in ways that North American or European companies may not be. Lim 
argued that as those Chinese firms first had to cut their teeth in the cut-
throat business environment of the mainland, that ‘baptism of fire’ has 
allowed them to familiarize themselves with more challenging business 
environments, and in negotiating complex state-society relations and 
patron-client networks. That in turn allows them a unique advantage 
when doing business in developing countries.



64   H. LIU AND Y. ZHOU

Indonesia: Interplay Between Politics and Ethnicity

The so-called ‘Chinese Question’ in Indonesia dates to the colonial 
period under Dutch rule, and has undergone several iterations. The 
ethnic Chinese issue became a major obstacle affecting diplomatic rela-
tions between China and Indonesia, with formal diplomatic ties being 
frozen during the New Order era under Suharto. Chua asserts that dur-
ing the New Order government of President Suharto, Chinese capitalism 
flourished through extensive patronage links (Chua 2008). However, in 
the post-Suharto era of Reformasi, the former politico-bureaucrats that 
wielded power over the Chinese capitalists became much less necessary. 
Conversely, politicians became increasingly dependent on businessmen 
and entrepreneurs, such that corporate moguls could beget political 
power through the bureaucrats, inside the institutions, thus effectively 
exercising control over the state. The social demarginalization of ethnic 
Chinese gave capital the opportunity to present itself inside the reformed 
political system. Ethnic Chinese and other businessmen were no longer 
rarities in the political landscape of post-Suharto Indonesia, from local 
institutions to the national government (Hoon 2006).

Chinese-Indonesian businessmen also became much more open about 
identifying as ethnically Chinese, making use of their diasporic relations 
to China when the situation benefited them. Interviews with several eth-
nically Chinese business moguls in Indonesia detail their conviction that 
the Chinese will dominate the economy in the future, participation in 
the Chinese Indonesian Association INTI, and printing bilingual busi-
ness cards (Chua 2008). Currently, the top listed Indonesian conglom-
erates with the highest market capitalization have all been founded by 
ethnic Chinese businessmen. The four groups consisting of the Astra 
Group, the Salim Group, the Lippo Group, and the Sinar Mas Group, 
have expanded from small trading businesses into mega-conglomerates 
that have business lines in finance, property development, manufactur-
ing, and even media and information and communications. Combined, 
all listed companies controlled by those four groups account for 17.5% of 
total market capitalization in Indonesia.

The past decade has witnessed rapid growth of Chinese FDI in 
Indonesia. The majority of Chinese OFDI comes from state-owned 
enterprises, with the remaining from regional governments and private 
firms. In the case of joint ventures, their local partners are mostly local 
Chinese, except in the infrastructure, mining and energy sector where 
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their local partners are Indonesian state-owned enterprises. The man-
ufacturing sector remains the most important sector in China’s FDI in 
the country, reflecting the important drivers of Chinese OFDI: “gain-
ing access to and building markets, securing natural resources, acquiring 
strategic assets, burgeoning foreign exchange reserves, proactive govern-
ment policies, international competitive dynamics, and extra-productive 
motives” (Gammeltoft and Tarmidi 2011). China was ranked as the tenth 
source country of FDI in Indonesia in 2015. It quickly jumped to sec-
ond (overtaking Japan and behind Singapore) in 2016—with US$1.075 
billion realized investments from China in the final quarter of the year, 
nearly five times what it was a year earlier (Suzuki and Maulia 2017).

The financial sector has become increasingly visible and prominent in 
China’s overall FDI composition. Apart from the Bank of China which 
had branches in Indonesia from as early as the 1930s, the Industrial 
and Commercial Bank of China (Indonesia) Co., Ltd. (ICBC) was 
established in 2007 as a foreign exchange licensed commercial bank, 
with more than a dozen branches located in three big cities (Jakarta, 
Bandung, and Surabaya). The ICBC took over 90% of the shares of 
an Indonesian private commercial bank, the Bank Halim, owned by 
an Indonesian-Chinese individual. China Minsheng Investment Corp 
(CMI), a private equity firm, announced in 2015 that it would guide 
dozens of leading private enterprises in China’s advantageous indus-
tries to invest US$5 billion in Indonesia to construct CMI Indonesia’s 
industrial parks, and the investment scale is expected to surpass US$10 
billion in the short term. Citing Indonesia’s strategic location as a mari-
time power, population size, and sound China–Indonesia relations, CMI 
CEO Li Huaizhen said that the ‘going global’ of scores of domestic pri-
vate companies from China would bring multiple beneficial programs to 
Indonesia to help support it in its middle to late period of industriali-
zation (Lin 2015). CMI Chairman Dong Wenbiao had also stated that 
by building a platform to facilitate Chinese companies to ‘go global’ en 
masse, they will be able to cut costs and risks and create greater efficiency, 
returns, and competitiveness. Developing overseas in groups would also 
allow companies to blend into the local economy and society in a brief 
period of time (Jakarta Post 2015).

The apparent ease with which Chinese investors such as CMI are 
making gains in Indonesia is reflective of the indispensability of Chinese 
capital to Indonesian politics. The increasing economic importance 
of China will help to bolster the status of Chinese businessmen in  
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Indonesia, while also foregrounding the instrumentalist view of ethnic-
ity that is prevalent in Indonesia. While during the Suharto-era Chinese 
businessmen were regarded as pariahs that engaged in patronage rela-
tions as part of social and political protection and were rarely vocal about 
their Chinese heritage, they are now using it to establish partnerships 
with mainland Chinese firms. As such, CMI’s key partner in Indonesia 
is the Indonesia China Business Council, which actively helps to facili-
tate and encourage business development between Indonesia and China. 
Liu and van Dongen argue that diasporic Chinese organizations such as 
the Indonesia China Business Council help contribute to transnational 
governance that has resulted in China’s ‘augmented institutionalization’. 
Those organizations help create interactive platforms where state, society, 
and capital interact, and ensures that the Chinese state maintains a cer-
tain level of influence among businesses of China origin in Indonesia.

Suryadinata notes that the president of the Indonesia China Business 
Council, Alim Markus, is a second-generation Indonesian-Chinese 
who was elected based on his strong business connections with China 
(Suryadinata 2012). He is active in many local Chinese organiza-
tions and has served as the general chairman of the Indonesian Fuqing 
Organization, general chairman of the Indonesian Lim Surname Asso
ciation, and permanent honorary chairman of the Indonesia Hakka 
Association. As the head of MNC Maspion, he has also played a part in 
local politics, acting as consultant to President Abudurrahman Wahid 
and to Speaker of the House Agung Laksono. The ability to occupy a 
role both in the Chinese business sphere and the Indonesian national 
political sphere is reflective of what Ren and Liu refer to as a ‘dual 
embeddedness’ (Ren and Liu 2015), typically exemplified as immi-
grants or members of a diaspora, in their ability to be involved in both 
their origin and settlement societies. Thus, Chinese diasporic entrepre-
neurs frequently utilize both transnationalism and integration as business 
strategies. Local economic or social resources in the host society can be 
converted into transnational economic or social resources in the home 
society, and vice versa.

Indonesia also plays a pivotal role in China’s OBOR initiative. Many 
mainland Chinese companies are involved in the construction of power 
plants, ports, and road and rail infrastructure through various projects 
that began in 2013. Chinese investors are developing a China–Indonesia 
Industrial Investment and Cooperation Zone and other railway projects 
in the country. Sinopec is building an oil storage terminal in the Batam 
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Free Trade Zone that is estimated to cost approximately US$850 mil-
lion. China Power Investment and Anhui Conch Cement are involved 
with a US$17 billion hydropower project in North Kalimantan. Other 
Chinese companies such as the China Railway Group, the China 
Honggiao Group, and the China Communications Construction Group 
are involved with transport, power, and communication projects in 
Indonesia. A consortium of Indonesian companies, in conjunction with 
the China Road and Bridge Corporation and China Harbor Engineering, 
constructed the 5.4-km, $445 million Suramadu Bridge connecting 
Surabaya with Madura (ASEAN 2015). There have also been talks of an 
impending US$63 billion investment deal with China, which would not 
only bolster President Joko Widodo’s goal of building infrastructure, but 
also China’s ‘three-pronged strategy on regional connectivity’, as part 
of the greater OBOR initiative. The $63 billion will likely be funneled 
into financing, electricity, and industrial estates projects (Otto 2015) 
(Fig. 3.1).

Singapore: Financial Hub and Interdependency

Singapore differs significantly from the previous cases of Malaysia and 
Indonesia as the ethnic Chinese occupy a significantly more favora-
ble standing in the country’s political and economic landscape and are 
also the racial majority (75% of the total population). The investment 
relationship between Singapore and China is an interdependent and 
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long-standing one. By November 2013, 140 Chinese companies were 
listed on the Singapore stock exchange (SGX), with a market capitaliza-
tion of approximately SGD$32 billion, although there are many main-
land firms delisting from the SGX due to low interest and value added to 
their portfolios. In 2013, China became Singapore’s number one trading 
partner with bilateral trade worth SGD$115.2 billion. The bilateral trade 
between China and Singapore accounts for 11.8% of Singapore’s total 
trade (Ren and Liu), and Singapore has been China’s largest foreign 
investor country since 2013, when its investments in China hit US$7.23 
billion. As a result, there have been extensive interactions between the 
Chinese communities in Singapore (both old and new) and China in the 
transnational social, economic, and cultural arenas.

A study conducted by Chan and Ng (2004) identified three main 
categories in which ethnic Chinese business in Singapore may be cate-
gorized. The first is SMEs, which are mostly labor-intensive in their 
operations and oriented primarily toward the small domestic market. By 
2006, SMEs comprised more than 90% of total establishments, employ 
51% of the workforce and generate 34% of total output (Ng 2006). The 
second group is large business conglomerates that are involved in a host 
of industries ranging from light manufacturing, real estate and property, 
to hotels and banking. The third group of ethnic Chinese businesses in 
Singapore, in contrast to the previous two groups, is less culturally ori-
ented, and mostly do not depend on traditional family lineage. Many 
may have worked previously with MNCs or GLCs, and have ventured 
out in industries such as computer technology, e-commerce, and knowl-
edge-based operations. However, this third category remains a compar-
atively small percentage of the total businesses in Singapore. Yet, the 
developing of companies in the high technology and computer industry 
is becoming increasingly important for the continued growth of mature 
economies such as Singapore, in comparison with the emerging econo-
mies of Malaysia and Indonesia (Aggarwal 1985).

It is therefore no coincidence that some of the most prominent and 
popular MNCs of Chinese origin in Singapore belong to the internet 
and technology sector. The technology sector in China is growing at a 
remarkable pace, with companies such as Alibaba, Tencent, and Xiaomi 
carving out increasingly broad brand recognition and legitimacy not 
only domestically, but internationally, putting them on par with some 
of the most popular Western technology companies. In their efforts 
toward expansion, Chinese technology companies are drawing closer to 
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Southeast Asia. Eddie Wu, senior vice president of the Alibaba Group, 
claims that ‘in five to ten years, the relationship between Chinese inter-
net companies with Southeast Asian internet companies will be more 
important than Southeast Asian internet companies with European and 
American companies’ (Lee 2016).

Within Southeast Asia, Singapore is well positioned to be the first 
choice for Chinese investment. Its strategic location makes it an essen-
tial connecting hub in Southeast Asia, a ‘regional headquarters’ for 
engaging with China, and a hub for gathering talent. Singapore also 
boasts a stringent and transparent regulatory framework and a friendly 
business environment, making it easier to wade through red tape for 
possible investments, setting up offices, and making hires. In terms of 
internet access, Singapore is a highly wired nation with a mobile pen-
etration rate of 147% as of October 2017 (IMDA 2018). Importantly, 
the Singaporean government is eager to establish close ties with China, 
recognizing it as a site of great opportunities. Launched in 2007 and 
founded by late Prime Minister Lee Kuan Yew, Business China is a 
Singaporean organization that aims to nurture an inclusive and bicul-
tural group of Singaporeans through extensive use of the Chinese lan-
guage to develop a cultural and economic bridge linking the world and 
China. It has spurred the development of programs such as FutureChina, 
Apex, and Go East, all of which seek to deepen China–Singapore ties 
and allow Chinese enterprises in Singapore to exploit their dual iden-
tity as ethnic Chinese and Singaporean. On the one hand, they can play 
out their Chinese identity to enhance guanxi with Chinese government 
officials and mainland Chinese businesses. On the other hand, they, as 
Singaporeans, can take advantage of the fact that they are different from 
mainland Chinese, and pose themselves as attractive business partners 
and associates. On top of that, Singapore ethnic Chinese business can 
even use the ‘brand state’ of modern Singaporean developmentalism and 
incorruptibility to enhance their business reputation (Ng 2006).

In 2014, Hugo Barra, Vice President for Xiaomi Global, announced 
that the company would be expanding into Singapore—its first country 
in Southeast Asia and third country after launching in Hong Kong and 
Taiwan. In the same year, Chinese e-commerce giant Alibaba launched 
its Taobao marketplace in Singapore, similarly after having made pro-
gress in Hong Kong and Taiwan. In April 2016, Alibaba acquired a con-
trolling stake in Singapore-based online retailer Lazada for about US$1 
billion, its largest overseas investment to date. Lazada operates sites in six 
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Southeast Asian markets, including Indonesia and Malaysia, and the deal 
brings Alibaba closer to the goal of getting at least half the company’s 
revenue from overseas.

The nature and characteristics of those fast-rising Chinese internet 
companies in Singapore is indicative of another type of Chinese MNC 
that differs significantly from notions of the Chinese-owned company as 
a traditional, hierarchical, family-owned type of operation. A report con-
ducted by the World Economic Forum uncovered that leading Chinese 
companies are making innovation a strategic priority in their business 
models to stay competitive in global markets (World Economic Forum 
2015). In analyzing how innovation contributes to those companies’ 
globalization efforts, the report unraveled a dual-path framework. In the 
first path, companies become successful innovators in the domestic mar-
ket at first and then leverage their advantage in innovation on the global 
market. In the second path, companies successfully expand within the 
global market first and then leverage its resources to enable innovation 
for long-term development. The first path is the one most commonly 
adopted by technology and internet companies, while large state-owned 
or formerly state-owned companies adopt the latter.

Conclusion

Looking at the cases of Indonesia, Malaysia, and Singapore, it is apparent 
that the new wave of Chinese capitalism should be differentiated from 
the previous manifestations of ethnic Chinese capitalism in Southeast 
Asia. First, new Chinese capitalism is ‘foreign’ both in the sense of 
nationality and country of origin, whereas the previous wave of Chinese 
capitalists were immigrants who had established roots and families in 
their host countries and identified foremost as Southeast Asians (Liu 
2016).

Second, new Chinese capitalism must be considered along with the 
global presence of China as a new super power, which has not only made 
ASEAN countries much more welcoming of Chinese investment, but has 
also allowed the ethnic Chinese residing in those countries to reconsider 
their hyphenated identities.

Third, new Chinese capitalism does not posit to disrupt or dis-
lodge the preexisting order of Chinese enterprise in their host coun-
tries, but instead are able to establish links and networks to make 
use of the resources best available to them. Reflecting the business 
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knowledge obtained through years of operating in China’s unique polit-
ical economic environment, many of the Chinese firms exhibited high 
operational flexibility and adaptability to the host country’s business con-
ditions, and made sure that their business objectives were beneficial to 
the country’s overall growth and economy.

Finally, new Chinese capitalism is reflective not only of a new growing 
consciousness among China’s businesses, but also as part of the state’s 
ambitions of ‘going global’ and strengthening China’s international 
image. As such, the new brand of Chinese capitalists are not only busi-
nessmen and investors helping to fortify the country’s economy by ven-
turing into untapped markets, but are also ‘diplomatic ambassadors’ who 
would help to brand China as a peaceful and responsible great power, 
and an impending world power.
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CHAPTER 4

The Social Capital of Being Chinese  
in Thai Politics

Wasana Wongsurawat

Introduction

Banharn Silpa-acha is probably the most well-known political leader of 
Chinese descent in modern Thai history, second only to King Taksin 
(1767–1782). Banharn was born in 1932 as Bei Teksiang (马德祥) to 
Chinese parents in the province of Suphanburi. Elected as a member 
of Parliament in 1976,1 he became Thailand’s 21st Prime Minister in 
1995 (1995–1996). Banharn was intimately connected with the ethnic 
Chinese community as he rose through the intricate mechanisms of the 
Thai political scene (Manthira 1995). His tenure as the nation’s premier 
witnessed contradictory events related to his Chinese roots. For exam-
ple, the official inauguration of the ‘Dragon Descendants Museum’ in 
his home province of Suphanburi represented respect paying homage to 
the Prime Minister’s ethnic and cultural heritage. On the other hand, he 
faced a vehement series of attacks and accusations from the opposition 
party (the Democrat Party) questioning the authenticity of his Thai cit-
izenship and, consequently, his qualification to hold office as the coun-
try’s Prime Minister. Those allegations played a key role in the Democrat 

© The Author(s) 2019 
Y. Santasombat (ed.), The Sociology of Chinese Capitalism in Southeast 
Asia, https://doi.org/10.1007/978-981-13-0065-3_4

W. Wongsurawat (*) 
Chulalongkorn University, Bangkok, Thailand

http://crossmark.crossref.org/dialog/?doi=10.1007/978-981-13-0065-3_4&domain=pdf


76   W. WONGSURAWAT

Party’s no-confidence debate in September 1996. Ultimately, although 
it did not result in an explicit no-confidence vote, Banharn’s regime suc-
cumbed to pressure and dissolved the parliament within a week after 
the debate (Sathaporn 2012). That led to the November 17, 1996 gen-
eral election which saw the rise of northeastern-dominant political par-
ties: the New Aspiration Party, under the leadership of General Chavalit 
Yongchaiyudh. Banharn would continue be elected as a member of par-
liament through the party list system up to the very last election of his 
life in February 2014, two years before his death in 2016.

When Banharn passed away on April 23, 2016, the political mood 
toward his ethnic Chinese origins appeared to be very different from 
what it was when he was forced out of office in 1996. Heartfelt obitu-
aries and glorifying eulogies were published in every major Thai news-
paper and distributed online. He was hailed as the most distinguished 
son of Suphanburi and the pride of the nation’s Chinese community. 
The Dragon Descendants Museum has become a major site of pilgrim-
age for visitors from China. Banharn’s Chinese background is recognized 
because China has increasing influence in the country and those eulogies 
had rare mention of the previous controversy around his Thai citizenship 
as Prime Minister. Public opinion instead expressed sympathy toward 
Banharn, with criticism targeting Democrat Party leaders, including for-
mer Prime Minister Abhisit Vejjajiva, for unscrupulously fabricating hate-
ful evidence during his premiership. The past decade has been turbulent 
in Thailand with military coups in 2006 to oust Prime Minister Thaksin 
Shinawatra and again in 2014 to oust his sister, Prime Minister Yingluck 
Shinawatra.

This chapter examines the influence of Chinese ethnicity in the con-
text of Thai politics. Banharn’s life appears to represent the social 
implications of being Chinese in Thai politics, albeit with different con-
sequence because of changing perceptions and political players. Born the 
same year as the Siamese Revolution (1932) and the formation of a con-
stitutional monarchy, his life followed Thailand’s contemporary political 
development. During some periods, it was beneficial to be part or com-
pletely Chinese, while during other times being Chinese proved to be 
detrimental. The socio-economic and political context of Thailand, both 
domestic and international, had influence on the social capital of being 
ethnic Chinese in Thai politics. Understanding those facts makes it possi-
ble to understand and prepare for major changes that have already begun 
with the rise of People’s Republic of China (PRC) influence in Thailand.
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Citizenship and Different Ideals of the Nation-State

The matter of citizenship only became a factor in Thai politics when 
nationalism became a matter of the people rather than the ruling elite 
following the Siamese Revolution and coup d’etat of 1932. That argu-
ment is built on the crucial transformation of the concept of national 
territory and nationalism changing from the rule of a royalist absolutist 
regime to a revolutionary constitutionalist regime of the People’s Party 
(Khana Ratsadon). That transformation was profoundly influenced by 
the final abolition of extra-territoriality by the People’s Party government 
in 1938 (Mektrairat 1997).

Since the ratification of the Bowring Treaty in 1855, the existence of 
extra-territorial rights for colonial subjects in Siam categorically denied 
the kingdom from the possibility of transforming into a modern nation-
state. Regardless of how the national borders might have been geograph-
ically determined, there would remain a sizable population within those 
boundaries that were beyond the control of the Siamese judicial system. 
In other words, the borders might have been marked, but if the gov-
ernment did not enjoy absolute sovereignty within those borders, the 
borders that were established in late nineteenth-century Siam were not 
recognized. A sizable population of colonial subjects were economically 
influential and of Chinese origins (Wongsurawat 2016).

King Vajiravudh Rama VI propagated his own brand of royalist nation-
alism as the fundamental policy of his reign. Contrary to the popular 
interpretation of Vajiravudh’s nationalism, I believe that Rama VI’s roy-
alist nationalism was designed to include, not exclude, the economically 
influential Chinese colonial subjects to the monarch’s nation-building.  
Vajiravudh’s nation was identified by the subjects in the monarchy instead 
of geographic territories or birth right. To allow rich Chinese, whose 
extensive business interests were transnational in the colonial territories,2 
to contribute to the nascent Siamese nationalism, they had to be defined 
by devotion to the monarch and not solely about actual geographical res-
idency or ethnic/cultural origin (Matichon 2015).

Vajiravudh’s version of nationalism was elitist and less democratic 
compared with the new territorial version of the People’s Party regime of 
the 1930s. The complete abolition of extra-territoriality was among the 
top priorities of the revolutionary government. That was to enable their 
vision of a more egalitarian nation that was defined by its people and ter-
ritorial boundaries rather than by the highly elitist measure of a person’s 
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connection to the monarch. That also meant that the formerly highly 
transnational Chinese colonial subjects were forced to identify their 
political allegiance in a far more substantial manner than was required 
of them in the previous régime. No doubt, that was a more democratic 
definition of the nation, yet it was also more unavoidably racist. When 
local elections eventually followed in 1933, voting rights were deter-
mined largely by residency and citizenship. Rights to run for and hold 
political positions were similarly defined. That was decidedly the point in 
time when being Chinese started to hold some negative implications in 
Thai politics (Sattayanurak 2002).

The egalitarian and idealistic People’s Party’s version of the territo-
rial nation was short-lived. Dreams of a people’s nation came crashing 
down just as quickly as the territories in French Indochina were forci-
bly returned to France in 1941. The royalist conservative leader of the 
pro-Allied Free Thai Movement, M.R. Seni Pramoj, and wartime Thai 
minister to Washington, DC returned to be the first postwar Prime 
Minister of Thailand from 1945 to 1946, and again in 1975 and 1976. 
The kingdom quickly descended into military dictatorship and became 
a dedicated supporter of the USA during the Cold War. At that time, a 
quarter of a century since Vajiravudh’s passing, his ideological design of 
‘nation, religion, monarch’ became a powerful ideology behind the con-
servative autocracy in Thailand through much of the Cold War period.

The royalist concept of the nation-state and nationalism returned 
during the Cold War era as a crucial aspect of the military regime’s 
anti-Communist policies. It is important to note that the Thai nation, 
and the socio-political context of the world that surrounded it, had been 
transformed through the course of the two world wars and the highly 
disruptive collective process of decolonization. Save for a few anachro-
nistic anomalies—namely, Hong Kong and Macau—the latter half of 
the twentieth century had little tolerance for the colonial world order. 
The Cold War was truly an era of building of the nation-state. Extra-
territoriality had been abolished in most parts of the region and the 
nation-states were geographically defined by internationally recognized 
national borders (Wongsurawat 2016). At that time, citizenship became 
more important in defining the rights and identities of people residing 
in territorial borders of each nation and Thailand was hardly an excep-
tion. Although the political influence of the monarchy was systematically 
increased through much of the postwar period, Thailand continued to be 
a territorial nation. Citizenship continued to be an important condition 
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for receiving various forms of state support, protection, and recognition, 
and it became a fundamental part of political life. For the (not entirely 
democratic) elections that occurred through the Cold War years, citizen-
ship was required both for voting and running for office. Citizenship was 
required for joining the armed forces, which, for many, was a quicker and 
more secure way to access political power (Kasetsiri 2016).

It is important to note that during that time, ethnic Chinese entrepre-
neurs gained much of their privileged position vis-à-vis the working-class 
masses. In addition to regaining dominance with the return to political 
power of conservative elite allies, leading ethnic Chinese entrepreneurs 
managed to secure their business advantages by cultivating connec-
tions with the ruling military government. In similar fashion to how the 
Chinese served as the Crown’s business agents during the colonial period, 
the Chinese-Thai of the Cold War era were the business agents for military 
regimes. As corporations began to have influence, they were protected 
from harassment and secured a stable and continuous flow of govern-
ment contracts by keeping powerful generals on their payroll as honor-
ary board members. Small- and medium-sized enterprises in the provinces 
acted like local gentry, making profit through implementing state policy 
while engaging in philanthropy and public service to maintain an amia-
ble relationship with the masses whom they were exploiting (Wongsurawat 
2009). Not surprisingly, many ethnic Chinese tycoons assumed the lead-
ing positions in their local communities and easily dominated provincial 
elections. It was within that transformed territorial nationalist context that 
Banharn Silpa-acha entered national politics for the first time.

Banharn Silpa-acha: A Provincial Narrative 
that Overpowered the National Scene

Banharn Silpa-acha’s colorful life story and impressive political achieve-
ments are an example of the channels of negotiation and compromise 
that enabled ethnic Chinese entrepreneurs to forge necessary alliances 
with the military and the conservative elite to ascend to the top echelons 
of Thai politics.

Banharn’s story began in the very typical manner of most regional 
second-generation Chinese business families. Born only months after 
the Siamese Revolution, he was the fourth of six children (third of four 
sons) in a family of Chinese migrants who made a comfortable living 
in the fabric business in the city of Suphanburi. Like most sons of any 
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respectable Chinese family of the provinces, after completing his pri-
mary education in his home province, Banharn traveled to Bangkok to 
further his education at the secondary level. Unfortunately, the Great 
East Asia War broke out and interrupted young Banharn’s education. He 
had to leave school and entered the job market, first as an assistant in his 
older brother’s company and later trying his hand in various businesses 
of his own. His first major break in the capital’s business scene came in 
the early 1970s when his company, Sahasrichai Chemical Co. Ltd., won 
contracts to sell chlorine to the Thai Bureau of Public Works and the 
Metropolitan and Regional Waterworks Authorities (Silpa-acha 2016).

State-awarded business contracts were garnered through personal 
connections with high ranking members of the military government who 
oversaw the Bureau of Public Works as well as high-ranking civil servants 
among the conservative elite who dominated the waterworks authorities. 
That was a classic way of businesses from the ethnic Chinese community 
to gain a competitive edge in major businesses. Banharn was outstanding 
in that he managed to build on that initial success in business to quickly 
orchestrate a political breakthrough for himself. In 1974, in the capacity  
of a successful business personality with good connections in military 
political circles, he was appointed as one of the government-selected  
Senators to draft a new constitution following the upheavals of the 
October 1973 student movement. By 1976, Banharn Silpa-acha had 
managed to get himself elected as parliamentary representative of his 
hometown in Suphaburi (Choetcharatfa 1995).

Banharn capitalized on his Chineseness and Chinese connections 
to enhance his political position throughout his political career. He 
was Chinese before the rise of China and he continued to profess his 
Chineseness even at times when he was being attacked vehemently for 
his family roots. Banharn started his political career very much in the 
manner of a respectable member of the local gentry. That is, he posi-
tioned himself as the intermediary agent between the political elite 
in Bangkok and the masses of his hometown in Suphanburi. He made 
his fortune through business ventures supported by his colleagues and 
connections in military government and then spread his wealth via 
numerous philanthropic projects throughout his home province. When 
he came to lead the team of Suphanburi Parliamentarians, Banharn 
was famous for channeling public funding to his province and making 
Suphanburi the province with the best infrastructure in the country 
throughout the 1980s and 1990s. From highways to schools to public 
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parks, nearly every significant institution in the province bore the name 
of Banharn and his wife Chaemsai, so much so that many mockingly call 
the province ‘Banharn-buri’ (Silpa-acha 2016).

Among the most popular analogies in the numerous existing narratives 
of Banharn’s formidable ties with his hometown is the story of his vow 
to the City Pillar Shrine. He first made his declaration as he was leaving 
Suphanburi for Bangkok for the first time in 1949. The story that is told 
is that young Banharn, at the age of 17, was heading off to seek his for-
tune in the capital and stopped to pay respect to the City Pillar Shrine 
of Suphanburi where he vowed to return to restore the shrine to greater 
glory once he had succeeded in his business in Bangkok. Banharn returned 
to be the lead sponsor in the enlargement of the City Pillar Shrine in 
1964. When he rose to the height of his political career as Prime Minister 
in 1995, Banharn went even further to make good on his vow to the City 
Pillar Shrine. He announced, as one of his foundational policies in foreign 
affairs and globalization, the plan for the nation’s largest Chinese diaspora 
museum: Museum of the Descendants of the Dragon. That museum is 
built on the grounds of the Suphanburi City Pillar Shrine to commem-
orate the 20th anniversary of Thailand’s formal diplomatic relations with 
the PRC. Despite his short-lived premiership, much of the museum pro-
ject was realized only after Banharn left office in 1996. Most of the fund-
ing came from him personally and the Silpa-acha Family Foundation. The 
Museum of the Descendants of the Dragon, along with the surrounding 
Gardens of the Heavenly Dragon, was completed with a grand opening 
ceremony on Christmas eve of 2008 (Loetrattanawisut 2009).

The grand opening of the Museum of the Descendants of the Dragon 
and the Gardens of the Heavenly Dragon was arguably the point in 
which the localized Chinese identity of Suphanburi province offi-
cially overshadowed the national narrative of Suphanburi as the heart 
of the Thai nationalist narrative. The completion of the Museum of 
the Descendants of the Dragon in 2008 marked the transformation of 
Suphanburi from the hometown of nationalist legends3 to become the 
nation’s foremost center of the Chinese diaspora and leading site of pil-
grimage for mainland Chinese tourists to Thailand. To understand the 
logic and significance of that transformation, it is important to inves-
tigate the brief history of the restoration of the Suphanburi City Pillar 
Shrine and the development of Suphanburi within the context of the 
Thai nationalist narrative from the late nineteenth century through much 
of the twentieth century.
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Suphanburi City Pillar Shrine: From Legend of National 
Unity to Site of Diasporic Domination

Recognition and restoration of the Suphanburi City Pillar Shrine pro-
vides many intriguing clues regarding the Thai nation-building. What 
is known as the city pillar itself is a pair of stone figures of the Hindu 
God Vishnu of the Dvaravati Period (sixth to thirteenth centuries). It 
is unclear when the figures came to be venerated as the city pillar, but 
by the time Prince Damrong first visited Suphanburi in 1892, it was 
already recognized within the province of Suphanburi as the city pillar. 
The story of Prince Damrong’s visit to Suphanburi is quite telling of 
the city’s significance in the Thai nationalist narrative. There is a legend 
that has been circulating at least since the establishment of Bangkok as 
the capital city in 1782 under the rule of the Chakri Dynasty. The leg-
end purported that should any member of the royal family visit or travel 
through Suphanburi, he or she would die. So deeply ingrained was this 
superstitious belief that, up to the Fifth Reign of the Chakri Dynasty, 
there was no official trip of any members of the Chakri royal household 
to Suphanburi. Hence, when Prince Damrong, who was a son of King 
Mongkut Rama IV and half-brother of King Chulalongkorn Rama V, 
decided to visit Suphanburi in 1892, it was considered a heroic act for 
the Chakri royal household (Damrong 2006).

It is no coincidence that Prince Damrong’s first visit to Suphanburi in 
1892 took place only a few years before the first stage of centralization 
was achieved through the Monthonthesaphiban (a hierarchical governing 
system composed of provinces, cities, districts, and tambon and muban 
villages) promulgated in 1897. The historical arrival of Prince Damrong 
in Suphanburi was key to Rama V’s centralizing reforms. Prince 
Damrong had the grand project of producing the first national history of 
the Kingdom of Siam represented as a modern nation-state. Damrong’s 
first official visit to Suphanburi proved the myth false of the city being 
forbidden to the royal family. Moreover, upon his return to Bangkok, he 
proposed to the monarch to symbolically and officially demonstrate his 
sovereign power over Suphanburi by extending royal patronage to the 
gods of the city pillar. King Chulalongkorn eventually followed Prince 
Damrong’s lead and visited Suphanburi in person. He sponsored the first 
restoration of the city pillar shrine of Suphanburi in 1904. The City Pillar 
Shrine of Suphanburi came under the patronage of the royal government 
in Bangkok. Even after the Siamese Revolution, the shrine was among 
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the first to be registered as a national heritage and put under the care of 
the Fine Arts Department in 1935.4

From the perspective of the mainstream nationalist historical narrative 
of Thailand, Suphanburi has figured prominently in the royalist-nationalist  
narrative of Prince Damrong from the late nineteenth century up to the 
Siamese Revolution in 1932. Luang Wichitwathakan’s fascist-popularist 
narrative of the Wartime Phibunsongkhram Regime reinforced that nar-
rative until the return of the royalist narrative of the Cold War and post-
Cold War eras of Thai history. According to Prince Damrong’s narrative, 
the greatest of all Ayutthayan battles is of King Naresuan’s elephant-back 
duel with the Burmese Prince in 1593 that occurred in Suphanburi. 
The most well-known and well-loved Thai folktale from the Ayutthayan 
through early Rattanakosin period (the tale of Khun Chang Khun Phaen) 
was based on the lives of leading characters who were from Suphanburi 
(Baker and Phongpaichit 2012).

In both the royalist and territorialist narratives of Thai nationalism, 
Suphanburi is presented as the heartland of the Thai nation, a place that 
was Thai even before there was the idea of the nation-state. The royalist- 
nationalist narrative of Prince Damrong would describe Suphanburi 
as a loyal supporter of Ayutthaya, the capital of the Kingdom of Siam 
(1351–1767) and the anachronistic imagination of what Bangkok and 
the Chakri Dynasty would have been at the time of the greatest hero of 
the Siamese people, King Naresuan. The tale of Khun Chang and Khun 
Phaen, despite all the romantic and bloody intrigue, has been presented 
as, first and foremost, a story of the common people of Suphanburi and 
their loyalty toward the Ayutthayan Crown. The post 1932 constitu-
tional regime managed to use Suphanburi in their unroyalist nation-
alist propaganda. The most distinct example would be Luead Suphan  
[lit. Suphan Blood], a historical play by Luang Wichitwathakan that was 
first staged in 1936. The play recounted the bravery of the men and 
women of Suphanburi who sacrificed their lives to protect the kingdom 
from invading Burmese troops. The narrative of Luead Suphan highlighted 
the heroism of the common people and their patriotic devotion to the 
nation as opposed to the royalist-nationalist narrative of the earlier era that 
celebrated the monarch as the representation of the nation and equated 
loyalty to the crown as one and the same as devotion toward the nation. 
Even after the fall of the People’s Party’s constitutional regime with the 
defeat of Japan at the end of World War II, Luead Suphan still managed  
to make a comeback in 1951 in the form of a highly acclaimed motion 
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picture designed to boost patriotic sentiments at the height of the  
politically motivate ‘Red Scare’ in the early Cold War years (Sattayanurak 
2002).

While the province of Suphanburi remained prominent in the Thai 
nationalist narrative through much of the Cold War years, it was not 
until 1964 that the local community had the opportunity and sufficient 
funds to mobilize their first restoration project of the City Pillar Shrine. 
The restoration of 1964 was carried out mainly by the Foundation of 
the City Pillar Shrine along with the personal funds of Banharn Silpa-
acha and his family. The first local-funded restoration project kept the 
traditional Thai architectural structure of the pavilion that housed the 
city pillar figures designed during the earlier restoration by Prince Narit 
in 1937. However, it added traditional Chinese architectural dressings 
to archway entrances and the walls surrounding the square-shaped prop-
erty of the shrine. That local-led restoration is indicative that the rich-
est and most influential group in the province were the ethnic Chinese 
community.

It was not until 1987, after more than a decade of success in national 
politics, that Banharn Silpa-acha managed to mobilize another restora-
tion project for the City Pillar Shrine of Suphanburi. The 1987 restora-
tion would see the City Pillar Shrine of Suphanburi transform completely 
into a Chinese shrine in both architectural style and ritualistic function. 
Banharn ordered the construction of a traditional Chinese shrine build-
ing to encompass the smaller old traditional Thai architectural structure 
designed by Prince Narit. Banharn also bought a sizable piece of land 
(approximately 7 rai or 2.7 acres) adjacent to the property of the City 
Pillar Shrine to support traditional Chinese shrine activities such as tra-
ditional dances and alms giving, and a smaller shrine for the Chinese 
locality god or ‘Puntaogong’ was established. The 1987 restoration rep-
resents a major turning point in the identity of the City Pillar Shrine of 
Suphanburi from a site of royal Siamese patronage to that of influential 
ethnic Chinese families (Sapphaitun 2000).

Suphanburi’s position as the historical center of the rise to domi-
nance of the ethnic Chinese community in Thailand coincided with 
Banharn’s rise in political prominence. Among his earliest policies, the 
idea to build the Museum of the Descendants of the Dragon was ena-
bled by the visit of Prime Minister Kukrit Pramoj to Beijing in 1975 
and his historic meeting with the elderly and ailing Chairman Mao 
Zedong of the Chinese Communist Party. For several reasons, that 
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should be considered a most crucial turning point in both the history 
of Suphanburi province, the Thai nation, and the history of Sino-Thai 
relations. First, it represents a national undertaking at the provincial 
level, outside of Bangkok, to commemorate a relationship with a rising 
superpower, China. That was a crucial decision that would result in the 
province rising to challenge Bangkok as the most important center of 
Chinese tourism and the Chinese diasporic history in Thailand (Silpa-
acha 2016).

The fact that the decision was included as part of the national govern-
ment’s policy in 1995 was largely a result of the influence of the Chinese 
diaspora on Banharn’s political identity and success in national politics. 
It was also a time when the Chinese economic influence was expanding 
rapidly, but before the PRC became a dominant global economic super-
power. Banharn’s bold yet highly visionary decision to invest in the prop-
agation of his own and Suphanburi’s socio-cultural and economic ties 
with the PRC at that initial period put the province ahead of the game 
in comparison with other major centers of the Chinese diaspora through-
out Thailand. Despite ultimately being inaugurated around the same 
time as the Yaowarat Chinatown Heritage Center in Bangkok, Banharn’s 
Dragon Museum was in the planning stages nearly a decade earlier.

Those two museums represent a divergence in political identity and 
alliance of the Bangkok-based Chinatown business community and that 
of Banharn’s supporters in the Chinese diaspora. The Bangkok-based 
Yaowarat Chinatown Heritage Center was dedicated as part of the cel-
ebration of the late King Bhumibol Rama IX’s 80th birthday in 2007. 
The narrative of the Bangkok Chinatown museum was largely related to 
the community’s longstanding intimate relationship with the monarch 
and the royal family, which positioned the museum as representing an 
ethnic neighborhood in Bangkok. The Yaowarat museum laid claim of 
being the center of the Chinese diaspora largely through its connection 
to the Chakry dynasty and, indirectly, through connections to members 
of the royal family which also represent connection to the PRC govern-
ment. The Museum of the Descendants of the Dragon, on the other 
hand, was planned from its very inception to be the site of commemora-
tion of the 20th anniversary of the formal diplomatic relations between 
Thailand and China. The exhibitions narrate the stories, not so much of 
the history of the Chinese diaspora in Thailand, but of the shared his-
torical and cultural foundations between the Chinese communities in 
Thailand and those in other Chinese communities around the world. 
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That dedication and narration, therefore, positions Banharn’s Dragon 
Museum, not simply as a provincial ethnic museum, but as the national 
center of the ethnic Chinese community vis-à-vis the global network of 
Chinese diaspora.

At its grand opening in 2008, the Museum of the Descendants of the 
Dragon was inaugurated along with the opening of the Gardens of the 
Heavenly Dragon and a Chinese market community near the Suphanburi 
City Pillar Shrine (OPS Ministry of Tourism and Sports). Barely months 
after the conclusion of the Beijing Olympics, the newly inaugurated 
compound of the City Pillar Shrine and Dragon Museum became pop-
ular to Chinese tourists. It was the perfect combination for attracting 
twenty-first century Chinese tourists: superstitious folklore; religious 
practice in the City Pillar Shrine; magical, legendary, soft history pre-
sented with audio/visual effects; and shopping and enjoyment of local 
delicacies in the Chinese market town next door. With the continuous 
political turmoil in Thailand following the coup in 2006 and the chronic 
economic stagnation that has come to define the twenty-first century, 
Chinese tourists provide an important contribution to the economy.

Conclusion

The role of Chinese identity in provincial and national Thai politics is 
demonstrated in the life of Banharn Silpa-acha. The Thai political con-
text is ever-changing with coups and military regimes disrupting demo-
cratic elections that would allow for Chinese premiers such as Banharn. 
The transformation of public opinion toward the Chineseness of Banharn 
Silpa-acha between the years he was politically active, his short-lived 
premiership, and the outpouring of condolences and nostalgic admiration 
surrounding his death is a telling social transformation which represents 
the rise of influence that PRC China has in Thailand. His life and related 
monuments can provide insight into what it will mean to be Chinese in 
Thailand during the politically volatile early twenty-first century.

In conclusion, there are three major transformations relating to the 
social capital of being Chinese in Thai politics that can be surmised from 
the case study of Banharn Silpa-acha’s business life and political career. 
The first, and perhaps at the most personal level, is that the possession of 
Thai citizenship or lack thereof has gone from being most fundamental 
to an individual’s political rights and potential in the early twentieth cen-
tury. In the current post-Democratic era in Thailand, individual political 
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rights have little meaning. The reason for that is the lack of fundamental 
democratic rights that could be expressed through the process of polit-
ical elections, under a military regime. One of the most fundamental 
issues regarding the legitimacy of Banharn’s premiership was his citizen-
ship, affecting his right to run for office, which would in turn affect the 
possibility of his election as Prime Minister of Thailand. The extended 
implications of those suspicions regarding Banharn and his father’s citi-
zenship is that if the ethnic Chinese could easily obtain Thai citizenship, 
they could contribute to the outcome of the elections favorable for eth-
nic Chinese candidates. Banharn Silpa-acha openly and consistently cap-
italized upon his Chinese connections in his political campaigns. Under 
military rule, that would amount to a moot point because the efficacy of 
social capital within a political system that does not depend on a majority 
vote, or even public opinion of the masses, need not worry about which 
group has voting rights or the right to run for elections.

Another important factor observed through Banharn’s life and political 
career is that the very strong socio-economic and legal pressure for the 
ethnic Chinese to acquire Thai citizenship to be able to reside and make 
a livelihood in Thailand through much of the World War and Cold War 
periods. In the current era, under the Prayuth Chan-Ocha government, 
China has increasing influence investing in PRC-nominee companies 
with labor, expertise, management, and materials imported from China. 
With the rise in political and economic influence of the PRC in mainland 
Southeast Asia, the possession of Chinese citizenship might be more ben-
eficial in transnational and transregional business activities. That phenom-
enon is observed from the rise of the so-called ‘New Chinatown’ of Huay 
Khwang district in Bangkok where large numbers of Chinese nationals 
congregate in the neighborhood of the Chinese Embassy and reside and 
engage in various business activities with no intention of assimilating or 
acquiring Thai citizenship at any time in the foreseeable future.

The second major transformation is related to the decreasing/ 
disappearing incentives to assimilate among Chinese nationals residing 
and doing business in Thailand. In the same way that western European, 
American, and Japanese migrants have been residing and making a liv-
ing in Thailand throughout the Cold War period, Chinese nationals in 
the post-Cold War era are no longer perceived to pose a serious threat 
to national security. Instead of being constantly under suspicion of pos-
sibly being malicious agents of the Chinese Communist Party looking 
to overthrow ‘nation, religion, and king’ in Thailand, Chinese nationals 
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currently represent purchasing power of a neighboring economic super-
power. Consequently, an individual’s socio-economic and cultural con-
nection with Chinese communities within Thailand—both ethnic 
Chinese communities of people with Thai citizenship and communities 
of transnational migrant workers and entrepreneurs with Chinese citizen-
ship—is no longer perceived with suspicion or a probable cause for polit-
ical legitimacy, but instead as an invaluable asset that could encourage 
foreign investments as well as boost the local economy through growth 
in the tourism and hospitality industries.

Finally, as national identity becomes more of an asset for economic 
growth in the globalized world of the twenty-first century, Banharn 
Silpa-acha was indeed thinking ahead of his time in promoting his eth-
nic Chinese identity with the ethnic Chinese community and the rising 
economic influence of the PRC. The Museum of the Descendants of the 
Dragon in commemoration of the 20th anniversary of the establishment 
of formal diplomatic relations between Thailand and the PRC in 1995 
represents that foresight. The royalist and anti-Communist nationalist 
identity of Suphanburi in the Cold War is no longer potent enough to 
allow Suphanburi to stand out as a special and crucial part of the national 
narrative of Thailand and Thai identity. The Suphanburi that the central 
power in Bangkok would desire to adopt as part of its grand narrative in 
the twenty-first century is not the province that claimed to be the center 
of the ancient Dvaravati civilization or the origin of the Ayutthayan 
Suphanaphum Dynasty, instead it is the Suphanburi province that could 
claim to be the heartland of the Chinese diaspora in Southeast Asia. 
Although there are no general elections for Banharn’s descendants to 
run or his loyal constituency of Suphanburit to vote for, the central gov-
erning power in Bangkok, in the form of the military government, would 
appear to be following Banharn’s lead in encouraging socio-economic  
and cultural connections between Thailand and the PRC. In an era when 
Chinese tourists are among the most powerful forces driving the Thai 
economy, even the unelected military government needs to capitalize on 
whatever Chinese connections they could claim to have.

Postscript: The Funeral Memorial Volume

When Banharn’s memorial volume was finally published after the 
extended mourning and funerary rites had been completed in November 
2016, it came in the form of two hefty hardcover books neatly arranged 
in a precisely fitting silver-colored cardboard box. The first book was an 
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autobiography of Banharn, taken from his last long interview with the 
editors of the volume, which was originally planned to be featured in 
the former premier’s 84th birthday volume had he not passed away only 
days following the interview in April 2016. A photograph of a smiling 
Banharn during the peak of his political career adorned the cover of the 
first book and provided a complete and personal narrative of Banharn’s 
life from his family background, the moment he was born, his courtship 
and marriage with childhood friend Khunying Chaemsai, his business 
career, his entry into politics, his short reign of power as Prime Minister, 
the plan and construction of the Dragon Museum, political turmoil of 
the post-Thaksin Shinawatra period, all the way up to early April 2016 
when he announced that he would once again lead his party in the next 
election—whenever that should happen. The second book in the silver 
memorial box is a picture book. Its off-white cover is adorned with a 
golden sketch of the same giant dragon that has been constructed 
as the façade of Suphanburi’s famed Museum of the Descendants of 
the Dragon, which Banharn considered to be one of his life’s greatest 
achievements. The picture book tells a similar story to the autobiogra-
phy, but with pictures instead of printed words (Silpa-acha 2016).

The pictures in Banharn’s memorial volume read like a photo essay 
of the transformation of political power from the most personal level of 
his own family and the provincial community of Suphanburi, to national 
electoral politics, the regional arena of Southeast Asia, the PRC looming 
at the transregional level, all the way up to the global politics of world 
leaders visiting Thailand under Banharn’s premiership. It is not only a 
memorial volume for a former Prime Minister’s funeral, but also one of 
a bygone era. The picture book memorializes a time when politicians 
still walked the streets and held rallies in the local temple, the long-gone 
era when politicians, no matter how corrupted, were still being elected 
into office. The volume prominently featured His Majesty the late 
King Bhumibol Rama IX in his regal capacity of providing advice and 
approval to the civilian government. It was a time when the Association 
of Southeast Asian Nations (ASEAN) still mattered and the province 
of Chiang Mai hosted the Southeast Asia Games. Pictures from Prime 
Minister Banharn’s various state visits to neighboring Southeast Asian 
countries and of ASEAN heads of states visiting Thailand were presented 
as important moments in the history of that Prime Minister. However, 
toward the very end, we see a hint of what will become of paramount 
importance in the future. The memorial volume that was published in 
November 2016 ended in a detailed narrative of the sinification with 
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restoration of the City Pillar Shrine of Suphanburi and the construction 
of the Museum of the Descendants of the Dragon and the Heavenly 
Dragon Village. Warawuth Silpa-acha, his youngest and only son, 
claimed in the obituary he wrote for his father that “Banharn is the spirit 
of Suphanburi”,5 and Suphanburi represents the past, present, and future 
of the Thai nation, and all of that, including the memory of Banharn 
himself, is culturally, economically, and politically Chinese.

If the social capital of being Chinese in Thai politics in the case of 
Banharn Silpa-acha can provide any indication to regional and transre-
gional politics in that part of the world, it should be the obvious ten-
dency toward a continuous rising role and influence of the PRC and 
the waning of relevance of ASEAN in Thai politics. Sino-Thai relations 
is on a steady path toward outweighing every other relationship and 
ASEAN will only matter for Thailand (and perhaps most of its other 
member states) in as much as it enhances Thailand’s position vis-à-vis the 
PRC. It is yet unclear if and when Thailand would ever have an elected 
Prime Minister again, but it is almost certain that whoever should rise to 
become the country’s political leader within the foreseeable future would 
require an intimate and amiable relationship with China.

Notes

1. � Barnharn Silpa-acha was elected a member of parliament of Suphanburi 
a combined total of eight times (in 1976, 1983, 1986, 1988, 1992/1, 
1992/2 [before and after the ‘Black May Incident’ of 1992], 1995, and 
1996). After the 1996 election, Banharn continued to be elected as a 
member of parliament through the party list system.

2. � Siam was not officially colonized, but there were a sizeable number of eth-
nic Chinese capitalists who were operating in Siam during that period who 
were colonial subjects (either born or resided in other European colonies 
in Asia prior to moving to Siam) and enjoyed extraterritorial rights. It was 
the Siamese court’s intentions to attract those Chinese colonial subjects to 
invest and do business in Siam to contribute to the Siamese economy and 
enhance Siam’s ability to compete with other economies (all of which were 
parts of major European empires) in the region.

3. � Suphanburi legends include King Naresuan’s elephant-back duel with 
the Burmese Prince, the most well-known and well-loved lore of Khun 
Chang–Khun Phaen, and the origins of one of the most important 
Ayudhayan dynasties (1370–1388), and the Suphannaphum Dynasty 
(1409–1569).
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4. � Later in 1937, the royal artist Prince Narit led the project to expand the 
City Pillar Shrine of Suphanburi to include an entrance archway, a pavilion 
for worshipers, and built a wall around the square-shaped property.

5. � “When I miss my father, I only need to drive to Suphanburi province and 
I would feel like I am with him. Today I feel that father never left us. He 
only changed his vehicle from the body that had served him faithfully for 
the past 83 years to a new state that is free from all bondages. He contin-
ues to take care of his beloved Suphanburi. It is such a coincident that this 
thought is one and the same as the slogan of Suphanburi Football Club 
that father had revived years ago and is flourishing to this day. I think this 
is the best slogan for my father, who had devoted his life, his body, and 
heart to Suphanburi province. Today, Banharn Silpa-acha, my beloved 
father, is the spirit of Suphanburi.” (Memorial Volume for Banharn Silpa-
acha’s Funeral. Suphanburi Dragon Returns to Heaven [Mangkon Suphan 
Khuen Fa]. Nonthaburi: Matichon Press, 2016, p. 84).
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CHAPTER 5

Philippines–China Relations: 
Interplay Between Domestic Politics 

and Globalization

Ellen Palanca and Austin Ong

Introduction

In 2016, the Philippine government headed by Rodrigo Duterte ushered 
in a new chapter in the Philippines–China bilateral relations. Duerte’s 
first major state visit within months of assuming office was to China. The 
state visit generated US$24 billion worth of economic pledges in the 
form of increased investments, trade, tourism, and financial cooperation 
(Romero 2016). That development in bilateral relations was a dramatic 
shift from relations just months prior when Philippines–China relations 
deteriorated to their “lowest-point” when, in 2013, the Philippines 
sued China in the Permanent Court of Arbitration under the preceding 
administration of Benigno S. Aquino III (2010–2016). Consequently, 
there were no Chinese investments in the Philippines during that time. 
The tumultuous cycle of the Philippines–China relations is further 
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demonstrated by the fact that the bilateral relations had been described 
as the “Golden Age of Partnership” under Aquino’s immediate prede-
cessor, Gloria Macapagal Arroyo (2001–2010). During that time, the 
Philippines was China’s largest recipient of investment in the region. 
Those sixteen years demonstrate the Philippines’ relations with China as 
a swing from the “Golden Age of Partnership” to no investment to the 
current state of friendly relations.

Relations between the Philippines and China are very much influ-
enced by two main factors: (1) the strong alliance with the USA, and (2) 
the Philippines’ domestic politics characterized by personalized politics, 
patronage bureaucracy, and weak institutions. The Philippines’ alliance 
with the USA spans a period of approximately 120 years. Although polit-
ical independence was granted in 1946, the Philippines continues to have 
strong ties with the USA through the Mutual Defense Treaty established 
in 1951. Economic ties, as well as social and cultural affinities, have con-
tinued to grow with migration. The Philippines’ politics and foreign pol-
icy echo the US ideology of democracy.

The politics and patronage bureaucracy with weak institutions con-
tribute to the lack of formal and strategic foreign policy. As a result, the 
president has control over relations with China (and other foreign inter-
ests) which has resulted in a more volatile relationship, as seen over the 
past 15 years, when compared with the USA.

Entangled in relations between China and the Philippines is the sensi-
tive issue of the South China Sea (SCS). For decades, territorial disputes 
strained relations, particularly during Benigno Aquino III’s term. The 
role of the private sector and global interests have played a moderating 
effect on bilateral relations by separating economic from political rela-
tions. For example, the Philippines signed on as a founding member of 
the China-led Asian Infrastructure Investment Bank (AIIB) despite the 
country’s troubled relationship with China over the disputed SCS Islands 
and demonstrates the profit-driven interests surpassing politically driven 
ambitions.

Regional and global trade developments are taking precedence over 
bilateral relations. For example, the Philippines have signed on to par-
ticipate in China’s One Belt One Road (OBOR), the AIIB, and the 
Regional Comprehensive Economic Program (RCEP). In this chapter, 
we illustrate how Philippines–China relations have been shaped by the 
Philippines’ domestic politics but tempered by external market forces 
and globalization.
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Formal diplomatic ties between the Philippines and China were first 
established in June 1975 during the martial law era of Ferdinand Marcos 
which took place shortly after the US reestablishment of diplomatic rela-
tions with China in 1972. The diplomatic change was relatively swift and 
immediate under the Marcos dictatorship.

The Philippines has been a staunch ally of the USA since World War 
II. Relations with the USA, as colonizer for almost 50 years (1898–1946)  
“rests on a wide and substantive social basis with solid political, eco-
nomic, military, and social bonds” (Rueda 2012). Filipinos are the sec-
ond largest ethnic minority group in the USA, after the Hispanics. Active 
American influence in the 1950s and 1960s in the fields of education, 
institutional and organizational building promoting anti-communist 
policies, and activities led to a pervasive distrust of the then communist 
China.

Under the Mutual Defense Agreement of 1951, the USA has pro-
vided a de facto security umbrella for the Philippines that continues 
until today. As the USA established diplomatic relations in 1972, the 
main resistance to build closer relations with China came from Taiwan. 
When the Communist Party took over China in 1949, the Philippines 
maintained diplomatic ties with the exiled government in Taiwan as 
the legitimate representative of China. During the Cold War period, 
the Kuomintang (KMT) of Taiwan had substantial influence in the 
Philippines, particularly among the ethnic Chinese, due in part to 
the presence of a US military alliance with an anti-communist drive. 
Under the Treaty of Amity signed in 1947, Taiwan was able to super-
vise and control all Chinese schools in the Philippines.1 Taiwan focused 
on anti-communism in those schools. Taiwan also had strong influence 
on the Federation of Filipino Chinese Chambers of Commerce, Inc., 
established in 1954, as the primary business organization of the Filipino 
Chinese. The KMT maintained influence over the Federation through 
the 1990s.

Because of those factors, and despite the Philippines being one of the 
early countries to establish formal diplomatic relations with China, which 
resulted in some friendly engagements and trade exchanges in favor of 
the Philippines,2 China posed a lingering threat as a communist and an 
underdeveloped country. During Corazon Aquino’s term (1986–1992) 
the Philippines wavered on the One China Policy because of the eco-
nomic benefits that Taiwan offered.3
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The Philippines missed the opportunities presented by China’s rapid 
economic growth during the six-year period of Corazon Aquino’s 
term. Lim (1999) explained that “the Aquino government was so sin-
gle-minded in seeking Taiwan economic support that it overlooked the 
phenomenal rise of China’s economy and therefore failed to utilize it as 
benevolent stimulus to the Philippines’s economic growth.” However, 
by the early 1990s, amid the flurry of regional economic development, 
China’s economic growth could not be ignored. The Philippine gov-
ernment, under Fidel Ramos who succeeded Corazon Aquino, focused 
on economic “developmental diplomacy” aligned to a more practical 
approach toward China (Pattugalan 1999). The Balance of Trade Policy 
was terminated, which led to an increase of trade with China with an 
almost ten-fold increase from 1992 to 1998.4 Trade and investments 
increased significantly during that period, largely driven by the force of 
globalization. The Philippines became a member of the World Trade 
Organization (WTO) in 1996 and China joined in 2001.

Relations with China were relatively calm during the early 2000s 
as President Joseph Estrada, who succeeded Fidel Ramos, had a 
short-lived presidency. China’s ascent in the global stage unavoidably 
convinced the leaders of the Philippines, for the most part, to see the 
importance of maintaining the balance of power in the region and to 
seek to engage China and at the same time maintain the traditional alli-
ance with the USA. Furthermore, The China–Association of Southeast 
Asian Nations (ASEAN) Free Trade Agreement inaugurated regional 
aspirations.

During the 2000s, the Philippines became a major source of China’s 
new found economic dynamism. During the Arroyo administration 
(2001–2010), unprecedented levels of Chinese investments and offi-
cial development assistance (ODA) entered the Philippines. Beginning 
in 2002, economic partnerships and joint ventures developed rapidly in 
diverse fields including energy, infrastructure, mining, and agriculture. 
The Philippines was among three largest recipients of China aid among 
Southeast Asian countries, reaching US$5.4 billion between 2002 and 
2007 (Vietnam was $3.4 billion and Burma $3.1 billion) (Landingin 
2010). In 2004, China represented 60% of the Philippines’ total ODA.5 
Two of the largest projects, the Northrail Project and the National 
Broadband Network (NBN)—Zhong Xing Telecommunications 
Equipment (ZTE) Project, are highlighted below to illustrate China’s 
early charm initiatives in the Philippines.
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Northrail Project

Reported to be China’s single largest aid project in Southeast Asia at that 
time, the North Luzon Railway Project (“Northrail”) signed in 2004, 
was a major infrastructure project that was to build a commuter train 
service that could ferry 150,000 passengers per day between the capital 
and surrounding provinces. It was awarded to China National Machinery 
and Industry Corp. (later renamed to Sinomach) in 2003 for an initial 
US$431 million, which was to be funded by China’s Export-Import 
Bank. It was reported to be the first 20-year concessionary loan ever 
extended by China to any government at 3% interest including a 5-year 
grace period. It was followed by a second loan of US$500 million, which 
was signed but never used (Landingin 2010). After six years, not a single 
kilometer of rail was built. The succeeding government halted and even-
tually cancelled the project and China then demanded the repayment of 
the loan.

NBN-ZTE

Another major project to be financed by China was the NBN project 
with Chinese state firm ZTE Corporation. It was a US$330 million con-
tract to be funded by the Export–Import Bank of China to build a NBN 
linking the national offices and barangay (village) municipal offices. The 
contract was signed in April 2007, suspended by September 2007, and 
canceled by October 2007.

Under Arroyo’s term, the Philippines was poised to be an early ben-
eficiary of China’s charm offensive with the entry of a deluge of mega- 
projects to be funded by China. The funding of those projects included 
foreign direct investments and ODA. Regardless of the classification, 
those major state-to-state projects were packaged in such concessional 
rates that according to a Philippine economic officer, the rates China 
extended were rates the Philippine government had to negotiate from 
other funding countries, which added to its attractiveness.6

Despite China’s economic power and strategic diplomacy, it had not 
been successful in getting the cooperation of the Philippines and in fact 
got into more trouble with all its efforts, partly because China underesti-
mated the strength of domestic politics and the effect of China’s strong 
stance on territorial issue, which the Philippines perceived as the flex-
ing of the emerging state’s newfound power. The Philippines’ domestic 
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politics prevented the country from fully capitalizing on China’s altruism 
and economic charm offensive.

Domestic Politics and the Philippines–China Relations

The domestic political landscape of the Philippines has been described 
as personality-based which leads to policy changes whenever a new pres-
ident is elected—the Philippine president has a six-year term limit in 
office. Change may also occur within an administration due to inter-
nal politics as in the case of relations with China during the Arroyo and 
Aquino terms. Additionally, the Philippines lacks a long-term national 
development policy that can transcend presidential administrations. The 
personality-based politics and weak institutions concentrate the decision 
and management of foreign policy to the President, who is considered 
the chief architect of foreign policy. Consequently, bilateral agreements 
initiated by the president when relations are good may altogether be 
derailed or canceled by the next president when relations turn sour, and 
vice versa. Ultimately, that was demonstrated in the Philippines–China 
relationship change from a “Golden Age of Partnership” under Arroyo 
(2000–2010) to a cessation under Aquino (2010–2016), and finally 
friendly relations under Duterte (2016–2022).

China Policy Formulation

The Philippines has traditionally been dependent on the West for much 
of what it needed in political, economic, and security terms. For exam-
ple, the USA has provided de facto external security needs for the 
country under the 1951 Mutual Defense Treaty. Economically, the 
USA and Japan have been the top trading partners of the Philippines. 
China was traditionally not a major trade partner but that changed, 
and in 2017 became the top trading partner. American brands and 
media influence are ubiquitous in the Philippine market and demon-
strate the extensive reach of America’s soft power. For the most part, 
the Philippines’ foreign policy remains tightly linked with the USA. 
Wurfel (1990) believed that the Philippines has not had full foreign 
policy restructuring because of the US cultural and strategic colonial 
vestiges. Resulting from those factors, the Philippines has tradition-
ally not had the sense of urgency to craft a strategic or a coherent  
China policy.
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In extension, the Philippines, for the most part—unlike other coun-
tries that have established long-standing, even government-funded, 
research institutes or think tanks with whom the government can reg-
ularly consult—has not seen the importance of establishing institutions 
that research or study China extensively. Because of that, policymakers 
or architects of foreign policy lack the pool of resources provided by 
institutional memory or sinologists that understand China and all her 
complexities. Therefore, the absence of a long-term China policy has 
been responsible for the Philippines’ “missing the boat” or fully capi-
talizing on China’s economic growth since the 1990s. For example, the 
Philippines focused on its relationship with Taiwan in the early 1990s 
just when China’s economy took off. It initially did not sign on to the 
“Early Harvest Program” of the China–ASEAN Free Trade Area in 2003 
although the nine other ASEAN members already had (China Embassy 
2004). Among the major ASEAN countries, the Philippines is one of the 
lowest in trade, tourism, and student exchanges with China. It also 
almost missed being part of the AIIB and OBOR when the Philippine 
government expressed concerns that China might use participation to 
those programs as leverage on the territorial dispute—the threat per-
ception was only reinforced when Chinese maps presenting the planned 
routes did not include the Philippines. More importantly, whenever 
bumps or challenges in the bilateral relationship develop, management of 
the relations easily go askew—or worse, cascade into a crisis.

That is what transpired in the 1995 Mischief Reef dispute. The 
Philippines was caught off guard when China suddenly occupied the 
area. In the 2012 Scarborough Shoal Incident, the Philippines lost effec-
tive control of the area to China after the US-brokered negotiations did 
not materialize (Greiten 2016). Moreover, Manila could not prevent the 
political impasse from spilling over and adversely affecting the health of 
the economic relations between the two countries.7

In the absence of a firm strategic foreign policy, the foreign relations 
of a country can easily be dictated or altered with the change of leader-
ship. Personality-based politics in the shaping of foreign policy is mainly 
concerned with the divergent interests of leaders who shape or make 
policies—in the case of the Philippines, the president is the chief origi-
nator. According to Mesquita, “the choice of foreign policy interactions 
is generally constrained to be incentive-compatible with the motivations 
of national leaders to maintain their hold on political power” (Beuno 
de Mesquita 2017). In the case of the Philippines, the absence of a firm 
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China policy has seen the incumbent president adopt the “China-card” 
based on his or her personal need or political expediency. That can best 
be demonstrated by how each president can single-handedly alter the 
Philippines’ SCS position, as the examples below illustrate.

Macapagal-Arroyo served nine years as president from 2001 to 2010. 
Her administration began to warm up to China when relations with the 
USA cooled after she pulled the Philippines out from then US President 
Bush’s “coalition of the willing” for the war in Iraq to save the life of 
an overseas Filipino hostage. The succeeding years would see Arroyo 
travel to China an unprecedented 11 times and on the 30th anniver-
sary of bilateral relations in 2005, both sides toasted to the “Golden 
Age of Partnership”.8 At that time, China became a major part of the 
Philippines’ foreign relations. However, domestic challenges to Arroyo’s 
legitimacy from local stakeholders would continually overshadow her 
foreign policy. From the start, her taking over the presidency from 
Estrada was viewed as an underhanded power grab. The maneuver also 
pitted her, who represented the society’s elite, against the poor masses 
(Estrada was a “president of the poor” and experienced a similar “coup” 
as Thailand’s Thaksin Shinawatra). Upon winning the election in 2004, 
she was overshadowed with accusations of election fraud which would 
hound her for the rest of her administration.

South China Sea Disputes

The perennial SCS issue was addressed during Arroyo’s term with the 
establishment of the Joint Maritime Seismic Understanding (JMSU)-a 
tripartite agreement including the Philippines, China, and Vietnam 
signed by Arroyo in Manila in March 2005. The proponents contended 
that the agreement was scientific in nature with the aim of gathering pre-
exploratory seismic data on possible oil reserves. The agreement was ini-
tially hailed as a breakthrough in dispute resolution. However, it would 
soon be dragged into the political quagmire that hounded Arroyo’s 
term. Opponents criticized the nontransparent action taken with the 
negotiations and questioned the reasoning behind the trilateral approach 
when the SCS dispute involved more claimants. Additionally, crit-
ics questioned whether political concessions made under JMSU were a 
quid pro quo for China’s generous economic packages that were coming 
into the country and were said to fund Arroyo’s development projects. 
Political opponents further accused her of bartering away Philippine 
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national security interests, and the clamor eventually led to a full-blown 
Senate inquiry. The deal was made to lapse on July 1, 2008 foregoing 
the option to extend the agreement to its second phase.

Benigno Aquino III (son of Corazon Aquino) took over the presi-
dency in 2010–2016. Branding his government as the antithesis of his 
predecessor—he had campaigned on an anticorruption campaign and 
went on a crusade to implicate Arroyo—his administration halted or 
canceled most of the infrastructure projects signed by the previous 
administration. He would later be criticized for arbitrarily canceling pro-
jects that would have contributed to the developmental needs of the 
Philippines (Tiglao 2012). Despite that, Aquino’s initial overtures to 
China appeared to start off relations on a fresh start. His first state visit 
was to China where the two leaders agreed to strengthen economic and 
trade cooperation while minimizing the impact of disputes in the SCS.9 
Aquino also sent his close friend and Interior Secretary to negotiate the 
repayment of the loans for the canceled Northrail Projects and even 
placed his international reputation at risk when he decided not to attend 
the 2010 Nobel Peace Prize ceremony in support of the Chinese govern-
ment that was boycotting the event. Fourteen Taiwanese online fraud-
sters were deported from Manila to Beijing amidst the protest of Taipei. 
From the Philippine perspective, those efforts demonstrated Aquino’s 
early friendly overtures toward China.

Philippines–China relations quickly went from bad to worse. At 
around the same time, Aquino faced early challenges in his presidency 
that were coincidentally directly or indirectly linked to the Philippines–
China relations. Several examples include the botched rescue oper-
ation to save a bus filled with Hong Kong tourists in Manila in 2010, 
the shooting of the Taiwanese fishermen by the Philippine Coast Guard 
in mid 2013, and the execution of Filipino drug mules by the Chinese 
despite appeals for clemency by the Philippine President.10 The SCS issue 
then erupted which inevitably cascaded into a crisis in relations when the 
highest level of communication was halted. The SCS disputes were at the 
center of relations. He criticized Arroyo’s JMSU and said it “shouldn’t 
have happened as it encroached into the country’s territorial waters” 
(ABS-CBN News 2011).

The government of President Aquino decided to adopt a unidimen-
sional approach to manage relations. The turning point was the April 
2012 Scarborough Shoal Incident that ended with China gaining effec-
tive control of the disputed area that caused a loss of confidence on both 
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sides. Consequently, Philippine–China relations inevitably became less 
cordial, even hostile. The following year in 2013, the Aquino adminis-
tration decided to file the historic arbitration case against China in the 
United Nations Permanent Court of Arbitration. The last two years of 
Aquino’s presidency, bilateral relations went into a stand-still and were 
described to have reached the “lowest point” (Baviera 2012).

The unanimous decision that voted in favor of the Philippines in the 
arbitration case was made a few months after President Duterte assumed 
office in replacement of Aquino in mid-2016. Duterte decided to be 
friendlier with China by not forcing China to deal with the legal aspect 
of the SCS issue and instead to adopt a multidimensional approach in 
the relations—demonstrating the contrasting approaches of the two pres-
idents, but more importantly how the personal decisions of a leader can 
single-handedly alter the country’s China foreign policy.11

One of Duterte’s domestic governance platforms was anchored on his 
“war on drugs”. The US government under the Obama Administration 
criticized Duterte for his human rights violations which led Duterte to 
question the long-standing alliance between the Philippines and the 
USA and announced his intention to craft an independent foreign pol-
icy which included a pivot to China.12 Within a few months he sent an 
informal but high-level delegation to Hong Kong, led by former presi-
dent Ramos. That historical meeting was a significant inroad because it 
was the first high-level meeting between the two countries since high-
level talks were called off under Aquino. That was followed by Duterte’s 
first state visit to Beijing and he would visit China twice within the first 
year of his administration. That state visit highlighted the renewed focus 
on the economic relations and pledges made that totaled US$24 bil-
lion.13 Within a few months, the Joint Commission on Economic and 
Trade Cooperation, which was discontinued under Aquino, was recon-
vened to fast track the implementation process.

Some of the immediate developments brought about by the friend-
lier relationship initiated by Duterte included the Chinese government 
lifting of the ban on the imports of Philippine tropical fruits such as 
bananas and pineapples followed by the purchase of US$1.5 billion 
worth of Philippine goods destined for China’s markets—the larg-
est such deal China has made for an Asian country. The travel warn-
ing for the Philippines issued in 2014 by the Chinese was also lifted 
leading to an increase in arrivals from about 490,000 in 2015 to 
670,000 in 2016, and aimed for 1 million in 2017 (Xinua 2017).  
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Filipino fishermen could return to their fishing activities in 
Scarborough Shoal only a few weeks after Duterte’s state visit, which 
China had made off limits in the aftermath of the 2012 Scarborough 
Shoal Incident (Hunt 2016).

Public Perception of China

There is a widely shared public distrust of China among the Philippine 
populace which also pervades among the government leaders and 
bureaucrats. On one hand, the pervasive public perception that Chinese-
funded projects are of low quality and prone to corruption and, on 
the other hand, the ongoing territorial dispute inevitably tied any eco-
nomic engagements as somehow politically motivated. Since scientific 
opinion polling began in the Philippines, the net-trust rating of China 
by Filipinos has been perennially the lowest among the traditional for-
eign partners of the Philippines—the USA is the most trusted followed 
by Japan (Mangahas 2016). In fact, despite the increasing pledges China 
has made to invest in the Philippines and the Philippines’ more amicable 
relations with China under President Duterte, survey results continue to 
show negative public perception of China, only better than North Korea 
(Mangahas 2017). That is not surprising because as seen before, the US–
Taiwan influence on the Philippines has resulted in a zero-sum mentality 
approach toward China. Further contributing to the negative public per-
ception is the SCS territorial dispute and corruption issues that hound 
Chinese-funded projects that vested interest groups and political opposi-
tion also use to attack the seated president.

That negative perception may partly explain why even when political 
relations were good under Arroyo or Duterte, closer economic engage-
ments were still slow in fruition or can be derailed entirely. The domestic 
aversion to China-funded projects is evident when compared with other 
sources of foreign funding (i.e. from the USA, Japan, or South Korea). 
Closer economic relations with China are often portrayed as posing a 
political or security risk, especially vis-à-vis the issues connected to the 
SCS dispute. In fact, the friendlier positions of Presidents Arroyo and 
Duterte toward China were even claimed to be too easy on, or even sell-
ing out to, China.

The situation is exacerbated when political relations deteriorate which 
can be seen under President Aquino when applications of Chinese invest-
ments, both public and private, were not being processed.14
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Institutions and Bureaucracy

As in most countries, the Philippine President is considered the chief 
originator of foreign policy. However, unlike other countries with strong 
institutions that can provide some objectivity or continuity that tran-
scends the limits of a presidential term, the Philippine bureaucracy is 
characterized by patronage politics, weak institutions, and rampant cor-
ruption which have had a cumulative effect on Philippines–China rela-
tions as well. For instance, given the traditionally US ideology-based 
foreign policy framework and the lack of resources for policy formula-
tion coupled with the President’s “power of the purse”, in general the 
oversight powers of the legislative and judicial branches of government 
on the President’s foreign policy are weak or simply defer to the presi-
dential prerogative (Tuazon 2014). Moreover, the lack of political will 
and manpower allocations prevent the Department of Foreign Affairs 
and Foreign Trade attachés to develop specializations to better manage 
informal power structures as well as vested interest of pressure groups to 
wield a stronger influence on foreign relations.

One manifestation of weak institutions is the rampant corruption in 
the bureaucracy. That has a debilitating effect on the country from fully 
capitalizing on its foreign relations in general, and with China in particu-
lar. Amid allegations and controversies of corruption, even escalating to 
the highest officials in government, major projects meant to have been 
funded by China have been ultimately halted or canceled. (It must be 
noted that other projects from other foreign partners that were mired in 
corruption were also halted or canceled.)

The initial excitement surrounding the Northrail Project deteriorated 
when reports surfaced that massive corruption permeated throughout the 
negotiations. Layers of contractors and subcontractors were used to cre-
ate a labyrinth of signatories that doomed the project from the start.15 
Moreover, President Macapagal-Arroyo’s weakened hold on power 
meant she was unable to defend the ongoing Northrail Project which was 
subsequently passed on to the next administration. Subsequently, upon 
taking office the Aquino’s government froze the project in mid 2010 and 
eventually canceled it saying it is “an expensive project that became even 
more expensive after renegotiation…with fewer public benefits”.16 China 
then asked for the repayment of the loan that had already been released 
to the Philippines (Burgonio 2012). Because that developed during 
the deterioration of political relations because of the SCS issue, China’s 
demand for repayment was perceived as politically motivated.
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The NBN-ZTE deal was another major casualty. The contract was 
signed, suspended, and canceled within six months by Arroyo because 
of allegations that key people in her administration, including her hus-
band and elections chief, received kickbacks of as much as 200 million 
pesos to guarantee the deal. Her political survival was put in jeopardy 
when she was attacked by her predecessors, cabinet members, civil soci-
ety, and even the military and resulted in a government directive in 2008 
that halted ODA and loans for 11 major projects with a total worth of 
US$2.6 billion, half of which were meant to be funded by China.

Amid the public clamor and growing opposition for a series of 
China-funded projects, Ms. Arroyo would eventually form a panel 
called the China Projects Oversight Panel to review all Chinese gov-
ernment-funded projects in the country and placed a moratorium on 
additional loan transfers and eventually suspended other projects in the 
pipeline to stave off the domestic pressure being mounted on her. Her 
fate was sealed in the court of public opinion when the media reported 
about a photo of president Arroyo playing golf in Shenzhen with the 
Chinese businessmen connected to the NBN-ZTE deal. In October 
2007, she met with Chinese President Hu Jintao in Shanghai to explain 
her “difficult decision” to cancel the controversial ZTE deal and suspend 
other projects to be funded by China.17

Although the weaknesses of Philippine domestic politics have pre-
vented the country from fully benefiting from China’s economic 
overtures, there have been successful China-funded development 
projects. One common pattern among those projects is that they 
worked with established institutions and linked on the developmen-
tal objectives of cooperation and delinked from politics. Some pro-
jects were even begun under one president and completed under the 
successor, including the Agno River Integrated Irrigation Project, the 
Angat Water Utilization and Aqueduct Improvement Project, and  
the Philippine-Sino Center for Agricultural Technology—projects that 
also finished several months ahead of schedule. Most of those projects 
were passed through the ministerial or organizational level on a some-
what smaller scale (a few million dollars compared with hundreds of 
millions of dollars).18

The largest Chinese investment in the Philippines, the National Grid 
Corporation of the Philippines (NGCP), is another well-illustrated case. 
Although there were many aspects to the initial success, one factor stands 
out: it anchored on established institutions.
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China State Grid

In 2007, State Grid of Corporation of China (also called China State 
Grid), a Chinese state-owned enterprise and the world’s biggest power 
company, won the 25-year contract (extendable to 50 years) to manage 
and operate the Philippines’ entire electricity grid in what was then the 
first overseas investment for the company.19

The deal was made with two local partners—Monte Oro Grid 
Resources Corporation led by port tycoon Enrique Razon, Jr., who 
would later enter the gaming industry and build the Philippines’ largest 
casino resort venture, and Calaca High Power Corporation led by busi-
nessman Robert Coyuito, another tycoon. The domestic players each 
own 30% while China’s State Grid owns the remaining 40%.20 The con-
sortium was established as the NGCP. In 2010, Henry Sy Jr. of the SM 
Group and the Philippines’ richest family bought out the 30% stake of 
Monte Oro Grid Resources. The typical business model entails the inter-
national partner to provide financial and technical assistance to the local 
partner.

The choice of institutional Filipino names by the Chinese investors 
suggests that was part of the strategy to partner with established players. 
It was initially dubbed as the country’s biggest government auction con-
ducted in efforts to reform the local power sector, nonetheless, it is not 
without its critics. The deal was criticized for the supposed nontranspar-
ent and biased conduct that surrounded the bidding. Despite the local 
opposition, even by some Philippine officials, a law was passed in 2008 
that legalized the role of NGCP in the “franchise to operate, manage, 
and expand the electric transmission business of the country”,21 which 
further institutionalized the presence of the China State Grid.

It must be noted that the successful auction came after four failed 
attempts since 2001 and was part of the Philippine government’s pro-
gram to revive a troubled initiative to sell power-generating and grid 
assets to settle over $7 billion in debt at the Philippines’ insolvent state 
power company (Landingin and McGregor 2007). Additionally, the pri-
vatization was a product of the Philippine domestic law known as the 
Electric Power Industry Reform Act of 2001. Finally, the company con-
tends that it won the contract through public competitive bidding, in 
which other major local and foreign players had equally participated in.

Privatizing the state-owned utility was subsequently criticized as posing 
a grave national security threat under the administration of Aquino and 
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took place amid the deteriorating political relationship of the two coun-
tries resulting from the SCS conflict post 2012. In 2015, the Philippine 
government refused to grant a work visa extension to 18 Chinese techni-
cal experts. The head of the Department of Energy acknowledged that the 
decision not to extend the working visas stemmed from the uncertainty 
surrounding a territorial dispute between the two countries. However, he 
also acknowledged that the government’s concern might be unfounded 
as other countries where China State Grid had invested such as Europe, 
Australia, and Brazil had not posed such concerns (Tabeta 2017).

Philippine legislators continue to voice their concerns regarding the 
participation of a Chinese state-owned enterprise in the Philippines’ 
national grid even under the Duterte administration, who has since 
established good relations with China. Amid reported profits, lawmakers 
have recently questioned the role of China State Grid and have proposed 
legislations to amend or rescind Chinese ownership (Palaña 2017). The 
plight of the NGCP is an unfolding story. However, the initial achieve-
ments of the joint venture testify to the successful partnerships that may 
be had when the parties involved operate professionally and with estab-
lished institutions of the host country.

Global Trends and Market Forces

The Philippines–China economic relations are unavoidably linked to 
global market forces. Despite unstable bilateral political relations, global 
economic developments provide a cushioning effect on the evolution of 
Philippine–China bilateral relations.

With the help of globalization, China has become completely inte-
grated with the global economy and engages with practically all the 
countries in the world. In just a matter of decades following its Open-
Door Policy, China emerged from being a secluded, isolated, and  
self-reliant economy to one of the most globalized economies in the 
world. In less than a generation, it has propelled itself to becoming 
the second largest economy and is forecasted to overtake the USA by 
2020. During the Asian financial crisis in the late 1990s, it demonstrated 
its economic resilience and capability as well as its willingness to assist 
countries affected by the crisis. While also affected by the global finan-
cial crisis, China prevented the crisis from deepening into a global reces-
sion. For instance, in the Philippines, the decrease in exports to western 
markets was compensated by an increase in exports to China during the 
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period from 2007 to 2009 (Palanca 2016). Conversely, China’s eco-
nomic slowdown since early 2010 has caused a significant impact on the 
global economy. For example, in the aftermath of the global financial 
crisis, the weakening demand for raw commodity and fuel from China 
resulted in the global slump in prices for those items.

Traditionally, it was assumed that good political relations translated 
to good economic relations and bad political relations to bad economic 
relations. However, the forces of globalization and regionalization are 
changing the rules of the game. For instance, Philippine–China trade 
has continually been growing despite the health of their bilateral rela-
tions, only slowing or decreasing because of the effects of the global  
supply network, global financial crisis, and “China’s new normal” 
(Palanca 2016).

Beyond State-State Investments

For the most part, data show that when political diplomatic relations go 
awry, it is from the non-state-to-state engagements where investments 
continue.22 That is because non-state players are more concerned about 
their economic and social welfare than with political disagreements or 
the territorial dispute (Ang See 2016). Non-state-to-state commercial 
players that are considered here include Chinese transnational corpora-
tions, private Chinese and Philippine corporations, and entrepreneurs.

Playing a vital catalyst in trade and investments are the new migrants 
of overseas Chinese. Their growing presence is clearly felt in the retail 
business but has also been seen in real estate, mining, and infrastructure. 
The role of the new migrants in the economic relations represents one 
of the significant, yet unrecognized, factors in globalization. In fact, as 
testament to their growing influence in the Philippine economy, dur-
ing Ms. Arroyo’s time, the new migrants established their own busi-
ness associations: Migrant Chamber of Commerce and Industry by the 
retailers in 2007 and the Philippine Chinese Chamber of Commerce and 
Industry by the larger enterprises in the same year. At that time, the gov-
ernment as well as the biggest and most active chamber of commerce, 
the Federation of Filipino Chinese Chambers of Commerce and Industry 
established by the old migrants in 1954, encouraged the new migrants to 
form their own organization.

The new migrants’ main purpose was to find opportunities and 
make money. Many of them initially establish themselves in the most 
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low-profile manner in small-scale positions such as traders, retail mer-
chants, and small-scale miners. Those entrepreneurs ventured into far-
flung provinces that traditional Filipino businessmen had shied away 
from thus providing them with less competition compared with the 
metropolis. Due to their aggressiveness, entrepreneurship, and connec-
tions to suppliers in China, they have been able to disrupt the tradi-
tional business models and have experienced unprecedented growth in 
their investments.23 That has been a big boost for the Filipino retailers 
and consumers in the provinces because they no longer need to travel 
to Manila for goods. Some of those provincial new migrants have since 
thrived and diversified their businesses from retail and wholesale to 
property development and mall operation. Furthermore, global oppor-
tunities abound as business can be done with China as their source and 
market.

As bigger Chinese businesses, with greater resources or access to 
capital, look outside of China for opportunities, coupled with China’s 
Go-Global program announced in the mid 2000s, the global presence 
of Chinese enterprises will continue. Chinese-owned telecommunica-
tions companies Huawei and Fiberhome, for example, have established 
business operations in the Philippines as part of their global expansion 
even when political bilateral relations began to deteriorate, albeit in a 
more low-key manner. The Bank of China in the Philippines has since 
expanded operations to better service the needs of the growing network 
of business of both Chinese and Filipinos.24

In a 2014 Investment Forum in Beijing coorganized by the Philippine 
embassy with the China Overseas Federation, it was noted that many 
Chinese enterprises had decided to locate their operations in the 
Philippines as they went global to be “closer to the market either to mit-
igate foreign trade friction, and/or to curb potential trade protection-
ism” (Philippine Embassy News 2014). It is evident that when political 
bilateral relations are bad, the private sector picks up the slack as the 
states lessen their economic cooperation. Moreover, in the countries 
where Chinese businesses venture, Chinese entrepreneurs follow to facil-
itate business transactions and often take up residency in the host coun-
tries where they end up purchasing a condominium residence, renting 
an office, hiring local personnel, and eventually immigrating—ultimately 
creating more dynamism in the host’s domestic economy. That may 
partly explain why the real estate prices in Southeast Asia particularly, 
have continued to show strong growth (JLL 2013).
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China and ASEAN Markets

Other groups representing the private sector are the Filipino (ethnic 
and Chinese Filipinos) private companies and entrepreneurs who do 
cross-border business. Unlike in China where the biggest industry play-
ers are usually state-owned enterprises, the Philippines is largely domi-
nated, if not monopolized, by private businesses. The latter group, 
especially those who linked with China’s burgeoning economy during 
the early years, has benefited substantially from China. The Filipino con-
glomerates have also benefitted through the availability of cheaper man-
ufactured and industrial goods as those have contributed to the lower 
cost of doing business in the home market. For instance, players in real 
estate, construction, and infrastructure development have exploited the 
record-low prices of steel, cement, aluminum, flat glass, and shipbuilding 
supplied by China’s excess production as they have since been able to 
successfully bid for government projects being able to significantly lower 
their costs or establish joint ventures with technical Chinese partners.25 
For the more aggressive Filipino companies, the business opportunities 
have also expanded not only in the Philippines but across ASEAN, par-
ticularly with the entry of the ASEAN Economic Community in 2015.

Foreign diversification of Philippine firms is largely privately led and has 
mostly taken place after 2010 (Rodriguez and Sandoval 2016). Filipino 
conglomerates decide to do business in China or the ASEAN, based on the 
opportunities to profit from a market or as part of its regional strategy. For 
example, one of the Philippines’ largest conglomerates, Ayala Group of 
Companies, invested in electronics manufacturing and the real estate busi-
ness in China. The conglomerate’s latter business took advantage of the 
booming housing market in China’s second tier cities but then divested 
its stake when the housing market matured and transferred its investment 
to ASEAN. The former business continues to manage the manufacturing 
sites and sales offices on the mainland to support its global supply chain. 
One of the most well-known snack food manufacturers in China is the 
Filipino-owned Oishi brand of the Liwayway Group of Companies. It has 
factories all over China that import managers and machineries from the 
Philippines. Oishi was one of the first Filipino companies to venture into 
China in the early 1990s when land and labor were very cheap. It went on 
to replicate the same model in Southeast Asian countries. Another example 
is the International Container Terminal Service, Inc. (ICTSI), the coun-
try’s biggest container port operator controls a port in Shandong, China as 
part of its global network. The company then diversified into the hotel and 
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gaming industry, opening a casino complex in the Philippines to cater to 
the Chinese high rollers. Those are just some examples of Filipino players 
finding their niche in that regional marketplace.

Only a handful of companies had invested early in China as part of 
their corporate strategy. Noteworthy examples include the San Miguel 
Corporation in beer (Guangzhou 1990), ETON in real estate proper-
ties (1993), Unilab in pharmaceuticals (Shanghai 1995), the SM Group 
in malls (Xiamen 2001), the Ayala Group of Companies in real estate 
(as mentioned above) (Tianjin 2010), and Metrobank in banking 
(Shanghai 2010), which are some of the oldest, largest, and most diver-
sified Philippine conglomerates—and finally, the privately-held Liwayway 
Corporation, also mentioned above (Shanghai 1993).

More recently, Filipino companies have skipped China altogether 
and focused on the ASEAN market instead. The early ASEAN diversi-
fiers include Universal Robina Corporation and Zesto Corporation in 
snack food and beverage manufacturing; Jollibee in the fast food chains; 
Unilab in pharmaceuticals; Petron in oil refining; Philweb in online gam-
bling; Metro Pacific Manila Toll Roads in road construction, and Manila 
Water and Manila Electric Company in utilities. Some of the late entrants 
such as Zesto had initially attempted to penetrate the China market 
but withdrew when they found the barriers to entry insurmountable.26 
The general perception was that the China market was too competitive 
and cutthroat, the government regulations were too difficult to man-
age, and growth prospects were slowing due to a maturing market. In 
contrast, the ASEAN market provides a large market, geographic prox-
imity, cultural similarities, and more favorable regulatory treatment as 
members of the bloc, and the favorable growth prospects of the region. 
Although the developments are still preliminary, the momentum of the 
ASEAN Economic Community only provides additional impetus for 
additional players to invest in ASEAN. Interestingly, most publicly listed 
companies with new plans to diversify abroad have explicitly acknowl-
edged the desire to establish a foothold in the emerging ASEAN market 
(Rodriguez and Sandoval 2016). With a population of 100 million, the 
Philippines has a young and educated workforce and second largest pop-
ulation in ASEAN, after Indonesia. The Philippines is viewed as being 
strategically situated to benefit from the regional integration. Based on 
those examples, it is evident that the movement of Philippine investors 
from China to ASEAN is motivated more by economic market diversifi-
cation than bilateral political considerations.
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China’s Global and Regional Charm Offensive

Contemporary developments signal China’s desire to take a more pro-
nounced role in global and regional affairs, demonstrated by OBOR 
and AIIB to contribute to global infrastructure investments. It has also 
taken the driver’s seat in the RCEP, first proposed in the 2012 ASEAN 
Summit in Cambodia and initially considered as the region’s response 
to the US-led Trans-Pacific Partnership (TPP), it has since been infused 
with renewed dynamism ever since the TPP lost steam when President 
Trump withdrew the USA from the partnership.

The OBOR is China’s formal declaration of its intent to take on 
a more active global role. On the one hand, the critics warn that the 
OBOR carries geopolitical and security designs by China, on the other 
hand the program includes packages that align with the economic 
needs of the regional members, such as Asia’s need to fill its infrastruc-
ture development gap of an estimated US$26 trillion until 2030 (Endo 
2017). However, from China’s perspective the OBOR is expected 
to develop China’s less developed provinces, find markets for excess 
capacity such as steel, cement, aluminum, and capital surplus as well as 
technical capabilities. It also hopes to develop its industries by estab-
lishing standards in infrastructure and trade developments (Cai 2017). 
A more prosperous region and the establishment of industry standards 
will contribute to the development and stability of China’s domestic 
economy.

During the height of the territorial dispute which coincided with Xi 
Jinping’s first announcement of the OBOR in 2013, China seemed to 
have sidelined the Philippines with observers pointing out that the early 
maps of the OBOR route issued by China bypassed the Philippines.

Under President Aquino, the Philippines was the last-minute 
founding member of the AIIB. That took place after debates within 
the Aquino government regarding whether it was prudent to join 
the AIIB amid the political impasse of the SCS dispute and concerns 
regarding China’s geo-political ambitions. The decision to join sug-
gests that although the Philippines was involved in territorial disputes 
with China in the SCS, and even though the USA and Japan opted 
out, the Philippines had also recognized China’s influence in the global 
economy.

A converging development was seen when under Duterte, the 
Philippines had recalibrated its foreign policy toward closer economic 
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relations with China. One example of the renewed dynamism in the 
relationship was demonstrated when his Secretary of Finance strongly 
backed the Philippines’ membership in the AIIB, which, he said, would 
provide the government “another source of long-term funding at very 
reasonable interest rates” (DOF 2016). In 2016, the AIIB agreed to 
co-finance two projects in transportation and flood-control projects 
in the metropolis with the Asian Development Bank and World Bank, 
respectively—perhaps signaling the changing norms in global develop-
mental financing.

Conclusion

Because of colonial vestiges and dependency on the USA, early 
anti-communist sentiments, strong lobbying of Taiwan, and weak insti-
tutions, the Philippines was not able to prepare itself for the rise of 
China. The lack of institutions that study China have prevented the 
Philippines from crafting a coherent China Policy. Therefore, the domes-
tic factors manifested in personality-based politics and rampant corrup-
tion, coupled with the negative public perception of China, have largely 
driven the roller coaster China Policy that cycles with every new presi-
dent. One of the consequences is that the Philippines has not been able 
to fully capitalize on China’s economic ascent, particularly vis-à-vis its 
ASEAN neighbors.

China’s early charm offensive in the Philippines had several milestones 
including the latter being the recipient of the largest ODA in Southeast 
Asia during 2002–2007 and the first foreign destination of the China 
Grid Corporation’s major outward investment. The story of the invest-
ment of the China Grid Corporation in the Philippines represents a suc-
cessful case of Chinese investments and established Filipino institutions 
working together.

Although the territorial spat that culminated in the Philippines filing 
the arbitration case against China paralyzed the economic relations in 
terms of the flow of major Chinese investments, other aspects such as 
trade were tempered, if not driven, by global trends and market forces. 
Indeed, the bilateral trade data are better explained by global economic 
phenomena such as the impact of the global supply network, global 
financial crisis, and the rebalancing of China’s economy. Additionally, 
investments continue within the private sector—supporting the tru-
ism that business is profit driven. Furthermore, the increasing shift 



114   E. PALANCA AND A. ONG

of investments by Filipino businessmen to ASEAN from China, is due 
more to the growing attractive economic opportunities the regional 
market presents rather than political considerations. The role of the new 
migrants has also contributed to continuous trade and renewed eco-
nomic activities in local industries such as retail. The health of bilateral 
political relations has a bigger impact on other forms of economic rela-
tions such as state loans and overseas development assistance.

The OBOR and the AIIB underlies China’s newfound strategic ini-
tiatives to take on a larger role in global affairs. For the ASEAN region, 
its efforts to further integrate their market with the ASEAN Economic 
Community, and to a larger extent, with the Regional Economic 
Comprehensive Program, signal the growing dynamism taking place in 
the region. That is also affirmed by President Trump’s “America First” 
Policy that seems to signal a retreat in US global leadership. The vac-
uum created by the junking of the TPP provides an opening for China 
to take the driver’s seat as manifested in its renewed initiatives in the 
RCEP. As shown in the aforementioned cases, the biggest challenge for 
the Philippines is largely dependent on the weaknesses on the domestic 
front: to get its own house in order. For China to be more successful in 
its determination to cement its influence in the world, a more nuanced 
management of bilateral relations, beginning with understanding the 
domestic politics of the partner country, becomes more vital.

For the Philippines, its role in regional and bilateral development 
will depend on how institutions are strengthened and transcend the 
endemic problems of personality-based foreign policy, patronage poli-
tics, and rampant corruption. Deep-seated perceptions will not disap-
pear easily. Given the friendlier relations under Duterte, the question 
moving forward is whether that amiable relationship can be sustained 
or institutionalized beyond the personal leadership of the sitting presi-
dent. Given that domestic factors drive bilateral relations, the questions 
that need to be answered to address the people’s concerns about sover-
eignty and security issues will depend on what happens to the friendly 
relations when Duterte’s term ends in 2022, and how Duterte handles 
the SCS dispute. The next president may decide to bring the SCS issue 
and the international arbitration decision to the center of discussions. 
It is not inconceivable to consider that because of the continuation of 
personalistic politics and weak institutions, the roller coaster ride may 
continue.
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Notes

	 1. � Up until 1975, the Chinese schools followed a bi-curricula system: the 
English curriculum of the Philippine education system, and the Chinese 
curriculum similar to those used in Taiwan.

	 2. � Upon the normalization of diplomatic relations with China in 1975, then 
First Lady Imelda Marcos secured concessional prices from China on much-
needed oil exports to the Philippines. The oil crisis and the end of the trade 
agreement with the USA at that time prompted Marcos to explore markets 
in the socialist countries. In exchange, the Philippines exported coconut oil, 
lumber, sugar, copper ore, and other metals to China.

	 3. � When Marcos was replaced by Cory Aquino, Taiwan offered many ben-
efits to the new government. In addition to economic exchanges, which 
were allowed under the memorandum with Taiwan for economic and cul-
tural exchanges, the Taiwanese government also invited top government 
officials to visit Taiwan in an official capacity and publicized the visits 
which violated the One-China Policy. Diplomatic protests from Beijing 
prompted the Philippine Congress to raise the issue and to reinterpret the 
One-China Policy to allow more engagement with Taiwan.

	 4. � Trade between the two countries was traditionally restricted by the 
“Balance of Trade” Policy adopted by the Philippines to prevent a high 
deficit in its trade with China.

	 5. � Chinese loans and ODA to the Philippines are considered together 
because Chinese loans to the Philippines thus far have been concessional 
in nature. Concessional funding from China, often financed through the 
Export and Import Bank of China, include RMB Yuan and US Dollar 
denominations at a 2–3% annual interest rate with 20-year maturity and 
inclusive of a 5-year grace period.

	 6. � Interview with National Economic Development Authority Officer, 2016. 
That is supported in studies such as John Cooper’s “China’s Foreign 
Aid and Investment Diplomacy” (p. 30) and by Benito Lim, professor 
of Chinese Studies at the Ateneo de Manila University, when he said: 
“China lends money without imposing condition on opening markets or 
trade liberalization, which makes it an attractive alternative to loans from 
the WB, ADB and most Western lenders”.

	 7. � It was unable to address Beijing’s travel advisory of Chinese tourists to 
the Philippines issued on two occasions and an importation ban placed on 
Philippine bananas. In response, the Philippine immigration made it dif-
ficult or refused to renew the working visas of volunteer Mandarin teach-
ers and Chinese technical experts who were assisting Filipino organizations. 
Investments and tourism numbers fluctuated due to the deterioration of 
good will and confidence on both sides. In comparison, Japan and Taiwan 
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continue to receive several millions of Chinese investments and tourists annu-
ally, and vice versa, despite their ongoing political challenges with China.

	 8. � In 2005, in celebration of the 35th anniversary of the establishment of 
bilateral relations, the presidents of the Philippines and China toasted to 
the “Golden Year of Partnership” to usher in the friendly relationship 
that was unfolding.

	 9. � The two sides had pledged to double trade volumes to US$60 billion in 
five years, a sixfold rise from 2010. Additionally, Aquino returned tri-
umphantly announcing nearly $13 billion worth of actual and planned 
Chinese investments in the Philippines.

	 10. � The unfortunate incidents were wholly unrelated to the SCS dispute, but 
more domestic security lapses that unfortunately involved the lives of 
people, in this case of Chinese citizens.

	 11. � As of this writing, the Duterte government is still in its early years, there-
fore, it is difficult to make any conclusive analysis. However, the study 
includes Duterte because it provides examples on how the Philippine 
President can single-handedly alter the Philippines’ China Policy.

	 12. � One of China’s early overtures to the new administration was the donation 
of funds for the construction of rehabilitation centers to address the grow-
ing number of drug users arrested. Additionally, China also signified its 
intention to contribute to the new government’s goal of fast-tracking infra-
structure investments in the whole country. Duterte’s China pivot is part 
of a broader shift as he has also reached out to Japan, ASEAN, and Russia 
to help the Philippines diversify its foreign partners. Because the Philippine 
economy is dependent on dollar earnings from the overseas Filipino work-
ers in the USA and the outsourcing operations of American companies, the 
victory of Donald Trump, forecasted to lead to more US protectionist poli-
cies, and how it will affect the Philippine economy became a concern.

	 13. � US$15 billion worth of investment included railways, ports, infrastruc-
ture, flood control, transportation, mining energy, telecommunications, 
real estate and agricultural projects; and US$9 billion in the form of soft 
loans including a $3 billion credit line with the Bank of China.

	 14. � Interview. Knowledgeable sources who requested to remain anonymous.
	 15. � Interview with Mr. Franics Chua, Honorary Chairman of the Philippines 

Chamber of Commerce and Industry, 2015.
	 16. � President Aquino’s Third State of the Nation Address. July 23, 2012.
	 17. � GMA News, October 2, 2007. http://www.gmanetwork.com/news/

news/nation/62860/arroyo-stops-deal-with-zte-china-prexy-accepts- 
decision/stor.

	 18. � Interview. Knowledgeable source who requested to remain anonymous.
	 19. � The company is reported to control 80% of the China’s power transmis-

sion assets. It generates more revenue than Apple Inc. and Boeing Co. 

http://www.gmanetwork.com/news/news/nation/62860/arroyo-stops-deal-with-zte-china-prexy-accepts-decision/stor
http://www.gmanetwork.com/news/news/nation/62860/arroyo-stops-deal-with-zte-china-prexy-accepts-decision/stor
http://www.gmanetwork.com/news/news/nation/62860/arroyo-stops-deal-with-zte-china-prexy-accepts-decision/stor


5  PHILIPPINES–CHINA RELATIONS …   117

combined (James Paton, “China Builds an Empire of Electricity with 
Australia as Target,” Bloomberg [2016]. http://www.bloomberg.com/
news/articles/2016-03-31/chinese-power-behemoth-with-global- 
ambitions-targets-australia).

	 20. � The 40-60 rule is a provision in the Philippine Constitution for foreign 
ownership of selected industries, including the power industry.

	 21. � Republic Act No. 9511 states “An Act Granting the National Grid 
Corporation of the Philippines a Franchise to Engage in the Business of 
Conveying or Transmitting Electricity through High Voltage Backbone 
System of Interconnected Transmission Lines, Substations and Related 
Facilities, and for Other Purposes.”

	 22. � Data show the number of Chinese locators in the Philippines’ special eco-
nomic zones increased, even during the political tensions under the term 
of President Aquino (2010–2016). (Ellen Palanca, “PH-CH Economic 
Relations,” Presentation in the APPFI Forum held at the University of 
the Philippines, 2016).

	 23. � Interviews, small- and medium-sized entrepreneurs, several dates from 
2014 to 2016.

	 24. � Interview with Mr. Deng Jun, Country Manager of Bank of China-
Manila, 2016.

	 25. � Interview with Mr. Deng Jun, Country Manager of Bank of China-
Manila, 2016.

	 26. � Interview with Mr. Alfredo Yao, President of Zest-O Corporation, 2015.
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CHAPTER 6

Cambodia and the ASEAN Economic 
Community: Golden Opportunity 
for Ethnic Chinese in Cambodia

Touch Siphat

Introduction

The Cambodian government, as a member of the Association of 
Southeast Asian Nations (ASEAN) Economic Community (AEC), has 
committed to strengthen the economy by implementing certain changes 
and reforms. Those include adding trade regulations, complying with 
ASEAN’s uniform codes for investment and tax, improving infrastructure 
and other facilities to attract more investment, and preparing businesses 
and laborers to become more competitive within the new environment 
by promoting national Small and Medium Enterprises (SME) for the 
ASEAN market. In addition to those changes, Cambodia is also seeking 
foreign investment and support on infrastructure and energy develop-
ment from bilateral and multilateral partners.
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China is recognized by Cambodian leaders as ‘the most trustworthy 
friend to Cambodia’ and is a key and prominent supporter of develop-
ment, investment, and trade. Those commitments will improve Cambodia’s 
economy because the ethnic Chinese, who are a prominent influence in 
Cambodia, will grow by leveraging the ASEAN plus China incentives. This 
chapter reviews the framework designed by the Cambodian government for 
the AEC and how the ethnic Chinese in Cambodia prepare themselves to 
benefit from the AEC as they become key players. I discuss how Chinese 
capitalism is rooted and widely promoted among the overseas Chinese com-
munity and contend that this is behind the cultural, economic, and political 
rise of the Chinese on a global scale.

Cambodia’s Economic Policy Response to the AEC
In response to the AEC framework, the Cambodian government has 
demonstrated strong commitment and has put effort into strengthen-
ing economic systems. Many high-level policy and strategy commitments 
demonstrate Cambodia’s willingness and preparedness for the AEC. For 
example, one section of Rectangular Strategy-Phase III (2014–2018) of 
the Cambodian government titled “Deepening Cambodia’s Integration 
into the Region and the World” states:

“The process of Cambodia’s integration into regional and global 
communities will deepen especially through participation in the ASEAN 
Economic Community to be established in 2015, while making utmost 
efforts to effectively harness opportunities and the conductive environ-
ment stemming from regional integration to achieve maximum benefits 
for Cambodia, particularly through linking the Cambodian economy to 
regional production networks and global value chains.”

The firm implementation of the Rectangular Strategy-Phase II  
(2008–2013) created a favorable environment and necessary conditions 
for Cambodia to move resolutely and confidently forward on a journey of 
reform and development, aimed at graduating from a low-income coun-
try to a lower-middle income status and further to become an upper-mid-
dle income country by 2030. The upper-middle income vision and the 
Rectangular Strategy-Phase III (2014–2018) have pointed to the struc-
tural transformation of the Cambodian economy in reaching the vision 
and considered the industrial sector as a key driver of its economic growth. 
To that end, the government prepared an Industrial Development Policy  
2015–2025, approved by Council of Ministers at its plenary meeting on 
March 6, 2015. The policy is a guide for driving the development of the 
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industrial sector in the country, which can contribute toward maintaining 
a sustainable and inclusive high economic growth. The industrial policy 
has been recognized as a New Economic Growth Strategy which stresses 
economic diversification, competitiveness strengthening, and productivity  
enhancement in line with the structural transformation of the domestic 
economy and the evolving global and regional economic architecture that 
has put focus on the utilization of national resources to its fullest potential.

The policy framework contains four strategic pillars. First, attracting 
foreign direct investment (FDI) and mobilizing domestic private invest-
ment for industrial development, export market development and expan-
sion, and promotion of technology development and transfer. Second, 
developing and modernizing SMEs by way of expanding and strengthen-
ing the manufacturing base, modernizing and officially registering enter-
prises, promoting technology development and transfer, and strengthening 
industrial links between domestic and foreign enterprises specifically in the 
agro-industrial sector. Third, improving the legal environment to enhance 
competitiveness by way of improving the investment climate and promot-
ing trade facilitation, providing market information, and reducing business 
transactional fees. Fourth, coordinating supporting policies such as human 
resource development, skills training and industrial relations improvement, 
implementation of land management, urbanization and land use plan in 
line with the Land Policy and the National Policy on Land Management 
together with infrastructure development, including transport/logistics 
system and digital connectivity, electricity, and clean water supply and 
other supporting public, social, and financial services.

Ethnic Chinese and Their Social and Economic 
Organization

The ethnic Chinese make up 1% of the total Cambodian population 
(National Institute of Statistics, Ministry of Planning 2008, 2014). 
Although many Chinese came to Cambodia between the seventeenth 
and early twentieth century and more recently in the 2000s, their pres-
ence in the country can be traced back to even before the Angkor Era 
(802–1431 AD). Currently, five different ethno-linguistic groups of eth-
nic Chinese reside in Cambodia (Edwards 2009). They are the Teochew 
(who are the majority), the Cantonese, the Hokkien, the Hakka, and 
the Hainanese. In Cambodia, the ethnic Chinese are referred to as 
“Chinese-the Cambodian”, “Khmer-Chinese”, “Raw Chinese (Original 
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Chinese)”, “Chinese descendants” and/or “mixed Khmer-Chinese”. 
They are generally well integrated with Khmers, many feel Khmer, speak 
the Khmer language, follow Khmer customs and many hold Cambodian 
citizenship. For example, they utilize Buddhist monks for their weddings 
and funeral ceremonies. However, ethnic Chinese groups have also kept 
strong links with their Chinese traditions. Some ethnic Chinese continue 
to use their dialect language, display ancestor culture in their houses, 
adorn spring festival couplets on their doors, and adhere to religious 
events according to the Chinese calendar. Many also practice Chinese 
culture in everyday life, they continue to use typical Chinese nomen-
clature: Ahear, Cher, Kou, Khim, Ning, Sau etcetera “Ahear (older 
brother)” or “Trea (uncle)”, “Ache (older sister)” or “EE (aunt)”, and 
eat Chinese food.

Ethnic Chinese social organizations have also played a key role in 
the maintenance of both Chinese culture and community and business 
networks in Cambodia. Established upon their arrival in the seven-
teenth century, those associations have survived all Cambodian political 
regimes, except for the 1970s and 1980s. Associations have also played 
a significant role in bridging business networks among ethnic Chinese 
businessmen/women in the Kingdom, as well as in ASEAN and the 
world. That is because those who set up and actively support associations 
are the wealthy business elite who are well connected with high-ranking 
government officers and other businessmen/women in the region. For 
example, the Lim Association is led by a business tycoon, Okhna Lim 
organized the 10th anniversary of the Lim Association of Cambodia and 
the 13th regional Lim Association Convention at the Diamond Island 
Convention Center, Phnom Penh in November 2010. The event was 
organized with Prime Minister Hun Sen’s wife Bun Rany Hun Sen as 
an honored guest and 2200 distinguished guests of which there were 
approximately 850 delegates from 52 Lim member associations from 12 
countries (Becker 2010). Similarly, the Huang Association of Cambodia 
with the Huang Association of the World gathered more than 1600 
members from around the world at Diamond Island in Phnom Penh in 
2012 (Becker 2012).

Within the association system, Chinese temples and schools have 
been established as centers for literature, tradition, customs, and his-
tory. Chinese education, media, and cultural practice are keys factors in 
keeping the ethnic Chinese united and strong in economics. Between 
1901 and 1938 there were 95 Chinese schools established in Cambodia 
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including two middle schools and 93 primary schools (Edwards 2009). 
The teachers were often recruited from China and brought new texts 
and ideas. In 1938, over 4000 students were enrolled at Chinese schools 
across the country (Edwards 2009). By 1938, the first Chinese news-
paper ‘Bo Yin Tai’ (broadcaster) was opened, but collapsed in 1946. 
However, during that time, three other Chinese newspapers were in 
print including Great China News, Chinese Commercial News, and 
China-Cambodia News. Following Cambodia’s independence in 1953, 
the number of Chinese schools notably increased around the coun-
try, and the Chinese press also expanded. By 1967, there were 170 
Chinese schools and the number of Chinese students reached 25,665. 
In Phnom Penh alone, there were 27 Chinese schools with 11,350 
Chinese students. In the 1960s, there were five Chinese newspapers in 
Cambodia (two were Teochew and three were Cantonese) including 
Journal of Trade and Commerce, Mekong Daily, Khmer-Chinese Daily, 
the express and afternoon news (Edwards 2009). All were uprooted in 
the 1970s and banned in the 1980s of Khmer Rouge and Vietnamese-
based government. By the early 1990s, for reasons including the 
growing economic collaboration between China and Cambodia and 
the large investments being made by Chinese companies, the Khmer 
Chinese community was reopened and grew dramatically in the 2000s  
(Nyíri 2012).

Currently, there are five Chinese newspapers in Phnom Penh 
and Chinese-language schools have been mushrooming throughout 
Cambodia with Mandarin becoming the second most popular foreign 
language in the country after English. The huge growth in Chinese-
language schools is due in large part to the Chinese government’s sup-
port through donations to the Khmer-Chinese associations for Chinese 
native teachers, the production of textbooks (in Chinese) that incor-
porate Cambodian history and seminars for local Chinese teachers. 
Currently, there are reportedly 57 schools in Cambodia that teach the 
Chinese language, with a total of 40,000 students, many of whom are 
ethnic Chinese. One of these private schools, Daunhau, is allegedly the 
largest overseas Chinese schools in the world, with about 10,000 stu-
dents (Nyíri 2012). That is probably because the Chinese language, par-
ticularly Mandarin, is an advantage in the job market. More and more 
Cambodian people are encouraging their children to study English and 
Chinese hoping it will help their children in finding a good job and start-
ing a business.
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“Chinese Capitalism” Rooted in the Cambodian  
Economic System

To make sense of ethnic Chinese business acumen and success in 
Southeast Asia, scholars have written extensively about a “Chinese way” 
of doing business and “Chinese capitalism”. Redding (1990), for exam-
ple, argued that Chinese businesses have their roots in a Confucian 
cultural tradition based on paternalism, personalism, and defensive-
ness, and that by means of family ties and guanxi networks—built on 
reciprocal social relationships and informal trust—Chinese entrepre-
neurs can expand their economic might and escape state disciplining. 
Characteristics such as personalism, informality, family business, patron-
age arrangements, and trust-based networking are features that may be 
rooted in Chinese cultural values but have evolved and adapted to the 
Southeast Asian context (Yeung 2004; Dahles 2010). In Cambodia, eth-
nic Chinese entrepreneurship is dually embedded in historically devel-
oped practices of Chinese business organization, on the one hand, and 
in the Cambodian socio-political and economic context, on the other. As 
such, the practices of ethnic Chinese business can only be understood as 
historically developing within the specific environment of Cambodia and 
are thus constantly in flux (Verver 2012).

The resilience and flexibility of ethnic Chinese people in various 
political regimes of Cambodia allowed them to dominate the country’s 
economics. Thus, business activities have been recognized as a symbol 
of Chinese people or “Chineseness” in the country for many genera-
tions. ‘Chinese Houses’ [ ], ‘Chinese Stores’ [ ], ‘Chinese 
at Market’ [ ], ‘Borrow Chinese money’ [ ], ‘Be care-
ful of Chinese Save Your Head’ [ ],  
for example, have been created by locals, particularly Khmer peasants 
who refer to Chinese people as sellers, business runners, or financers. 
Typically, Chinese migrants would start working as laborers for a fam-
ily or doing business, and scrimp and save until they had enough to 
start their own cottage industry. From small beginnings—like making 
cakes or weaving fans and peddling them on foot—they would slowly 
build up enough to rent a market stall, then to open their own shop. 
In fact, many first-generation Chinese who were interviewed said they 
arrived in Cambodia with nothing. Kov, who sadly passed away in 
2016, was 93 years old when interviewed and exemplifies that path. He 
escaped from Japanese troops and starvation in 1938. When he arrived in 
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Cambodia he started by living with and working for his uncle’s family for 
about 6 months. He then traded agricultural products with the Khmer 
and Cham for a few years and married a Khmer-Chinese woman in 1947. 
Once he saved enough money, he bought a farm and grew cotton. The 
farm was a successful enterprise until the Khmer Rouge came into power 
in 1975. After the Khmer Rouge regime, his family opened a small gro-
cery store in Speur Commune, Cham Kar Leur district, Kampong Cham 
province before finally retiring with his daughter’s family.

Historically, thousands of Chinese migrated from southern parts of 
mainland China to Cambodia during what many call the “Dark Ages” 
in Cambodian history. From the fifteenth century, the cultural, political, 
and economic systems were weakened by powerful neighboring coun-
tries resulting in the “Dark Ages” of the seventeenth, eighteenth, and 
nineteenth centuries (Tully 2004). Most painful of all were the years 
between the 1780s and the coronation of Ang Duang in 1848, dur-
ing which time the Khmer monarchy and national sovereignty almost 
vanished (Tully 2004). The Khmer were influenced by Theravada 
Buddhism. They relied on wet rice farming and natural resources and a 
sharing culture for living rather than making profit for a better life by 
looked-over commerce and manual labor. That was perhaps an oppor-
tunity for the new comers, the ‘Chinese migrants’ were able to develop 
their businesses and make a profit. As a result, Chinese-Cambodian have 
been able to control much of Cambodia’s trade and commerce since 
then.

According to William E. Willmott (1967), Chinese people played a 
key role in Khmer economics. He stated that the Chinese, before the 
arrival of the French, were given the right to collect national revenue 
from farming activities, to monopolize businesses on gambling, drudge, 
alcohol, fishing, and logging. Under French administration, even though 
the Chinese communities were controlled, they could still work and run 
businesses. That included working as teachers, publishers, and owning 
hotels as well as others. The Chinese also had a great deal of autono-
my-each Chinese dialect group had its own leader (chef de congrega-
tion), and those leaders were recognized by French authorities as having 
power over matters of immigration and emigration; movement between 
towns, schools, temples, and cultural societies; and actively engaged in 
commerce and trade. Ethnic Chinese elite unsurprisingly, therefore, 
dominated commerce in Cambodia from the time of independence in 
the early 1950s well into the era of the Khmer Republic in 1970.
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Under the Khmer Rouge regime in the 1970s, most urban Chinese 
were perceived as capitalists, which resulted in upheaval. In the late 
1970s the Chinese began trading activities months after liberation by 
traveling back and forth over the Cambodian–Thai border to buy food-
stuffs, utensils, clothes, electronics, and bringing other consumer goods 
into the country (Chan 2005). By the early 1990s, under a commitment 
to transform the economic system from the planning stage to the market 
base, and a recognition of ethnic Chinese skills in doing business, the 
Chinese were encouraged to engage in the business sector. Mr. Chea 
Sim, the National Assembly Chairman at that time, told members of the 
preparatory committee of the new Chinese-the Cambodian umbrella 
organization-the Khmer-Chinese association that “most Khmers want 
to be government officials; they don’t like business and are not good at 
it…You should unite and liaise with your relatives and friends overseas, 
attract foreign investment and become a bridge to developing the econ-
omy” (Nyíri 2012). That encouragement and opening for the ethnic 
Chinese was an opportunity for Chinese people to revitalize Chinese cul-
ture and economic practices which allowed them to become controllers 
of the current Cambodian economic system.

In the contemporary Cambodian context, Chinese-Cambodians have 
a considerable presence in the Cambodian economy and are estimated to 
own a vast share of it. Nearly all Chinese-Cambodians are involved in a 
business of one sort or another, ranging from small family-based shops 
to large companies. Their businesses always start off with small capital 
and are run by either the husband, wife, or father and son team or sib-
lings-turned-partners or relatives working for relatives. Generally, many 
Chinese-Cambodian family businesses are still informal. They do not have 
clear plans, proper financial and account systems, and inherit their busi-
ness from elders. An example of that is a Chinese mooncake bakery called 
LSH located in central Phnom Penh. The bakery owner’s grandparents’ 
family migrated from mainland China in the 1930s and opened a Chinese 
mooncake business. Their plan was to pass on the business to their first 
son. Business families often put a lot of effort into teaching their children 
how to be business people. They believe that in the Cambodian context, 
opening a business will earn them money and independence. Chinese 
families often give their children a store or a house and some financial 
capital as a marriage gift, which differs from rural Khmer families who 
often advise their children to study hard, and generally give their children 
a section of a rice field, or a pair of cattle and cows as gifts.
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Chinese-Cambodian business capacity is reflected in the number of 
Chinese-Cambodian who are recipients of Oknhas. A list of Oknhas, 
recorded from 1994 to 2014, revealed there were about 704 Oknhas 
(business tycoons) in Cambodia and most of them were Chinese 
descendants and mixed Khmer-Chinese. Interestingly, all top ten pre-
dominant businessmen/women classified in the current Cambodian 
Chamber of Commerce (CCC), and who own a vast share of the 
nation’s economy, are also descendants of Chinese migrants born in 
Cambodia (Phnom Penh Post 2011). Those Oknhas have close links to 
senior officials in various government institutions and are further bound 
together by marriages and business partnerships. They often support 
their family name association, dialect association, and actively share 
involvement in charitable activities such as the Cambodian Red Cross.

The AEC Integration and Opportunities for Chinese-
Cambodians

This section discusses “local Chinese” and “international Chinese”. 
Local Chinese are the ethnic Chinese of Cambodia who hold 
Cambodian citizenship. The international Chinese are ethnic Chinese 
from elsewhere in the world and the Chinese from mainland China head-
ing to Cambodia for work and business. In terms of economics, the local 
Chinese have played a crucial role in the Cambodian economy and have 
acted as a bridge for the international Chinese to set up businesses in the 
country. Many shops, houses, and company buildings display Chinese 
altars and sign boards with Chinese characters. Most of those businesses 
are represented in Cambodian’s 505,134 SMEs. The 2011 economic 
census of Cambodia does not reveal the identity of SME entrepreneurs, 
but from interviews and observation, most SME owners are ethnic 
Chinese or at least people who have Chinese ancestry.

The National Institute of Statistics (NIS) indicates that 72% of 
Cambodian enterprises have one to three employees and are family-run 
businesses (NIS 2008). In 2011, of 505,134 enterprises, only 3.5% were 
registered with the Ministry of Commerce. That means that most of 
the enterprises are run in a traditional way-relying on personal savings 
and informal sources for starting or expanding their businesses. The pri-
mary reason for SMEs to maintain their informal status is the percep-
tion that standard accounting practices are complicated and unnecessary. 
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Additionally, some SME prefer to keep informal financial records because 
it allows them to conceal their real profits and revenues from tax 
authorities.

To support the country’s SME from AEC competition, the Cam
bodian government has established policies and strategies. Some key 
sectors that the government needs to reform and improve include 
trade facilitation; human capital; SME promotion framework and infra-
structure development including transport/logistics system and dig-
ital connectivity; electricity and clean water supply; and attracting FDI 
and mobilizing domestic private investment for industrial development. 
Despite those incentives, it remains difficult for Cambodia to be inde-
pendent of foreign aid. Cambodia seeks support in infrastructure devel-
opment, energy, investment, and trading partners from bilateral and 
multilateral partners. China is one of Cambodia’s key development play-
ers over the past decades (Vutha 2014).

Chinese-Cambodian Preparation for AEC Integration

Ethnic Chinese in Cambodia have been leaders in the nation’s eco-
nomics for many generations and are now keen to compete in the AEC 
market. In the private sector, which has been dominated by Chinese-
Cambodians, there have been several associations formed to promote 
SME development, share information, and facilitate problem solving and 
include the Federation of Associations for Small and Medium Enterprises 
of Cambodia (FASMEC, established in 2010), the Cambodia Small 
and Medium Enterprises Association (established in 2006), the Phnom 
Penh Small and Medium Industry Association (established in 2004), 
CEO Master Club (business coaching, networking, and awarding plat-
form in Cambodia established in 2004), and the Cambodian Women 
Entrepreneurs Association (established in 2011). Each of those associa-
tions has approximately 100 members and their goal is to have a role in 
providing information, training, and benefiting from international busi-
ness societies connected to the members (Chan 2015).

FASMEC gathers various business associations and commercial 
enterprises throughout the country. It was organized by two business-
men (Oknha Te Taing Por and Oknha Hun lak) with support from the 
Ministry of Industry and Handicraft (MIH). Their members share the 
same vision and it is one of the most active SME associations. FASMEC 
commits to achieving the promotion of SMEs, acting as the main 
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conduit for dialogue on SMEs issues with the government, seeks techni-
cal and financial support from the government and multilateral and bilat-
eral aid agencies for SME improvement, providing relevant vocational 
training and capacity building for SMEs, partners with government insti-
tutions to improve productivity, standards, export procedures, assisting 
SMEs with business registering, licensing, and permits in the most effi-
cient and cost effective ways (Chan 2015).

Cambodian businesses are joining forces to increase production and 
reduce the country’s dependence on imports. The FASMEC, the MIH, 
and the CCC play a key role in encouraging SMEs to increase produc-
tivity. According to the federation, business in the country is boom-
ing with 530,000 enterprises across the country, and about 30,000 
enterprises registered with the MIH. The president of the federation, 
Oknha Te, urged businesses to register by saying that “the govern-
ment and the federation can provide support to businesses once they 
are registered” (Chan 2015). The federation is working actively to 
get Cambodian SMEs to register their businesses with the Ministry of 
Industry. In doing so, it is easier for the government, the federation, 
and other relevant organizations/partners to work together to set poli-
cies to assist them. Oknha Te stated, “Now they (SMEs) lack capital, so 
the federation has its microfinance institution (MFI) to support them 
financially…I will fly to China soon to promote local SMEs to Chinese 
counterparts, and will encourage them…to invest in Cambodia. The 
new government policies could make Cambodia more favorable to for-
eign (Chinese) investors. The government could encourage investment 
by waiving taxes on the import of raw materials for foreign investors 
operating here, as well as giving them three-year tax holidays.” Oknha 
Te also mentioned that the federation could help address small busi-
nesses’ lack of capital through its MFI, which had already loaned about 
US$2 million to its members and planned to inject about US$3 to 
US$5 million more in loans (Chan 2015).

Similarly, Nguon Meng Tech, Director General of the CCC told the 
Khmer Times that the CCC had invested in local SMEs, “Our role is to 
provide them with training and seminars, and to invite foreign investors 
to meet and discuss with local SMEs to find a way for collaboration in 
operating businesses in Cambodia.” Mr. Tech said that “The big goal of 
CCC is to promote local and international investment. CCC tries to find 
the regional international investors to partner with local investment to 
boost the economic growth and to support to local SMEs.”
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From the local entrepreneurs’ viewpoint, the regional integrated mar-
ket of the AEC possibly provides some good opportunities; it could be 
a good prospect for local entrepreneurs to expand their businesses. Chy 
Sila, a General Director of CBM Corp and owner of Sabay Company, 
emphasized that he was happy to welcome the bigger single market, stat-
ing “My vision is to expand my businesses to the region as administra-
tion will be merged into one, it will be easy as I do not have to spend 
time understanding a lot of laws and regulations of different countries.” 
Additionally, as it is a free flow of labor, he could outsource more quali-
fied staff for his businesses. Keo Mom, Chief Executive director of Lyly 
Food Industry Co., Ltd., which is well known throughout Cambodia 
for producing snacks, said that she is ready for the AEC, and stated that  
“I am ready for 2015 because I have been preparing for the last few 
years. For my own company, I am preparing to defend against, as well 
as to compete with, other ASEAN member countries’ products.” Mom 
said that her company, which established in 2002 with US$100,000 in 
capital, now produces over 20 types of products and employs over 100 
workers, an increase from the original three products and 25 workers.

The large enterprises, representing 1% of all enterprises in Cambodia, 
are particularly influential in the Cambodian import–export, banking, 
hotel, media, telecommunications, construction, and land concessions 
sectors (Ministry of Planning 2014). That trend emerged in the late 
1980s and early 1990s. That group of entrepreneurs is well—connected 
with senior officials in various government institutions and is further 
bound by marriages and business partnerships. They developed their 
families into standard corporate businesses with a corporate business cul-
ture. That group is not only ready for regional and global competition, 
but they also play a key role in attracting foreign investors to invest in 
Cambodia. Those include investors such as the Royal Group Companies 
that is owned by the Sino-Khmer businessman, Oknha Kith Meng; the 
largest agro-industrial company in Cambodia owned by Sino-Khmer 
businessman, Oknha Mong Reththy; Attwood Import Export Co., Ltd., 
owned by Oknha Lim Chhiv Ho; Canadia bank and real estate devel-
oper, Overseas Cambodia Investment Corporation (OCIC), owned by 
Oknha Pung Kheav Se; as well as others.

The SMEs comprise approximately 2.2% of the total enterprises in 
Cambodia (Ministry of Planning 2014). They mostly emerged in the 
early 2000s and committed to transform their businesses from family 
businesses to businesses with a more standard corporate business culture 
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by raising their quality and sustainability to benefit from the coming of 
ASEAN integration and globalization. That group generally has a busi-
ness plan and strategies and looks for business partners and legal support 
from the government, financial capital from financial institutions, and 
registers their enterprises with the Ministry of Commerce. The group of 
medium entrepreneurs are busy preparing themselves for the AEC and are 
generally confident about market competition. However, some of them 
are still concerned about investment capital and capacity for regional 
competition. For example, the Lyly Food Industry Co., Ltd. owned 
by Keo Mom, is ready for the AEC. She is also as the vice president of 
PSMIA and the vice secretary-general of the Chamber of Professional and 
Micro Enterprises of Cambodia, and stated that most of the Cambodian 
SMEs, including hers, worry because they are family businesses and do 
not have enough financial capital to develop and buy modern materials.

Similarly, Ngov Heng Fish Sauce Factory, located in Kampot’s Ta Ang 
Village and is owned by the Hainanese family, is well known throughout 
the country for producing fish, soy, and chili sauces and is one of the 
SMEs busy developing and enlarging its business for the AEC market. 
The owner of Ngov Heng Fish Sauce, said he has been making efforts 
to upgrade his products for almost ten years and his fish sauce will soon 
not only be well known in Cambodia, but also in the USA and through-
out Southeast Asia. Ngov Heng Fish Sauce Factory began producing fish 
sauce in 1995, but at that time he could only produce about 1000 lit-
ers per month and only supplied it to Kampot province. He currently 
produces about 100,000 liters per month and ships to all provinces in 
Cambodia. For the AEC, he plans to buy a steaming machine to clean 
bottles and plans to build a new high-standard production chain that 
will cost about US$100,000. However, he said that as an entrepreneur, 
he will expand his products into the ASEAN market, but he is still con-
cerned about his finances.

The micro enterprises make up about 97.7% of all enterprises in 
Cambodia. They are generally run by businessmen/women who are 
mainly retail sellers and shop keepers. They often convert their homes 
into streetside stores, sell goods in small market stalls, or are small hand-
icraft family businesses. Those business practitioners generally began a 
business with very little money, were supported by their parents or rel-
atives, operated as family businesses without proper governance, entre-
preneurship, leadership, business plan, management operating systems, 
finance and accounting, and business skills, etc.
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Many micro entrepreneurs recognize that ASEAN is made up of ten 
countries but do not know about the benefits of ASEAN. Many of them 
do not know what the AEC is. For example, the owner of the Mooncake 
Bakery said that the busiest time of year for her business is during the 
Chinese moon festival and during the New Year season. She does not 
want any more business because she is tired of managing the cake hand-
icraft. She added that she will let her oldest son decide what to do with 
the business because he will be the one to continue with the business. 
Her son wants to expand the business, but he is not confident because 
he doesn’t have much financial capital and the business has many local 
competitors. He said that “they already work very hard every day to pro-
duce the cakes for their existing customers, so it is very hard to expand 
because they do not have family members to help.” That kind of micro 
entrepreneur has the will and characteristics to profit from the AEC but 
needs to be supported and provided with business skills and marketing 
training to succeed in the new environment.

China as Backbone for Cambodia with Eyes on ASEAN
China and Cambodia reached the Comprehensive Partnership for 
Cooperation agreement in April 2006 and achieved Comprehensive 
Strategic Partnership of Cooperation status in 2010, which marked a 
milestone of cooperation. Prime Minister Hun Sen described China as 
a “most trustworthy friend” for Cambodia. Under that relationship, 
China has become a major source of foreign assistance and investment, 
a top foreign investor, a major donor, and an increasingly important 
trading partner. In return for its financial support, China has exerted its 
influence on Cambodia by promoting its political, economic, and cul-
tural interests. Politically, Cambodia strongly supports the “One-China 
Policy” and the “South China Sea Issues”. Economically, besides benefits 
received from its loan provision, trading, and investments in Cambodia, 
China may see Cambodia as a bridge to more than 600 million people 
markets of ASEAN.

China has provided about US$3 billion in concessional loans and 
grants to Cambodia since 1992. Between 1994 and 2013, Chinese 
investment in Cambodia was about US$10 billion, focused mainly on 
agriculture, mining, infrastructure projects, hydro-power dams, and gar-
ment production. In addition to development aid, China has also pro-
vided a considerable amount of military assistance to the development 
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of the Royal Cambodian Armed Forces (RCAF) (Khmer Time 2016). 
In recent years, China significantly increased military cooperation with 
the RCAF by providing loans and military equipment including trucks, 
helicopters, and aircraft, built military training and medical facilities, and 
donated uniforms to the RCAF (Khmer Time 2016).

Chinese development aid in infrastructure development has played 
a key role in Cambodia’s national rehabilitation. With about ten long 
bridges and more than 2000 km of national road built by Chinese devel-
opment aid, that infrastructure has significantly improved transportation 
and logistics for trading and business activities and for farmers’ access to 
markets (Khmer Time 2016). In the state visit by President Xi Jinping 
on October 13–14, 2016, the two countries further tightened bilateral 
cooperation by presenting 31 agreements, including US$238 million 
in soft loans, US$89 million in debt forgiveness, and US$15 million 
in military aid related to various fields including the strengthening of 
international cooperation, economy and finance, taxation, law enforce-
ment, industry and handicrafts, water resource management and irri-
gation, environment, and infrastructural construction (Sokheng and  
Willemyns 2016).

Mr. Sun Chanthol, the Minister of Public Works and Transport signed 
an agreement for three major construction projects with China that were 
expected to begin in 2017. The three new projects include the national 
highway projects from Phnom Penh to Sihanoukville, national road pro-
ject No. 11 from Neak Loeung to Tnal Toteung, and a bridge construc-
tion project crossing the Mekong river, connecting Kroch Chmar to Steung 
Trang district. Deputy Prime Minister Sok An and Mr. Sun Yun, the chair-
man of Chinese state-run Yunnan Investment Holdings Ltd (YIHL), signed 
an agreement regarding construction of a new US$880 million airport 
about 50 km outside Siem Reap’s provincial capital in Sonikum district. 
The project is a joint investment consortium formed by YIHL, the Yunnan 
Construction Investment Group, and the Yunnan Airport Group with an 
exclusive 55-year Build-Operate-Transfer (BOT). The construction will be 
located on 700 hectares of land provided by the government. The plan is to 
build a 4E class airport, with the possibility of expanding to 4F compliance, 
which means the airport could receive larger long-haul aircraft.

Investment in railway is also significant. The Cambodia Iron & Steel 
Mining Industry Group (CISMIG) and the China Railway Group 
Limited agreed to build a new railway line with 11 stations as well as 
an iron and steel factory in Preah Vihear province. The memorandum 
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of understanding (MOU) between the groups is worth US$9.6 bil-
lion (May 2017). According to company statements, the railway will be 
405 km long, from the mining area of Preah Vihear province through 
the southern provinces of Kampong Thom, Kampong Chnang, 
Kampong Speu and finally Koh Kong province. It will not connect to 
the existing lines of Toll Royal Railways. Zhang Chuan Li, Chairman of 
CISMIG told reporters at the signing ceremony that the US$9.6 bil-
lion will be used to build the new railway line, a new port, and a new 
bridge in Koh Kong. The planned iron and steel plant in Preah Vihear 
will cost US$1.6 billion. The company received 1300 km2 of land con-
cessions from the government and 10 km2 would be needed for the fac-
tory in Preah Vihear (Kunmakara 2013). The factory, which will produce 
1 million tons of steel and iron per year, will take two and a half years to 
construct. The raw material that is needed for construction will be taken 
from mines in Preah Vihear, Rattanakkiri, Kampong Thom, and Stung 
Treng provinces. Mr. Li explained that “with the factory we want to 
minimize the country’s import of steel. We also plan to export to neigh-
boring countries like Vietnam and Thailand.” With this project informa-
tion it is assumed that the project will connect to the massive gambling 
and tourist resort development project (Andreas and Touch 2016) 
which is under construction, covering on 45,000 hectares of coast area 
in Botum Sakor National Park, Koh Kong province with US$3.8 billion 
invested by the Chinese-owned firm, Tianjin Union Development Group 
for a sea port, airport, business complex, entertainment, casinos, etc.

Chinese-developed electric power attainments was considered a key 
factor in socio-economic development in Cambodia. Chinese com-
panies had invested in seven hydroelectric power plants in Cambodia 
with a total cost of approximately US$2.4 billion, built under the con-
cessional contracts of BOT (Xinhua June 02, 2017). Six of them were 
operational, producing a total of 928 megawatts, while the seventh one, 
Lower Sesan II hydropower plant with the capacity of 400 megawatts, 
was completed in September 2017. All hydropower plants in Cambodia 
are 100% Chinese investments, except for the US$781 million Lower 
Sesan II project that is a joint venture of Chinese, Cambodian, and 
Vietnamese companies. The Chinese firm holds 51%, the Cambodian 
firm (owned by Oknha Kit Meng, owner of the Royal Group and pres-
ident of the CCC) controls 39%, and a Vietnamese company holds 
10% (Xinhua November 10, 2016). Furthermore, Chinese firms have 
also constructed thousands of kilometers of electric power transmission 
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lines. Another massive 700-megawatt coal-fired power plant that fuels 
the country’s biggest industrial park in Preah Sihanouk province and 
feeds the national grid was set to be completed by the end of the year 
2016. The plant, which was first approved in December 2010, is a devel-
opment between the Cambodian People’s Party Senator’s Cambodia 
International Investment Development Group and the Chinese-based 
Erdos Hongjun Electric Power Co., with the US$383 million joint ven-
ture project operating under a 33-year build-own-operate scheme in 
Stung Hav district (Kotoski and Cheng 2016).

At the opening ceremony of the two-week fair of the Chinese-
developed electric power achievements in Cambodia organized by 
the Electric Power Enterprise Association of the Chinese Chamber 
of Commerce in Cambodia in the complex of the Royal University of 
Phnom Penh in early 2017, Chinese Ambassador Xiong stated that 
“We are very happy to see Chinese enterprises actively engaged in the 
development of energy sector in Cambodia.” He said, “We are confi-
dent that Chinese firms will invest more in the energy sector here.” At 
the same time, the Cambodian Minister of Mines and Energy, Mr. Suy 
Sem stated that the “energy sector in Cambodia needs to base its des-
tiny on Chinese investment, and if there is no Chinese investment, until 
now, we will not have electricity as we see today.” The minister called 
on Chinese investors to help build more hydropower dams, coal-fired 
power plants, and power transmission lines in Cambodia by saying that 
the electricity demand goes up by about 20% every year. He highlighted 
that “Chinese investment in developing the sources of electrical energy 
is like the building of a new history for Cambodia.” He claimed that the 
Sino-Cambodian cooperation in the energy sector is under the initiative 
backed by the Asian Infrastructure Investment Bank (AIIB) and the Silk 
Road Fund. The minister asserted that the Cambodian government has 
supported the initiative and that the country is also one of the AIIB’s 
founding members and that “We will be able to borrow money from 
the bank for developing infrastructures, including infrastructure for the 
energy sector.” He mentioned that the seven hydropower plants, power 
transmission lines, and sub-transmission lines in Cambodia were born 
from the One Belt One Road (OBOR) initiative (Xinhua 2016).

Lao Tip Seiha, under-secretary of state of the Ministry of Land 
Management, Urban Planning, and Construction announced recently 
that since the year 2000, foreign private investors from 18 countries have 
completed 287 real estate projects with a total estimated surface area 
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of about 12 million m2, resulting in an estimated capital investment of 
US$4.3 billion. When the figures were broken down, it was revealed that 
China is responsible for 110 projects out of the total 287 projects, bear-
ing an investment capital of US$1.66 billion. That is followed by South 
Korea with 46 projects totaling an investment of US$1.59 billion, while 
Japan holds the third spot having overseen 34 projects valued at US$224 
million (Meng 2016).

There are many skyscraper buildings under construction by Chinese 
companies in the city, such as the Sino Great wall. Another example is 
the construction on the island of Koh Pich-Diamond Island led by the 
OCIC-a local Chinese Oknha Se, run by the president of the Khmer-
Chinese Association. The 2-km-long island, home to a golf driving 
range, the city’s largest international exhibition center, a fire station, a 
new city hall, and a theatre, is unlikely to become the Chinatown that 
the Phnom Penh government has long hoped would attract more main-
land tourists. Despite the Chinese capital flowing into the island’s pro-
jects, Chinese tourists and residents are not a common sight in that part 
of the city. With street signs featuring the simplified Chinese characters 
used on China’s mainland (elsewhere in Phnom Penh street signs are 
only in Khmer and English) and sales executives are fluent in Mandarin, 
Diamond Island seems ripe for Chinese investment (Horton 2014a).

Koh Pich is a 100-hectare, spit of land hugging downtown Phnom 
Penh’s shoreline developed for more than 1000 condominiums, hun-
dreds of villas, two international schools, and a replica of the Arc 
de Triomphe. “Mainland Chinese, especially Shanghainese, are very 
impressed,” said Um Bun An, sales manager at Casa Meridian, a devel-
opment that will feature two 33-story condominium towers. He pointed 
out that investors do not need loans but rather, they pay in cash. The 
island’s largest project is the US$700 million Diamond Island Riviera, 
which is a joint venture between OCIC and the Chinese company 
Jixiang Investment. It will have three 33-story condominium towers 
supporting a 650-foot infinity-edge pool, a shopping mall, hospital, an 
international school, two pedestrian shopping streets, plus two additional 
29-story condominium towers. In a nod to Chinese superstition, which 
considers the number four unlucky, the buildings will not have 4th, 
14th, 24th, or 34th floors. Chinese buyers account for roughly half of 
the sales at Diamond Island Riviera, according to Brak Kim Seng, sen-
ior sales officer at the OCIC subsidiary Canadia Bank. “The majority of 
Chinese buyers are buying as an investment,” Mr. Brak said in Mandarin, 
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“They’ll hold on, and when prices rise, they’ll sell off” (Horton 2014b). 
The Diamond One condominium project, a joint venture between the 
OCIC and Chinese developer Xin Tian Jian (Cambodia), is keeping to 
its planned schedule with its US$60 million investment. With 90% of 
its 372 units sold—70% to the Chinese and Taiwanese, 25% to locals, 
and 5% to Koreans and Japanese—the construction of Diamond One has 
been completed and awaits interior fittings, according to Yin Hai Ping, 
sales manager for the development (Halim and Harry 2016).

Chinese companies are also prominent in the Cambodian textile 
industry. They have enabled tens of thousands of Cambodians to work 
and make money, even though most of them are unskilled. China’s 
investment in Cambodia has contributed to the garment and textile sec-
tor—with more than 3000 companies, which are the backbone of the 
Cambodian exports, accounting for 80% of all exports and employing 
about 500,000 workers (Khmer Time 2016).

Additionally, the Cambodia–China Business Forum is a new invest-
ment-promoting mechanism, officially opened by Prime Minister Hun 
Sen on December 1, 2016, it drew hundreds of Chinese investors to 
Phnom Penh to discuss opportunities to take a stake in Cambodia’s 
developing economy. The forum reflected the continued growth of bilat-
eral relations, which has seen significant Chinese investment in the major 
Cambodian economic and development projects. That high-profile 
investment conference, held under the tagline Cambodia: The Kingdom 
of Opportunity Along The One Belt, One Road was jointly organized 
by the Cambodian conglomerate LYP Group, owned by one of top ten 
Oknha; and by Cambodian People’s Party Senator Ly Yong Phat, with 
China Minsheng Investment Group (CMIG), China’s largest private 
investment group. There were representatives of more than 200 Chinese 
companies gathered at the hotel conference center, just a month after 
Chinese President Xi Jinping’s visit (Ting and Sokhorng 2016).

The forum explored investment opportunities for Chinese compa-
nies in Cambodia, reviewed case studies of previous Chinese FDI, and 
ended with many investment deals signed. The biggest of those was a 
US$1.5 billion deal between the LYP Group and property developer 
SRE Group, a Hong Kong-listed subsidiary of CMIG, to develop the 
Cambodia–China Friendship City on 550 hectares of land in north of the 
capital. The development project will include an international five-star 
hotel, a television broadcasting studio, a sports stadium, an 18-hole golf 
course, and other entertainment facilities. Chen Yi Qin, Chief Operating 
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Officer of Zhejiang Provincial Energy Group participated in the forum, 
said that strong historic ties between China and Cambodia have given 
Chinese companies confidence in their investment in Cambodia. 
Moreover, Cambodia’s rapid economic growth in recent years was creat-
ing fresh business opportunities for his company. “The energy industry in 
Cambodia has great potential for market growth in the near future,” he 
said, “in every industry you need energy.” Zhang Nan, Deputy General 
Manager of Sino-steel Corporation, a state-owned mining and metals 
trading firm, said the company was planning to expand its presence in the 
Kingdom. “We expect to sign an agreement next year for an industrial 
park,” she said, “under our leadership as a central state-owned enterprise 
in China, there will be a lot of related enterprises and factories flocking 
over to Cambodia.” Wrapping up the forum, the LYP Group signed an 
MOU with 14 Chinese banks to fund investments of the Cambodian 
industries and the OBOR project (Ting and Sokhorng 2016).

The agricultural sector will also see huge gains from Chinese invest-
ment. Cambodia signed an MOU for agricultural development with 
a Chinese company from East China’s Shandong province in October 
2016. The firm plans to invest at least US$2 billion in developing the 
country’s first special economic zone (SEZ) geared entirely to agro- 
processing and storage, with sprawling zones factories and warehouses 
aimed at meeting the growing potential for Cambodia to export its agri-
cultural products to buyers in Asia’s biggest economy. “Since China’s 
economy is growing, as well as its population, we are facing food short-
age issues, while Cambodia could help provide the resources we need,” 
Shen Chen, Chairman of Tian Rui, said following the signing of the deal 
(Sokhorng 2016b).

Tian Rui, a subsidiary of China’s Qingdao Tian Rui Group, will 
develop a new SEZ in the Kong Pisey district of Kampong Speu prov-
ince. According to Chen, the Council of Development for Cambodia 
approved a blueprint for the 100-hectare site in June, while the com-
pany has secured an adjacent 200 hectares for expansion. Tian Rui will 
construct an agricultural storage facility with a 30,000-ton capacity 
during the project’s initial phase, while two 100,000-ton facilities will 
be added during subsequent stages. The master plan envisions 30–100 
agro-industrial factories once the SEZ is fully operational in 5–10 years. 
“Ten Chinese companies have already registered to operate in the zone,”  
Chen said. He explained that Tian Rui and other companies operat-
ing in the SEZ will source agricultural products from the surrounding 
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countryside. “The company will work with farmers and buy their agri-
cultural products,” he said, adding that Tian Rui also has its own agri-
cultural land for growing crops. Once fully operational, Chen expects the 
SEZ’s tenants to export around 500,000 tons of agricultural products 
to China per year. Meanwhile, Mr. Veng explained that the cooperation 
between the ministry and the company will contribute to developing the 
Cambodian agriculture under the framework of the China-proposed Belt 
and Road Initiative. “The company will also help boost the exports of 
the Cambodian agricultural products to international markets, particu-
larly to the Chinese market,” he added (Sokhorng 2016b).

A giant sugar mill opened in Preah Vihear province in northern 
Cambodia in March 2016, which is another Chinese-owned agricul-
tural company. With US$360 million in capital, Rui Feng (Cambodia) 
International Co., Ltd. is part of a closely linked group of Chinese firms 
with adjacent economic land concessions (ELCs) who built one of Asia’s 
largest sugar processing facilities. They are now putting the finishing 
touches on its newly built sugar mill, which has a capacity of 20,000 tons 
per day. Kuy Yoeurn, an administrative assistant of the firm mentioned 
that the factory’s single line was capable of processing about 20,000 
tons of sugarcane daily to produce 2000 tons of refined sugar. A second 
production line will be added in the future. “The sugar mill is part of 
a US$1.5 billion project by the company and its four sister firms that 
include a power plant, fertilizer factory, and other infrastructures such as 
a hospital and school,” said Um Sotha, spokesman for the MIH. “It is a 
huge project, and consists of much more than just a sugar mill,” he said, 
“the factory that it is setting up here will produce large amount of sugar 
for the world market” (Sokhorng 2016a).

According to Poeng Trida, head of Preah Vihear’s provincial agricul-
ture department, Rui Feng has invested in constructing the sugar mill 
and refinery on 214 hectares, and expects to complete the remainder 
of the project within three years. The government granted Rui Feng an 
8841-hectare ELC in 2011 for the cultivation of sugarcane, rubber, and 
acacia. The company has faced ongoing protests from villagers and indig-
enous hill tribes, who accuse them of land-grabbing. The adjacent ELCs 
are owned by Rui Feng’s sister companies, Lan Feng, Heng You, Heng 
Rui, and Heng Nong. Collectively the Chinese-owned companies hold 
five separate ELC licenses covering a total of 40,000 hectares, effectively 
circumventing legislation that prohibits a single company from hold-
ing more than 10,000 hectares. The new mill and refinery will process 
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sugarcane collected from the five ELCs, exporting raw and refined sugar 
to buyers in the European Union, China, and India. The waste gener-
ated by the factory will be processed into fertilizer or used for generating 
electricity (Sokhorng 2016a).

China is also an important trading partner for Cambodia. Trade 
between Cambodia and China has also dramatically increased, particu-
larly after Cambodia became a full member of ASEAN in 1999. Bilateral 
trade between China and Cambodia will be worth more than US$5 bil-
lion by 2017, up from US$3.75 billion in 2014, according to estimates 
made public by the Ministry of Commerce. “According to Cambodia 
and China’s cordial cooperation plan in the Cambodia-Chinese 
Economic Trade and Investment 5-year plan (2013–2017), Cambodia 
has estimated the bilateral trade volume to be worth US$4.21 billion 
for 2015, US$4.31 billion for 2016, and US$5.01 billion for 2017,” 
Mr. Chhoun Dara, a secretary of state at the Ministry of Commerce 
said, according to a transcript of a speech he gave at the workshop 
on exporting products to China, held on June 22, 2015 (Ho and  
Sothear 2015).

All assistance and investment from China have boosted Cambodian 
economic growth over the past decades and have contributed greatly to 
Cambodia’s integration into the AEC. The assistance China has provided 
in loans, grants, and investments in different sectors has created the con-
nections between local and international Chinese and has strengthened 
the ethnic Chinese-Cambodian position in the economy. Furthermore, 
China can control Cambodia’s economic and politic domains and ben-
efit through loan interest, profits of investment, exportation of goods, 
and the creation of thousands of jobs for Chinese people. Notably, if 
traveling around some major cities, such as in the capital city of Phnom 
Penh, Preah Sihanouk Province and Seam Reap Province, new Chinese 
migrants doing business, like open restaurants, hotels, guest houses, 
condominiums, and entertainment clubs can be seen. According to 
Norn Thim, the Sales and Leasing Manager of Sihanoukville Property, 
the reasons for that dominance are that “currently, Chinese investors are 
dominating the real estate market in Sihanoukville with the goal of turn-
ing the province into a ‘China Town’ in the future,” and further stat-
ing that Sihanoukville has previously been known as a hub for European 
investors—who accounted for 75% of the province’s total investment. 
However, with the recent influx of Chinese investment, that is chang-
ing rapidly with the Chinese now holding 65% of the total. Casinos, 
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condominiums, and hotel complexes are the major focus of Chinese 
investors (Khmer Time 2017). Consequently, China is benefitting by 
exercising its influence on Cambodia.

Conclusion

The ethnic Chinese have integrated into Khmer society, yet maintained 
aspects of their culture and traditions. They have developed a position 
within Cambodian sociopolitical circles and have been successful and 
prominent in Cambodia’s commercial sector. The AEC will create fur-
ther business opportunities for the Chinese-Cambodian as they become 
key players in the competitive regional market economy. Most of domi-
nating business tycoons are Chinese descendants and have been well con-
nected with powerful state groups controlling banking, micro financing, 
real estate marketing, export and import, transportation, media, tele-
communications, construction, land concessions, largest agro-industrial 
special economic zones, and so on. Additionally, those powerful business 
tycoons are playing a very important role in connection with Chinese 
businessmen/women and investors for doing business in Cambodia. 
Most SMEs also belong to the ethnic Chinese. The Chinese-Cambodian 
have maintained the culture and business network through their social 
and business associations.

The Cambodian government’s AEC commitments rely heavily on 
China’s assistance under the Comprehensive Strategic Partnership of 
Cooperation. Such dependence will create golden opportunities for the 
Chinese-Cambodian capitalists to further promote their social, politi-
cal, and economic influence. As “Cambodia’s most trustworthy friend,” 
China plays a key role in supporting the country’s economic growth 
in the form of development aid, investment, and trade. The Chinese 
invested in the real estate sector, construction sector, agro-industrial sec-
tor, mining sector, electricity, garment sector, tourism sector, and most 
of physical infrastructures have been built with China’s aid. However, 
China’s agenda behind that assistance is to exert influence on Cambodia 
and to promote Chinese political, economic, and cultural interests. 
In effect, Cambodia continues to support the One-China Policy and 
has become a source of natural resources and raw materials for China. 
Cambodia is becoming an outsource of Cambodian products that are 
manufactured by the Chinese to reach the ASEAN market. Recently, 
many Overseas Chinese have been moving to Cambodia for work, 
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business, and entertainment. That leads to a growth of Chinese cul-
tural and traditional activities in Cambodia–reflecting China’s rise in the 
region and the world at large.
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CHAPTER 7

The Rise of China’s Economy and Its 
Impact on the Ethnic Chinese Business 

Community: The Case of Cherry 
Automobile in Malaysia

Danny Wong Tze Ken and Miao Zhang

Introduction

The economic rise of China following market reforms has had huge 
ramifications for Chinese firms increasingly integrating into global 
markets. This chapter focuses on Malaysia as China’s top trading part-
ner in the Association of Southeast Asian Nations (ASEAN) between  
2008 and 2014.

While China–Malaysia economic relations are continuing to 
strengthen at the macro-economic level, there has been little research on 
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the impact of development at the microeconomic level. One major gap 
has been on the conduct of Chinese multinational corporations (MNCs) 
and their interactions with ethnic Chinese firms at host sites. Existing 
literature in this area has focused largely on outward investment and 
overseas mergers and/or acquisitions using macro-economic indicators 
(e.g. Athreye and Kapur 2009; Hymer 1975; Rasiah et al. 2010; Gu and 
Reed 2012). Those studies have offered little insight on how Chinese 
MNCs adapt their corporate strategies with the broader political econ-
omy environment at the host site, in specific sectors, to undertake their 
operations. Neither have they investigated the impact of the increasing 
flow of Chinese capitalism on small- and medium-sized enterprises in 
Southeast Asia. Therefore, there is a need to analyze the business prac-
tices of Chinese MNCs abroad to construct a reasonably consistent 
understanding of Chinese overseas investment. Such a study shall offer 
insights into Chinese investment into member states of ASEAN as well 
as markets in the rest of the world. A case study on Chinese automo-
bile maker Chery in Malaysia provides insight for other Chinese MNCs 
abroad and how they interact with Malaysia national institutions and 
local suppliers.

By 2018, Malaysia had attracted US$15.9 billion of investment stock 
from China (China Global Investment Tracker 2014). Figure 7.1 pro-
vides sector distribution-based investment in Malaysia. Net foreign direct 
investment (FDI) inflows from China to Malaysia increased dramati-
cally from 2005 to 2013, rising from US$56 million to US$616 mil-
lion (China Global Investment Tracker 2014) and recording an average 
annual growth rate of 34% over the 7-year period. China invested in 17 
manufacturing sectors by 2015 with capital stock amounting to RM1872 
million (Malaysia Investment Development Authority 2015). Therefore, 
Malaysia provides a good sample for analysis given its relatively friendly 
environment for Chinese investment.

This chapter attempts to analyze the political economy factors that 
drew Chinese MNCs to Malaysia, and the interaction they have had 
with the local ethnic Chinese business society in the host site using a 
case study of Chinese automobile producer, Chery. We aim to provide 
an in-depth analysis of how Chinese MNCs responded to take advan-
tage of the opportunities and challenges in Malaysia and investigate the 
interactions of Chinese MNCs with the local business society within 
Malaysia’s ethno-political economy. The remainder of the chapter is 
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organized as follows, the section after the introduction evaluates the 
institutional factors underlying Chinese investment in Malaysia; the 
next section analyzes Chery’s experience in Malaysia and its impact on 
the ethnic Chinese business community; our findings are presented in 
the last section.

Push and Pull: Chery’s Localization in Malaysia

As the motives pushing China’s investment going abroad have devel-
oped from merely resource-seeking in the early days to asset- and mar-
ket-seeking today, Chinese outward FDI in Southeast Asia has grown 
rapidly since 2000. An over-capacity in certain industries in China has 
driven Chinese firms to seek markets beyond its borders. Despite its 
large size, China’s market for cars has become increasingly saturated, 
which has led to domestic firms taking advantage of the home govern-
ment’s Going-Out Policy to relocate production abroad (Statista.com 
2016). China’s economic reforms since 1978 have transformed the 
government’s role from centrally controlled directives to one focusing 

Fig. 7.1  China’s outward investment stock in Malaysia by sector (2006–2014) 
(Source China Global Investment Tracker, (2014) online database: http://www.
aei.org/china-global-investment-tracker/, accessed Dec 2016. Note mega project 
with investment over US$100 million and above)

http://www.aei.org/china-global-investment-tracker/
http://www.aei.org/china-global-investment-tracker/
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on the management of regulatory functions (Zhang and Rasiah 2015). 
Since the reforms, the emphasis has shifted from central control to 
institutional change directed at improving coordination between gov-
ernment instruments and firms, including preferential policies and 
meso-organization (Rasiah et al. 2013).

Push Factors

Following market reforms that among others, attracted massive FDI 
from abroad, the Chinese government sought to balance inward FDI 
with outward FDI by encouraging domestic companies to think and 
invest globally. The firms with efforts to internationalize their busi-
nesses were predominantly state owned in the early days. Thus, as the 
majority owner, the state exercised its power to shape investment deci-
sions to meet its political and economic interests rather than just target-
ing profit maximization (Kolstad and Wiig 2009). Outlined by former 
President Jiang Zemin at China’s 16th National Party Congress in 2002, 
the Going-Out Policy was designed to ‘encourage a number of strong 
Chinese firms with established brand names to become MNCs first’ 
(Jiang 2002). In line with the propaganda pedaled by market economies, 
China assumed the slogan of ‘market decides, government facilitates’ to 
promote the internationalization of Chinese firms.

While strong political relations facilitated the expansion of Chinese 
MNCs across the globe, several major mergers and acquisitions were ini-
tially marred by massive inefficiencies and corruption. Hence, the Going-
Out Policy was revamped to switch from reckless expansion abroad 
toward a focused approach built around exporting Chinese equipment 
and higher value goods and services, including high-speed railways and 
automobiles. While the reformers in the home government’s admin-
istration have helped increase the efficiency of MNCs by emphasizing 
economic productivity, the Xi Administration began pursuing the polit-
ical objective of westward expansion through the One Belt One Road 
(OBOR) Initiative (Wang 2016). In accordance with the strategy, MNC 
managers may have to juggle between striving for efficiency on one hand 
and the less profitable but strategically important contracts on the other 
(Cheong et al. 2014). In general, much of the Chinese outward FDI has 
gone to countries where a strong diplomatic relation exists with China. 
The localization of Chery in Malaysia can be viewed as a consequence of 
such policy initiatives.
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Pull Factors

As with many countries trying to attract foreign investors to develop 
the economy, Malaysia has many incentive schemes in place. For exam-
ple, income tax for technology transfer fees was exempted for foreign 
companies that transferred technology to Malaysian firms and individu-
als. Except for certain industries, the government allowed 100% foreign 
equity in the manufacturing sector thereby relaxing the need to allocate 
30% equity to Bumiputeras1 under the 1975 Industrial Coordination 
Act. The Malaysian government also offered special treatment to Chinese 
firms following the signing of the ASEAN–China Free Trade Agreement 
(ACFTA). For example, the Ministry of International Trade and 
Industry (MITI) organizes, at least twice a year, trade and investment 
promotion visits to China for investment. The Economic Corporation 
Working Group, comprised of high-ranking government officials, was 
formed to promote economic relations between the two countries. 
Additionally, measures have been taken to ensure smooth operation of 
Malaysia-China Qinzhou Industrial Park in Guangxi Province of China 
and China-Malaysia Kuantan Industrial Park in Pahang State of Malaysia. 
China and Malaysia have signed several mutually beneficial agreements 
to strengthen financial cooperation between the two countries. A clas-
sic example is the Bank of China (Malaysia) Berhad, which was author-
ized to conduct RMB clearing business in 2015 to facilitate cross-border 
RMB clearing transactions (Bank Negara Malaysia 2014).

The environment for the relocation of MNC subsidiaries from 
China to Malaysia improved tremendously following the signing of the 
Framework Agreement on Comprehensive Economic Cooperation 
between China and ASEAN (ACFTA) in 2002, which created the larg-
est free trade area in terms of population with all members given favora-
ble treatment related to trade and investment. Therefore, operation 
relocation in ASEAN has offered Chinese MNCs an opportunity to 
appropriate the favorable business conditions offered by the agreement. 
Furthermore, the goal of Chinese MNCs to upgrade their trade capacity 
and investment conditions through tentative ASEAN participation in the 
Regional Comprehensive Economic Partnership and the Trans-Pacific 
Partnership Agreement. See Fig. 7.2.

While the ACFTA agreement was instrumental in attracting Chinese 
FDI to ASEAN in general and Malaysia in particular, foreign automo-
tive firms are subjected to heavy protectionist barriers erected by the 
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Malaysian government to protect national car makers and assemblers 
such as Proton, Perudua, and Naza Motors. Automotive products are 
listed as sensitive products, and therefore, have limited ACFTA capac-
ity as a preferential trading arrangement to stimulate trade in the auto-
motive industry. The tariff rates for completely built up (CBU) units 
imported and completely knocked down (CKD) units in 2010 were 28 
and 15%, respectively (ACFTA 2010). Despite the heavy tariff on the fin-
ished unit, automotive parts and components are excluded from the sen-
sitive product list. It offers an opportunity for foreign firms to start CKD 
assembly in Malaysia with imported parts and components. Therefore, 
the exports of automotive parts and accessories from China to Malaysia 
reached US$610 million in 2013, which accounted for 31% of the total 
trade in manufactured products between the two countries (Comtrade 
2014). Furthermore, special-purpose vehicles have not been included in 
Malaysia’s list of sensitive products, which allows Chinese firms a profit-
able access to the Malaysian market. Additionally, a tariff rate of 5% and 
less for intra-ASEAN exchange subject to the firms meeting the Rule of 
Origin2 has also helped foreign firms in Malaysia obtain easy access to 
other ASEAN markets. Those fiscal instruments related to tariffs and 
trade have acted as a powerful pull factor to attract foreign operations.

Fig. 7.2  ASEAN’s FTA network (Source Compiled by the authors)
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In addition to formal policy arrangements, a common ethnic iden-
tity and cultural values have inspired the creation of business alliances 
between ethnic Chinese and MNCs from China, and thus resulted in an 
increasing investment from China to Malaysia. Although forging eco-
nomic relations with Chinese firms is largely seen as economic ration-
alism, the business relations are further strengthened by tribalism and 
cultural identification which is deeply rooted in the value system of the 
ethnic Chinese. The presence of Chinese-Malaysian, who take up 23% 
of the total population in 2017, has in a way pulled Chinese MNCs to 
Malaysia. The traditional Chinese culture, and particularly the common 
language, have made Malaysia a relatively comfortable place for the inex-
perienced MNCs in the early days of China’s open-up. For those rea-
sons, Malaysia is more attractive for Chinese investors than the other 
countries that have a relatively small presence of ethnic Chinese in total 
population.

Case Study: Chery Automobile in Malaysia

The previous section presented socio-economic policies that encouraged 
the economic integration of Chinese MNCs into ASEAN in general and 
in Malaysia. China’s Chery company is a beneficiary of those develop-
ments. However, any attempt to understand the conduct of Chery 
in Malaysia will require a profound in-depth assessment of its business 
strategy, its adaption to local policy, as well as its interactions with the 
Malaysian government and its local partner and suppliers. A blend of 
institutions shaped by political and cultural elements have influenced 
Chery’s activities in Malaysia. Hence, this section attempts to elaborate 
why and how Chery established its business in Malaysia (including its 
coordination networks with its local partner and suppliers), how local 
socioeconomic conditions have shaped its business strategy in Malaysia, 
and the impact on the local ethnic Chinese business community.

Chery Automobile Co., Ltd. is a Chinese automobile manufactur-
ing company headquartered in Wuhu, Anhui Province of China. It was 
founded by the Government of China in 1997 as a state-owned enter-
prise (SOE). Chery produced 590,000 passenger cars in 2012 and was 
ranked as the tenth-largest China-based automaker (Chery Official 
Website 2016). Since its founding, Chery has significantly upgraded its 
technological capabilities. In addition to owning its own production 
lines (e.g. plants for assembling cars, engines, and gearboxes), Chery 
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had its own research and development facilities (e.g. Chery Automobile 
Engineering Research Institute and Automobile Planning and Design 
Institute). The firm employed 23,000 personnel and owned total assets 
of over RMB22 billion yuan in 2012 (Chery Official Website 2016).

Encouraged by China’s Going Out Policy, Chery became China’s first 
carmaker to export finished vehicles and components such as engines and 
chassis to foreign countries. While Syria became its first foreign export 
market in 2001, Chery also operates as the first foreign firm to produce 
cars in Iran in 2003. By 2005, Chery cars were imported by several 
countries including Russia, Egypt, Indonesia, and Malaysia.

It was Beijing’s Going Out Policy that spurred state-owned Chery to 
relocate operations to Malaysia. Chery’s top management officials who 
are appointed by the State-owned Assets Supervision and Administration 
Commission have strategized to achieve the political and economic 
objectives set by the government. While the home government’s policy 
interests acted as the trigger, Chery chose Malaysia as a gateway to not 
only the ASEAN market, but also to a greater region by enjoying the 
preferential policies available to Malaysian due to its membership in vari-
ous regional trade agreements. Therefore, Chery had earmarked Malaysia 
as its right-hand drive production hub. In addition to low tariffs on auto-
motive parts and components, ASEAN Free Trade Area (AFTA) allows 
zero tariffs for Chery’s CKD units to be exported to other ASEAN mem-
ber states, providing Chery with a huge potential market (ACFTA 2010).

Following its initial investment of US$12 million (RM38.5 million), 
Chery-Alado planned to export locally manufactured cars to different 
markets in the ASEAN. Its CKD factory in Malaysia reflects Chery’s 
global vision to tap other markets, such as Indonesia using Malaysia as 
an important production base. Chery’s decision is based on two major 
factors. First, based on ASEAN Trade in Goods Agreement (ATIGA), 
Malaysia, as an ASEAN member state enjoys zero percent tariff when 
exporting locally assembled automobiles to other ASEAN countries. 
Second, Malaysia’s relatively large domestic market with vehicle pro-
duction is expected to reach 1.35 million units by 2020 (Automobile 
Industry Association of Malaysia 2014) and drove Chery to establish 
a regional base in Malaysia. Mr. Yin Tongyao, Chery’s President and 
Secretary of the Party Committee expressed that,

Malaysia is the largest passenger car market in ASEAN. It is also an impor-
tant link for Chery to export cars to other ASEAN countries. (Ministry of 
Foreign Affairs 2008)
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The regional executive chief officer, Mr. Paul Ng, recapped the compa-
ny’s strategy by noting that:

Chery came to Malaysia in 2008 with a clear vision to establish our own 
factory to capture part of the ASEAN market. We have been waiting the 
policy on emission caps to be further relaxed. Chery intends to invest RM 
300 million on a CKD factory with annual production capacity of 200,000 
units in the coming 5 years. Actually, we had identified a location for the 
plant while awaiting government approval. To further open ASEAN mar-
ket, we also aim to increase 40 to 50 authorized distributors in ASEAN, 
including Vietnam and Indonesia. (Ng 2012)

Merger with Local Partners

Chery’s journey to ASEAN began in 2008 with a joint venture with Alado 
Corporation Sendirian Berhad, a private firm owned by prominent eth-
nic Malaysian-Chinese businessman, Tan Sri Cam Soh Thiam Hong. Cam 
Soh was born in Kuala Lumpur in 1962 and he is the third generation 
of his family in Malaysia. His grandfather came to Malaya from An Xi in 
Fujian Province, China when he was 16 years old. Originally, the Hokkien 
people3 were the descendants of the earliest Chinese settlers largely orig-
inated from Fujian Province of China, who are arguably good at the 
import-export business. Soh’s father is also unsurprisingly a businessman 
in trade. According to Soh, he made his first fortune from his mother to 
start a lorry business. Soh was like most boys and was interested in fancy 
cars, at age 20 he started his career by importing car accessories such as 
alloy wheels from foreign countries like Germany and Japan.

In 1996, after doing business in alloy wheel trading for over 14 years, 
and with his in-depth experience and knowledge of automotive products 
and business networks Soh decided to manufacture his own products. 
BSA International Berhad was then incorporated as a private limited 
company in 2000 and subsequently was converted to a public company 
in August 2000, which subsequently become listed on the Kuala Lumpur 
Stock Exchange on May 30, 2002. Heading the largest aluminum alloy 
wheel manufacturer and exporter in Malaysia, Soh was instrumental in 
spearheading the progress of the company and the development of its 
manufacturing capabilities, including establishing a manufacturing fac-
tory in China to cater to growing demands worldwide.

The establishment of CAM Automotive Manufacturing (Fushun) Co., 
Ltd in China in 2004 pushed Soh and Chery closer to bringing Chery’s 
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car to Malaysia. The company was set up by acquiring the manufacturing 
assets and inventories of Fushun Shunhua Aluminium in Fushun with an 
investment of US$22 million in 2004. Soh believed that with qualified 
engineers, lower labor cost, and reliable product, the company would 
prosper if it managed to install its own BSA alloy rims to at least 10% of 
newly registered cars in China. In fact, the annual alloy rim production 
at its new plant in Fushun was greatly enhanced from 720,000 pieces in 
2004 to two million pieces by 2006.

Chery’s success in producing and selling self-designed cars in China, 
in addition to its successful overseas experience in other countries such 
as Iran and Russia, inspired Soh to bring Chery to Southeast Asia. Soh 
was an ethnic Chinese himself and believed that overseas Chinese tend 
to favor and support endogenous car brands from China, due to which 
he saw a market potential in Malaysia. In 2005, when Soh started his 
efforts to persuade Chery to relocate to Malaysia, he found the domestic 
car market in China had become increasingly competitive and saturated, 
pushing him to start manufacturing Chery cars locally.

Soh’s knowledge of automotive products and market coupled with 
good interpersonal skills enabled him to play a vital role in bringing 
Chinese car maker Chery to Malaysia in 2005. As an industrial veteran in 
the alloy wheel business for over three decades, Soh was adept at bring-
ing his business knowhow to the automobile industry and business net-
works in both China and Malaysia. As a subsidiary of Chery Automobile 
Co., Ltd, Chery-Alado Malaysia (hereafter known as Chery-Alado) was 
officially established in May 2008 through an initial 50:50 partnership to 
export, assemble, and distribute CBU and CKD units. Taking advantage 
of Alado’s sales network, Chery soon became the biggest Chinese car 
seller in Malaysia with more than 50 direct sales outlets and authorized 
dealers by 2009. Starting by importing fully assembled (CBU) Chery 
QQ cars, Chery-Alado extended the business further to assemble QQ 
cars and B14 minivans using Chery technology, parts, and components.

The joint venture between Chery and Alado resulted in Chery 
Automobile Co., Ltd. providing technological support and critical 
components, while Alado took charge of local distribution of the fin-
ished product. To undertake manufacturing and assembly, Chery-Alado 
Malaysia entered a business deal with Oriental Assemblers Sdn Bhd, a 
Malaysian vehicle manufacturer and assembler owned and managed by 
another ethnic Chinese family (Loh). Based in Johor Bahru, Oriental 
Assemblers (OA) was incorporated in 1967 as a subsidiary of Oriental 
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Holdings Bhd. With a great deal of experience in manufacturing and 
assembling of auto products (since 1967), OA was responsible for assem-
bling two Chery car models, namely the Eastar MPV and the Tiggo 
SUV. Oriental Assembler sells auto parts and equipment such as engines 
and transmission parts for the local market with a workforce of over 200 
employees in 2016. The firm has three major plants with each engaged 
in welding, painting, and assembly, respectively. To take advantage of 
ACFTA’s low tariff on automotive parts and components, OA undertook 
locally assembling Chery cars by using imported parts and components. 
The firm’s production of Chery vehicles increased from 716 units in 
2008 to 2526 in 2009.

The decision to relocate to Malaysia as the entry point to the entire 
ASEAN market was heavily leveraged by Cam Soh’s proactive role in 
forging the business alliance. The interpersonal relations as an informal 
institute is crucial in forging the nexus between key players and connect-
ing ideas, strategies, and interests to form a business network of inter-
dependent relations in the advancement of society development (North 
1991). After several attempts by Alado to approach Chery before the 
deal was finally realized,4 Chinese entrepreneurs’ pragmatic approach and 
Soh’s tacit knowledge (such as his networking with automotive dealers 
and the government) convinced Chery that a joint venture with Alado 
would be beneficial to their operations in ASEAN.

Chery made the decision to relocate to Malaysia and use it as a gate-
way to the whole of Southeast Asia despite its restrictive policies targeted 
at protecting the national automotive brands. Chery saw a local experi-
enced partner in Alado that was strongly networked into the local cul-
tural institutions, consumption behavior, and government policies that 
could be used productively to access Malaysia’s domestic market and 
entire ASEAN region. Chery-Alado partnership suggests that Chinese 
MNCs tend to forge joint ventures with influential and well-connected 
local firms from host economies to connect appropriate local knowledge 
and networks of the domestic and regional marketplace (Lim 2015).

To solidify national support, Chery-Alado diversified its initial owner-
ship structure by bringing a government-linked firm, Lembaga Tabung 
Angkatan Tentera (LTAT), as a passive investor. In 2009, Chery-Alado 
sold 20% of its shares to LTAT and offered it the task of distributing 
CBU units across the country. The participation of LTAT is an initia-
tive to eventually meet the Industrial Coordination Act requirement 
of certain Bumiputera equity and gain further access to the domestic  
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market. Malaysian Chinese businessmen were known to be good 
at establishing ties with the ruling party and forging alliances with 
Bumiputera-controlled government-linked companies (GLCs). That 
has been witnessed as early as 2005 when Soh, with Datuk Ayob Saad, 
helped Alado Bumi Automobile Sdn Bhd obtain 2496 Approved Permits 
to import foreign cars to Malaysia. Soh is among only a few non- 
Bumiputera businessman who successfully secured the Approved 
Permits. Although the Approved Permits scheme was introduced by the 
MITI in the 1970s as a method to help Bumiputera entrepreneurs in the 
automotive sector, ethnic Chinese Soh is among those who secured the 
most Approved Permits to import foreign cars.

Similarly, ethnic Chinese businessman Soh played a significant role in 
helping his business partners from China adapt their strategies to meet 
the political economy conditions prevailing in Malaysia. By so doing, 
Chery successfully forged an alliance between Chinese investors and the 
Bumiputera-owned GLC. The commercial ties established with govern-
ment-linked and government-friendly organizations have offered Chery a 
solid footing in the Malaysian market. Although an inter-ethnic business 
collusion could be seen as rent-seeking, Soh’s endeavor of forging ties with 
influential largely Malay-dominated GLCs helped Chery to deal with the 
government’s policy restriction and protectionism over national car makers.

However, joining of LTAT, a government-backed GLC, has indi-
cated that the business collusion with only Malaysian ethnic Chinese is 
not sufficient to overcome the policy restrictions. On the one hand, as 
the Malaysian government currently begins to realize the importance of 
Chinese investment, it is not impossible for the political elite to directly 
dialogue and engage with Chinese SOEs by bypassing the ethnic Chinese 
business community. In Chery’s case, the ethnic Chinese businessman 
could not do not much but bring in a third party (a politically well- 
connected Bumiputera business entity in most cases) as an effort to assist 
the Chinese MNCs to overcome policy restrictions in the ethno-political  
context of Malaysia. On the other hand, Chinese multinationals also opt 
to collaborate with companies with a government background (such 
as GLC LTAT in this case) instead of firms privately owned by ethnic 
Chinese. Therefore, it is not surprising that Malaysian-Chinese business-
men act mostly as middlemen to forge business alliances between GLCs 
and Chinese investors.

Chery’s experience in Malaysia reinforces Lim’s finding (2015) that 
Chinese MNCs are at ease with the political economy of Malaysia by 
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taking the government-linked LTAT and the ethnic Chinese business-
man Soh as major shareholders in the joint venture (Michel and Beuret 
2009; Lim 2015). Interestingly, interviews with officials of Chery show 
that Chery’s experience in navigating a set of complex state-society rela-
tions in China enabled the firm to adapt quickly to Malaysia and estab-
lished strong links with the host government. This finding supports 
Kolstad and Wiig’s argument that the conduct of Chinese MNCs some-
times differs from MNCs from other countries, as the former are ready 
to relocate to developing countries where institutional settings are not 
necessarily established and well governed (Kolstad and Wiig 2009).

Interaction with Local Operations and Suppliers

One of the salient points we found from our interviews is that interac-
tions with local suppliers tend to be very limited. It is reported that the 
parts and components of locally assembled cars are largely imported from 
China. Therefore, little production links have been established between 
Chery-Alado and its local suppliers in Malaysia. Minimal interaction with 
suppliers indicates that there is little knowledge flow from Chery-Alado 
to local firms which is in contrast to other international firms such as the 
Japanese automobile assemblers who have demonstrated significant local-
ization of components and parts when establishing business in Southeast 
Asia in the 1980s. It means that Chery-Alado has largely remained a 
platform for the assembly of cars using imported components and parts. 
Nevertheless, because other foreign brands also demonstrated little links 
when they first relocated operations to the developing countries (Jenkins 
1987), Chery may need a longer period to gradually see supplier net-
works fully established to support its operations in foreign locations.

For the same reasons, Chery’s infancy in Malaysia may also explain 
why the firm has developed little engineering support to assist Malaysian 
manufacturers in the country. That experience is considerably different 
from the long-operating European and Japanese assemblers in Southeast 
Asia. Indeed, Chery did not have a large-scale assignment of technicians 
to train suppliers in meeting the demands of high-volume production 
and quality control procedures in Malaysia. In 2016, Chery reported that 
only three engineers had been assigned from the headquarters in Wuhu 
over the years to assist with assembly and quality control (Interview 
2017). Furthermore, networking links between Chery and innovative 
companies and public research institutes such as research laboratories and 
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universities are limited. Formal collaborative exchanges regarding tech-
nology and skills with Alado are drawn mainly from the headquarters 
through contracts. The limited two-way interactions between Chery and 
local suppliers and research and development organizations have resulted 
in limited collective leaning on the plants and suppliers in Malaysia.

Chery’s strategy to partner with OA, a well-established auto producer 
in the local market, was to reduce the Malaysian operation’s dependence 
on the headquarters for technological support. Given OA’s familiarity 
with local conditions and experience in assembling vehicles, Chery opted 
to leave such production operations in the hands of its assembling part-
ners. The firm reported that it opted to import rather than to manufac-
ture parts and components because of the cheaper production costs in 
China.

Chery-Alado’s experience in Malaysia suggests that Chinese car mak-
ers have not evolved enough to seek full integration into local produc-
tion networks. It may be explained by Chery’s SOE background which 
suggests that its internationalization and localization are more politically 
driven. Interviews suggest that Chery-Alado will gradually seek contracts 
with local firms to supply components and parts once long-term plans 
are laid out to produce passenger cars on a large scale.

Navigating a Highly Protected Market

While the ACFTA agreement has offered a broad platform to strengthen 
trade and FDI flows between China and Malaysia, restrictive policies 
to protect national assemblers have undermined Chery-Alado’s plan 
to expand production in the country. To ensure the success of state-
led import substitution industrialization in heavy industries such as 
automobile manufacturing, steel products, and cement, since 1981 
when the Heavy Industries Corporation of Malaysia was launched, the 
Malaysian government has imposed import quotas and high excise and 
import duties to shield the domestic market from foreign competition  
(Chee 1985).

Because of the restrictions on cars that could be sold in Malaysia, 
Chery-Alado’s sales in Malaysia have not been impressive compared 
with those in other countries. Chery-Alado only sold 3000 units in 
Malaysia in 2012, which rose from 2251 units in 2011 (Interview 2017). 
Cumulative sales over the period from 2008 to 2015 reached no more 
than 14,000 units, which is very low compared with its competitors 
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in Malaysia, such as Toyota and Honda. Chery-Alado is now shifting 
away from assembling sedans5 to avoid colliding with the host govern-
ment’s interests in protecting the national carmakers such as Proton and 
Perodua. Even with such a strategy, Chery-Alado is still disadvantaged 
because the host government has allowed it to sell only 40% of its pro-
duction in the domestic market; the remaining 60% must be exported. 
According to Paul Ng, their Managing Director, although the current 
capacity for each model of 20,000 units annually could be reached, 
with only 4000 units that can be sold in Malaysia, the company must 
recalibrate its regional policy to comply with government regulations 
(Ng 2012). Because the sales networks in other ASEAN countries have 
yet to be fully developed, Chery-Alado has not taken advantage of the 
attractive regional tariff environment offered by AFTA to export to other 
ASEAN members.

Another barrier facing Chery-Alado is that the manufacturing license 
(ML) approved by the Malaysian government only allows the firm to 
assemble cars with an engine capacity of over 1800cc so as not to com-
pete with the national assemblers. Although local automotive analysts 
foresee new incentives to attract FDI in developing energy-efficient vehi-
cles, “only when the National Automotive Policy (NAP) becomes less 
restrictive can Chery-Alado give Malaysian consumers more choices. 
Right now, we can only offer them limited choices” (Interview 2017). 
With all those restrictions, Chery is now actively working to restrate-
gize the company’s policy by establishing a partnership with Proton, the 
national carmaker, to seek space for future development in ASEAN.

Substantial experience gained from managing complex business rela-
tions within a patron-client network in China and coordination with 
national partners such as Alado and LTAT have turned out to be insuffi-
cient to iron out Chery-Alado’s dilemma in Malaysia. Nevertheless, initi-
atives to partner with Proton may be of help in removing the restrictions 
associated with sales quotas and ML. If that occurs, it will be an achieve-
ment for Chery-Alado in its efforts to comprehend and surmount the 
political economy conditions in Malaysia.

Conclusion

As the economies of Malaysia and China become increasingly integrated 
through trade and investment links, the leaders of Chinese MNC inter-
nationalization are dependent on interactions with the host government, 
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local ethnic Chinese business partners, and suppliers in Malaysia. 
Through a push and pull factor analysis, we found that Chinese MNCs 
are highly motivated by China’s national Going Out Policy (push factor) 
and the preferential trading arrangements such as ACFTA (pull factor) to 
relocate operations in Southeast Asia. Local ethnic Chinese businessmen, 
to some extent, have benefited from business engagement with China as 
their knowledge about China and the local market enable them to play 
an intermediary role in bringing Chinese investments into Malaysia, and 
subsequently forging collusion with influential Malay-dominated GLCs. 
Nevertheless, there is no evidence that the business environment facing 
ethnic Chinese business networks in Malaysia has significantly improved, 
particularly given the fact that collaboration between it and Chinese 
MNCs must eventually be consolidated with politically dominant eth-
nic groups to overcome certain policy restrictions. The impact of the 
increasing flow of Chinese capital does offer some benefit to local ethnic 
Chinese businesses, but has not fundamentally changed tense relations 
between them and the politically dominant ethnic groups in the host 
country.

Additionally, the case study indicates that local suppliers have hardly 
benefited from Chery’s operations in Malaysia, as evidenced by the large 
imports of parts and components from China and the lack of supplier 
development strategies in Malaysia. With limited interactions between 
Chery and local suppliers and national research and development facil-
ities, no large-scale collective leaning processes and production col-
laboration have emerged from the operations of Chery in Malaysia. 
Chery-Alado’s current small production volume is largely a consequence 
of restrictive national policies to protect national assemblers and a lack 
of effort to expand sales outlets in other ASEAN countries. Therefore, 
Chery may need to embark on a more productive relationship with the 
national government by leveraging on a plan to expand sales in Malaysia 
and other ASEAN member countries. Its efforts to partner with the 
Bumiputera business entity may be a step in the right direction as it can 
then allow car sales in segments of 1800 cc and lower.

Chery’s efforts to collaborate with not only ethnic Chinese partners 
but also the GLC body of LTAT, and the current negotiations to part-
ner with Proton, another GLC company, show that the company’s busi-
ness strategy has developed to effectively navigate the political economy 
currents. While such a network was created to overcome hostile business 
and institutional constraints at the host site, China’s MNCs, through 
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the intermediation of ethnic Chinese business, have engaged in such 
patron-client relationships with indigenous state-supported capitalists to 
shield their interests (Gomez and Hsiao 2004).

Notes

1. � Bumiputera in the context of Malaysia refers to Malays and other indige-
nous peoples in the country, which could be translated literally as “son of 
the land” or “son of the soil.”

2. � According to the Rule of Origin, a product with a minimum of 40% value 
added recorded cumulatively inside ASEAN can enjoy the preferential tar-
iff of 5% or less in those ASEAN countries.

3. � The Hokkien people are Han Chinese whose traditional ancestral homes 
are in South China and the people who speak Hokkien dialect in southern 
Fujian, Taiwan, and some Southeast Asian countries such as Malaysia and 
Singapore, and various locations across the world.

4. � Interview conducted at Chery International headquarters in Kuala 
Lumpur, February 29, 2016.

5. � One informant claimed that Chery had sold a few units of 11-seat vans as 
school buses in Sarawak in 2014.
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CHAPTER 8

Chinese Capital Going Global: Thai-Chinese 
Industrial Zone and Labor Conditions 

in Thailand

Romyen Kosaikanont

Introduction

One Belt One Road (OBOR) aims to link China, Asia, Africa and 
Europe like arteries and veins (Wang 2016). OBOR is a development 
strategy aiming to resolve the challenges facing the modern Chinese 
economy and to materialise China’s peaceful rise. China hopes that 
OBOR will sustain its growth, restructure its economy, deepen the 
reform process, create a global business network, and expand its eco-
nomic and political role on the global stage. This chapter provides two 
case studies to investigate how Chinese enterprises are using OBOR to 
their advantage and strengthen China’s global position.

The first is a case study of the Thai-Chinese Rayong Industrial Zone. 
In 2006, the Thai-Chinese Rayong Industrial Zone was among the 
first batch of Chinese government-approved Overseas Economic and 
Cooperation Zone built in Thailand. In 2005, the joint venture was 
sealed in tandem with then Thai Prime Minister Thaksin Shinawatra’s 
visit to China, which occurred when diplomatic ties between China and 
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Thailand were regarded as optimal (Chinwanno 2009). The agreement 
came after a period of economic recovery following the 1997 Thailand 
financial crisis and the subsequent International Monetary Fund (IMF) 
economic measures (Kosaikanont 2003). This study discusses the estab-
lishment of the zone prior to the Thai government’s announcement of 
the Eastern Economic Corridor in 2017 and China official announce-
ment of the OBOR in 2013 and will be referred to as a zone.

The second case study is of Zhongce Rubber (Thailand) Co., Ltd., 
established in 2014. Zhongce is the largest rubber tire state-owned 
enterprise (SOE) from Hangzhou and was selected by the Chinese gov-
ernment to explore business opportunities abroad (Thansettakij 2016). 
The Zhongce case represents the SOE reform process that aims to 
expand OBOR and China’s global market.

The chapter is organized into four sections. The first explains the 
history of the zone and the establishment of the Thai-Chinese Rayong 
Industrial Zone in 2006. It investigates the rationale behind Chinese 
enterprises opening an industrial zone in Thailand and supporting mech-
anisms. The second section looks at the Zhongce Rubber (Thailand) Co., 
Ltd. located in the Thai-Chinese Rayong Industrial Zone. The section 
investigates the motivations and strategies of the company and its utiliza-
tion of services provided by the zone and Chinese government. The third 
section presents the impact of the Zhongce Rubber (Thailand) Co., Ltd. 
through an analysis and information gathered from the interviews of four 
employees and two suppliers. The fourth section is the conclusion.

The Thai-Chinese Rayong Industrial Zone

Situated 120 km southeast of Bangkok, the eastern seaboard and indus-
trial zone was built in the 1980s during Prime Minister General Prem 
Tinsulanonda’s administration. It was developed with Japanese finan-
cial support with the purpose of establishing a comprehensive network 
of infrastructure to augment industrial development of Thai products for 
global export (Unakul 2013). The then Secretary General of the National 
Economic and Social Development Board of Thailand, Sanoh Unakul, pro-
moted the Eastern Seaboard Project with investments in infrastructure such 
as the Laemchabang Deep Seaport, upgraded roads and new highways, and 
an upgrade of the U-Tapao airport situated 40 km from the zone.

At present, the Eastern Seaboard has 23 industrial estates (IEAT 2017) 
which include estates such as Amata Industrial Estate, Hemaraj Eastern 
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Seaboard Industrial Estate, Maptaput, Asia Industrial Estate, RIL. Amata 
Group is the largest listed company on the Thailand stock market in the 
industrial estate sector. It was established in 1989 with a total land area of 
3623 hectares. The Amata group industrial zone has fully equipped facto-
ries for rent, land for lease and sale, water treatment system, power plant, 
one-stop service information center, residential services and housing, rec-
reational facilities, a hospital, and schools (Amata 2015) (Fig. 8.1).

Holley Group is a Chinese privately owned enterprise from Hangzhou,  
Zhejiang Province. Since 2000, the group invests in and operates an 
electrical parts production plant considered to be the first Chinese 
mainland enterprise in the Amata Industrial Zone. In 2005, the Holley 
Group signed a memorandum of understanding (MOU) with the Amata 
Group and established the Thai-Chinese Rayong Industrial Zone follow-
ing a summit meeting in Beijing between Thai Prime Minister Thaksin 
Shinawatra and Chinese Prime Minister Wen Jiabao.

The Holley Group and the Amata Group were introduced by medi-
ators trusted by both governments. Apipong Kunakornbodin, Senior 
Investment Promotion Officer and a former Director of the Board of 
Investment, Beijing Office, recalled that the Chinese government was 
first to express their interest to the Thai government and seek cooper-
ation in the construction of the industrial zone in Thailand (Interview, 
January 15, 2017). Prime Minister Thaksin Shinawatra, when enter-
ing the office as Prime Minister in 2001, announced the foreign policy 
should engage more foreign investment in the region, particularly with 
China. The policy focused on development in the Mekong region and in 
the northern province and Chiang Rai as an industrial zone, not the east-
ern part of the country. To boost economic growth, China’s investment 
in the industrial zone in the southeast seaboard was included. The con-
struction of a new airport, Suvarnabhumi International Airport, was due 
to open in September 2006. The Holley group investment in Rayong 
was argued to boost economic activity showcasing the airport potential 
with endorsement from prominent figures in both Thailand and China at 
the MOU signing ceremony (Fig. 8.2).

After two decades of reform, China had attracted foreign direct invest-
ment (FDI) reaching 51 billion US dollars in 2003. At the time, controls 
were enforced limiting FDI to $US1.5 billion dollars in outgoing FDI 
to nurture domestic manufacturing and strengthen the domestic market. 
Controls included restriction of capital movement, fixed exchange rate, 
and dual pricing policies (Orlik 2011). With a low wage rate, the export 
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Fig. 8.1  Eastern seaboard of Thailand and Amata Group (Source Amata, 
undated http://amata.com/site/inside.php?m=locations&p=1)

http://amata.com/site/inside.php?m=locations&p=1
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of Chinese-made products became highly competitive in the global mar-
ket and became a major source of international reserves (Kosaikanont 
2015). China committed to becoming a member of the World Trade 
Organization requiring liberalization of economic restrictions by 2001. 
Thus, their competitive advantage began to wane with overcapacity of 
manufacturing production, gradual rise in wage rates, and trade disputes 
and the early 2000s going out strategy and the 2010s OBOR were rem-
edy to expand SOEs and investment overseas. Chinese enterprises were not 
experienced in running business in a liberalized global market posing new 
challenges. The Chinese government promoted joint ventures and invest-
ment in trade and cooperation zones to support new policies.

The Chair of the Greater Mekong Subregion Chamber of Commerce 
in Thailand, and member of the Advisory Committee of the National 
Think Tank on Thai-Chinese Strategy, explained that Chinese foreign 
investment risk is minimized by joint ventures with local companies to 
minimize the possible conflict with the local community especially over 
land access and acquire the best deals for arranging necessary infrastruc-
ture (Interview with Pattana Sittisombat, 2016). The Thai owner of Hi 
Tech Industrial Park explained that investing in the real estate and the 
industrial park in Thailand involved many risks and as a foreign inves-
tor, the risk was too great to overcome and that it is best if one can cre-
ate a joint venture with key players in the industry (Interview with Tawit 
Techanawakul, 2017). The Thai government therefore endorsed and 
supported joint ventures such as the Holley Group.

Fig. 8.2  Signing Ceremony Agreement for an establishment of Thai-Chinese 
Rayong Industrial Zone (The occasion of the 30th anniversary of Thailand China 
diplomatic relation) (Source Amata 2015)
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Tawit Techanawakun is the owner of two industrial parks. During the 
interviews, he explained that the two main factors determining whether 
to invest in a particular zone or not are the privileges given by the gov-
ernment and the labor costs because those two factors have a direct 
impact on the cost of production. In the case of the Thai-China Rayong 
Industrial Zone, the application for the Board of Investment (BOI) of 
Thailand increased from the previous year of 12,306.5 million baht to 
17,175.3 million baht in 2005 and 2006 respectively and received max-
imum tax and non-tax privileges from BOI because it was in the gov-
ernment-designated industrial estate. Those zones received corporate tax 
breaks for eight years, an additional 50% reduction in corporate income 
tax for five years, import duty reductions or exemptions on machinery 
and raw materials for up to five years, double deduction of public utility 
costs, and deductions for infrastructure and installation costs. Those tax 
privileges were bolstered with non-tax measures including land owner-
ship rights, work permits, and visa fast track (BOI 2552).

According to Xu Genluo, the Executive Director of the Thai-Chinese 
Rayong Industrial Zone, the area has attracted approximately 80 Chinese 
enterprises with a total investment of US$2 billion. In 2016, the sale volume 
reached US$6.5 billion and generated more than 20,000 jobs for Thai work-
ers and 2,000 Chinese workers (TAP 2017). The zone was built in three 
phases covering a total area of 12 km2. Figures 8.3 and 8.4 show the first 
and second phase of the 1.5 and 2.5 km2. The development has currently 
expanded into the third phase. The Zone will cover the general industrial 
area, bonded area, exhibition center, logistics base, and supporting commer-
cial living facilities when construction is completed (Figs. 8.3 and 8.4).

According to the advertisement of the Zone by Holley Group, it is 
trying to attract Chinese enterprises that deal in auto parts, machinery, 
building materials, home appliances, and electronics sectors. According 
to the data published by the Thai-Chinese Rayong Industrial Zone office, 
there are currently 80 Chinese enterprises listed. Those enterprises are 
investing in photovoltaic, metal, heavy vehicles, electronics, chemical 
industry, food, and auto parts. Most of the enterprises are from Zhejiang, 
Shenzhen, Beijing, Heibei, and Shandong and they are both state-owned 
and privately owned enterprises. Currently, the largest SOE is Zhongce 
Rubber (Thailand) Co., Ltd. It is expected that in the third phase, the 
zone will be a base for 500 Chinese enterprises (sinothaizone.com).

The Thai-Chinese Rayong Industrial Zone and the extended phase 
of the Amata Industrial Estate are set up to attract Chinese investors 
and workers. Street signs, restaurants, residences, banks, and the name 

http://sinothaizone.com
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of the companies are in Chinese, Thai and Chinese flags can be seen 
in front of each factory and most employees speak a Chinese language. 
Furthermore, facilities such as the Bank of China Limited Rayong branch 
and Chinese restaurants have been established to serve the needs of 
Chinese investors and workers alike.

The Thai-Chinese Rayong Industrial Zone received support from 
the Chinese government to demonstrate the benefits of OBOR, as well 
as facilitate and guarantee the success of Chinese enterprises going global. 
The government support included (1) advisory support and information 
for FDI and understanding host country-related policies and legal con-
ditions, (2) operational services of namely company registration, fiscal 
and tax procedures, custom and human resources recruitment, and fringe 
benefits, (3) asset management, namely how to rent or buy property, con-
struction, production, maintenance, medical matters, and living condi-
tion, (4) other support during emergencies, and (5) subsidies by state and 
local government for feasibility studies, site visits, negotiation with the 
host government, legal fees and insurance, as well as provision for a net-
work of support services (COCZ 2017). The Chinese government, both 
at the state and local government level, has crafted means to financially 

Fig. 8.3  Map of Amata City Rayong Industrial Estate and the Thai-Chinese 
Rayong Industrial Zone (Source www.sinothaizone.com)

http://www.sinothaizone.com


176   R. KOSAIKANONT

support businesses in those joint ventures. The China Import and Export 
Bank and the China Development Bank provide localization of financial 
service, capital circulation channels, and an overseas investment fund. 
Apart from financial support, businesses participating in OBOR are 
insured for political unrest and natural disaster and are provided with 
information and research on the business environment of each country.

Brautigam et al. (2010) stated that in 2006 the Chinese government 
made the decision to establish up to 50 special economic cooperation 
zones in other countries as part of the Going Out Policy implementation. 
The Thai-Chinese Rayong Industrial Zone is one of the first of the eight 
Chinese enterprises to be approved by the Ministry of Commerce of China 
to establish a cooperation zone outside of China (see Fig. 8.5).

Phase 1 

Phase 3 

Phase 2 

Fig. 8.4  Thai-Chinese Rayong Industrial Zone (Source www.sinothaizone.com)

http://www.sinothaizone.com
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In 2017, the Ministry of Commerce of the Department of Outward 
Investment and Economic Cooperation held a press conference and 
issued new data that revealed that 56 cooperation zones were set up 
worldwide-six more zones than the original target. Those cooperation 
zones were built voluntarily by the privately owned enterprises (POEs) 
or in some cases provincial authorities in support of the Going Out 
Policy and OBOR (MOFCOM 2017).

Among other reasons, Bongkot Anuroj, the Deputy Secretary General 
of the Board of Investment of Thailand and the former Investment 
Advisor to China explained that the specified clusters of Chinese enter-
prises are encouraged to go out because they have had trade friction or 
antidumping and countervailing duties imposed on them by various coun-
tries in recent years (Interview with Bongkot Anuroj, October 14, 2016).

Benjamin Zawacki (2017) claimed that for China, Thailand is viewed 
as the gateway to ASEAN. Hence, having the corporation zone in 
Thailand means that it can avoid the antidumping and countervailing 
duties and can use Thailand as a base to distribute products in ASEAN 
and the world.

The Thai-Chinese Rayong Industrial Zone is a government-approved  
cooperation zone outside of China. However, it is worth noting that 
the deal for the zone was closed in 2005, even before the Chinese 

Country Zone 

1. Pakistan Haier-Ruba Home Appliance Industrial Zone 

2. Zambia  Chambishi Nonferrous Metal Mining Group Industrial Park 

3. Thailand Luoyong (Rayong) Industrial Zone 

4. Cambodia Taihu International Economic Cooperation Zone, Sihanouk Habour 

5. Nigeria Guangdong Ogun Economic and Trade Cooperation Zone 

6. Mauritius Tianli (now JinFei) Economic and Trade Cooperation Zone 

7. Russian, 
Federation 

St. Peterburg Baltic Economic and Trade Cooperation Zone 

8. Russian 
Federation 

Ussuriysk Economic and Trade Cooperation Zone 

Fig. 8.5  China’s official overseas economic and trade cooperation zones 
(Source Brautigam and Xiaoyang 2011)
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government officially announced the economic and cooperation trade 
zone policy in 2006. The Holley Group explained that the zone was 
being used as a pilot for the Chinese government to experiment with the 
model of a POE joint venture in industrial zones with government sup-
port (Brautigam and Xiaoyang 2012).

In its economic development, the Chinese government often uses 
“crossing the river feeling the stone” or a gradual approach in imple-
mentation of new policy or strategy. The introduction of the approved 
support for the economic and trade cooperation zones of Chinese enter-
prises is no exception and the Thai-Chinese Rayong Industrial Zone is 
being used as a testing ground. The Chinese government set up an insti-
tutional infrastructure to facilitate the approval process and supporting 
measures for the cooperation zone through the Ministry of Commerce 
(MOFCOM). That may be an explanation of why there are more zones 
being built the world over because confidence and lessons were gained 
from operating industrial zone in various countries.

Now that the zones are somewhat successful in their operation in most 
countries, the process of granting approval is more institutionalized. The 
process for approving the overseas trade and cooperation zone begins with 
a MOFCOM announcement for an open call for proposals to any enter-
prises or province to make a bid (MOFCOM 2016). Selected bidders are 
called into submit full proposals and after the proposal screening, some 
are invited to present their proposals to a panel. The panel consists of 
independent outside experts comprising of officials from China’s domestic 
industrial zones, university professors, and officials. The decision is made 
based on a feasibility study, documented evidence of support from the 
host government, the ability to finance the project, the ability to handle 
major construction, and engineering capacity. Once a project is selected, 
the implementation can begin immediately. Subsidies from the Chinese 
government are given to the enterprises if the construction has progressed 
at a satisfactory level. An inspection is typically carried out by senior offi-
cials of the Chinese government or by officials from local Chinese gov-
ernments or municipalities. Additionally, the Department of Outward 
Investment and Economic Cooperation and MOFCOM are monitoring 
the overall picture of Chinese FDI and the progress of establishing the 
zone. The monitoring process is in place to measure progress and mini-
mize any risk that might occur after the establishment or external factors.

The procedure to obtain subsidies includes completion of an applica-
tion that needs to be evaluated by an official committee comprised of 
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high-ranking officials from the Chinese government. In the case of the 
Thai-Chinese Rayong Industrial Zone, various high-ranking officials 
from China had paid a visit both to learn about the development of 
the zone and to evaluate its progress and some of those officials were 
State Councilor Wang Yong, who is also Chairman of Chinese People’s 
Political Consultative Conference; Minister of Commerce Chen Deming; 
an official from the State-owned Assets Supervision and Administration 
Commission, as well as others. Both Wang Yong and Chen Deming are 
key and influential to the implementation of the OBOR, hence, having 
them visit the Zone meant that the zone was highly prioritized by the 
Chinese government.

The Chinese Embassy in Bangkok has been active in promoting the 
establishment of the Chamber of Commerce of Chinese Enterprises, 
Rayong branch. Ms. Zhang Peidong, the Counselor of the Chinese 
Embassy in Bangkok presided at the inaugural of the Chamber of 
Commerce Council and General Assembly meetings. During a meet-
ing on June 9, 2017, she gave a speech that the Chamber of Commerce 
should be a platform for business information exchange including the 
latest development of the investment promotion policy of Thailand, as 
well as the national policy of China related to OBOR. She added that 
the Chamber of Commerce should also work closely to minimize busi-
ness risks and that they should promote networking among Chinese 
enterprises through various types of activities. She continued by saying 
that having those three objectives in mind, the Chinese Embassy will 
ensure that the latest policies from the Chinese government are shared 
in a timely manner. The Embassy will also alert Chinese businesses of any 
political or economic risks. Ms. Zhang Peidong has continued to regu-
larly visit the Zone, particularly during council meetings and for special 
occasions (Sinothaizone.com).

Xu Genluo played a significant role as the Executive Director of the 
Zone, known as the Honorable Life Time President of the Chamber 
of Commerce, Rayong Chapter. His 17 years of experience working 
with Thai counterparts, politicians, Thai officials, local communities, 
and businesses have made him an asset in building networks. Aksornsri 
Panichasarn, a renowned Thai economist and a Chinese economic 
observer believes that the Thai-Chinese Rayong Industrial Zone is a 
good example of state-supported Chinese FDIs. Chinese enterprises typ-
ically gain many supporters but the knowledge and networks within the 
host country are more important.

http://Sinothaizone.com
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Wu Guangyun, Vice President of the Holley Group (Thailand), with 
reference to investment opportunities and the advantages of the Zone 
he stated that “there are many good reasons for Chinese companies to 
be situated here in comparison to other neighboring countries. These 
include (1) The size of Thai market is not only large but Thailand has 
capacity to distribute our goods to other ASEAN countries, (2) perfect 
infrastructural facilities namely highway and large seaports, (3) attrac-
tiveness of policy for FDI provided by government especially the exemp-
tion of personal income tax for eight years and tax holiday for machinery 
imports, (4) Thai people are kind and knowledgeable, (5) the political 
situation is gradually improving and stabilizing, and (6) the two coun-
tries have good relations” (Thaibiz.com).

In addition to attracting Chinese investors, the Thai perspective is 
that FDI is needed to finance the development and recovery of the Thai 
economy. In 2005, Thailand was experiencing its worst financial crisis 
that had begun in 1997. Following the refusal of the USA to bail out 
the country, Thailand was left with little choice but to seek assistance 
from the IMF which imposed harsh economic measures and 50 financial 
companies closed. The restructuring of the financial sector included high 
interest rates and credit restraints resulting in the country being left with 
limited resources to finance developments. The Thai government per-
ceived China as not only an emerging market, but as a friend (Zawacki 
2017) and Surakiart Sathirathai, the Minister of Foreign Affairs, stated 
that Thailand was pursuing proactive, economic diplomacy with “Asia 
for Asians” (MOFA 2006). Lada Phumas, the director of Division 4 of 
the Department of East Asia, Ministry of Foreign Affairs, in charge of 
China explained that good relations between Thailand and China during 
Shinawatra’s administration prompted the offer from China to set up the 
financial architecture of the multilateral currency swap arrangement of 
the region to avoid dependency on IMF and the West and in May 2000 
became known as the Chiang Mai Initiative (Phumas 2015).

Zawacki (2017) noted that the relationship between China and 
Thailand flourished during Thaksin Shinawatra’s administration because 
of his personal satellite business deals with China, his profile as a Chinese 
descendant, and personal ties that he had established. McCargo and 
Pathamanand (2005) investigated Shinawatra and his business activities 
and pointed out that his telecommunication businesses profited from 
the policies that were implemented leading to concessions. Phongpaichit 
and Baker (2004) examined Shinawatra’s power and profit and found his 

http://Thaibiz.com
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satellite business grew without limitations. Following many exchanged 
visits from top management, in 2004 the Chinese agreed to adjust their 
satellite’s orbit to accommodate Shinawatra’s family satellite, IPStar 
(Phongpaichit and Baker 2004).

Shinawatra’s foreign policy of proactive, economic diplomacy that 
focused on Asians for Asia resulted in the creation of the Ayeyawady-
Chao Phraya-Mekong Economic Cooperation Strategy with the goal 
of being a regional economic cooperation strategy under the Asia 
Cooperation Dialogue. Shinawatra offered Thailand as a bridge for 
China in ASEAN (Zawacki 2017).

The relationship of Thailand and China at the beginning of the twenty- 
first century is economic, political, and personal in nature. China’s eco-
nomic engagement in Thailand, particularly the establishment of the over-
seas trade and cooperation zone and subsequent investments of SOEs and 
POEs in the zone served as an economic path to recovery after the crisis. 
The Board of Investment of Thailand was assigned the task of promoting 
inbound foreign investors to Thailand. The Board of Investment and the 
China–Thailand Joint Committee on Trade, Investment and Economic 
Cooperation Meeting chaired by Deputy Prime Minister Somkid may 
have ignited the sealing of the Thai-Chinese Rayong Industrial Zone with 
staunch support by Prime Minister Thaksin Shinawatra.

After the coup d’état on September 19, 2006 and the displacement 
of Thaksin Shinawatra as a result, the relationship between China and 
Thailand has been less strong. As the West continues to put pressure on 
Thailand, China’s position toward the coup d’état remains neutral. The 
government under General Surayud Chulanont continued to work with 
China although the political situation of Thailand has been rife with con-
flicts and division, but regardless, the Chinese government maintains and 
pursues their goal of OBOR.

In 2015, the Thai government, under the leadership of General 
Prayut Chan-ocha, announced a 20-year national vision and strategy 
under the premise of Stability, Prosperity, and Sustainability. The long-
term vision and strategy was launched to address the problem of the 
middle-income trap. To escape that trap, the government restructured 
the economy through an innovation- and technology-driven economy 
and focused on infrastructure development for modern high technology 
and innovative production to promote regional and global connectivity.

To attract FDI, the BOI issued the Seven Year Investment Promotion 
Strategy (2015–2021) in January 2015, and subsequently, the new 
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strategy for granting privileges to attract FDI was launched. Prior to 
2015, the country had been divided into three investment zones for 
infrastructure and development according to their geographical loca-
tions. Each zone was provided with different tax and non-tax benefits 
to attract the appropriate investment and lessen the regional economic 
and development gaps. With the new strategy, the BOI would grant 
higher privileges to investors if the investment fit into one of the six fol-
lowing categories: (1) investment to enhance national competitiveness 
with research and development, innovation with inclusive growth; (2) 
activities that are environmentally friendly for sustainable growth; (3) 
investment that strengthens the country’s value chains; (4) investment in 
borer provinces helping the local economy; (5) investment in the special 
economic zone or creating economic connectivity with ASEAN; and (6) 
Thai overseas investment (BOI 2015).

Although Amata City fell under zone 2 in the past, any investment 
in Amata City received maximum tax and non-tax privileges and the 
Amata City estate has two zones: the general industrial zone (GIZ) and 
the free zone (FZ).1 The GIZ is for investors who are producing com-
mon manufacturing goods for the domestic market while the FX is more 
suitable for exporters. In the FZ, extra services, including 24-hour cus-
toms clearance and export friendly incentives are granted to investors. 
In addition to the benefits from GIZ, FZ, and BOI, foreign investors 
in Rayong and Thailand utilize the benefits from ASEAN and ASEAN 
Free Trade Agreement (AFTA) preferential tariffs according to the Rules 
of Origin. That is, if the products are sourced within ASEAN countries 
members and constitute at least 40%, the AFTA preferential tariffs can 
be applied.

In summary, the Thai-Chinese Rayong Industrial Zone was estab-
lished as a Thai-Chinese joint venture with dedicated support from both 
governments. The investment was an experimental project for China, 
supporting the POEs to establish cooperation zones outside of China 
to seek a good model for institutional set up. Comprehensive support 
of the Chinese government in establishing the zone to facilitate other 
Chinese enterprises minimized the risk for Chinese FDI. Politically, the 
creation of those zones increased economic influence in production, 
networks of raw material, and cheaper inputs transformed into a new 
global production network directed by Chinese enterprises. It may be 
true that the zone generated new employment opportunities but the 
quality and the meaningful economic development must be assessed.  
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In the case of the Amata Group, the government recommended them 
because its business was fully equipped with the necessary services, had 
proximity to all infrastructure, access to all modes of transportation, and 
because it is listed in the stock market. Limited information of the per-
sonal relationship between Vikrom Kromdit, the owner of the Amata 
Group, and Prime Minister Thaksin Shinawatra and other ministers is 
limited. Vikrom Kromdit, like other businessmen from large corpora-
tions in Thailand seeking business partners, regularly joined the official 
trips to China (Interview with Peerapan Prempood, permanent secretary 
of the office of Prime Minister, 2017).

Case Study: Zhongce Rubber (Thailand) Co., Ltd.
After the MOU signing ceremony in 2005 between the Holley Group 
and the Amata Group in Beijing, the construction of the Thai-Chinese 
Rayong Industrial Zone began in 2006, with the zone starting to wel-
come POEs and SOEs from China in the late 2000s. Zhongce Rubber 
(Thailand) Co., Ltd. is the largest SOE and began construction in the 
zone in 2014. In China, Zhongce Rubber Co., Ltd., is recognized as the 
largest radial tires production enterprise in the People’s Republic of China 
(PRC) and tenth largest in the world, according to their production vol-
ume. More than just a business run predominantly to make a profit, in its 
60 years of existence Zhangce has become a source of employment and 
income for its Chinese workers (Sheng and Zhao 2013).

Zhongce Rubber (Thailand) Co., Ltd. was established in October 
2014 with an investment of 26,400 million Baht, the largest Chinese 
SOE investments in Thailand. Zhongce Rubber (Thailand) Co., Ltd. is 
a joint venture partnering with Thai Hua Rubber with holdings of 85 
and 15% shares, respectively. The primary business of Thai Hua Rubber 
is to produce latex, rubber sheets, and blocks (Bangkok Post, December 
3, 2010). The plant occupies more than 49.92 hectares and was granted 
a BOI certificate in 2016. “Thailand is being chosen because of the 
strategic location and being a center of ASEAN region,” according to 
Ms. Chen Hua who claimed that Thailand is a testing ground for the 
plant outside of China (Interview, October 13, 2016). In 2017, the 
Thai-China Rayong Industrial Zone produced a promotional video 
clip directed at Chinese investors coming to the zone. Ms. Chen Hua 
encouraged the Chinese investors to come and invest in the zone and to 
leave their footprint of the Chinese business brand on the OBOR.
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During the interviews with Ms. Chen Hua, she made several claims 
that Zhongce Rubber had generated jobs for the local community and 
contributed to the Thai economy in terms of tax payments. However, 
the interview with Deputy Manager of Human Resources, a Thai mid-
dle-aged gentleman who has been working for Japanese companies 
since completing his formal education, said that the success of Zhongce 
Rubber stems from it being an SOE and having good connections with 
the Chinese government and influential people in the Thai government. 
Ms. Chen Hua elaborated that because the company is an SOE, it has 
received staunch support from the government. In Thailand, she has 
been assisted by Police General Chidchai Vanasatidya, the former dep-
uty Prime Minister during Thaksin Shinawatra’s administration, and 
currently serves as a consultant for the General Manager of Zhongce 
Rubber (Thailand) Co., Ltd.

Ms. Pancheewa Yoosabai, a Thai partner in a Thai-Chinese joint ven-
ture company and one of the trading partners and suppliers of Zhongce, 
elaborated that an SOE as large as Zhongce has its own bank to finan-
cially back its operation and that the company has access to information 
regarding the support for the Going Global companies provided by the 
Chinese government, which includes information on tax refunds, etc. 
SOEs have thus gained significant advantage in receiving support from 
the government in comparison with private enterprises.

Zhongce has always kept close contact with the Chinese Embassy in 
Bangkok and a picture of Ambassador H.E. Ning Fukui was hung on the 
wall in the executive dining room next to all the other pictures of senior 
high-ranking Chinese government officials. Zhongce Rubber (Thailand) 
Ltd. also remains connected with the Chinese Communist Party as well 
as the government. It can be argued that Zhongce is being used as a 
test for the SOE Going Global strategy in ASEAN and can be deduced 
from the numerous visits from high-ranking officials from the PRC  
(see Fig. 8.6).

Figures 8.6 and 8.7 show high-ranking officials and political lead-
ers from China who came to support and show creditability and a close 
connection with the Chinese government and government support of 
SOEs Going Global in general. The Chinese Chamber of Commerce, 
Rayong Branch was established in 2015 within the Thai-Chinese 
Rayong Industrial Zone and Ms. Chen Hua became the president of the 
Chamber of Commerce in 2016. The Chamber of Commerce aims to 
be a platform for information and experience exchange, and a network 
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platform for Chinese investors and a space for policy communication, 
particularly between the Chinese government via the Chinese Embassy 
in Bangkok.

Although Zhongce Rubber (Thailand) Co., Ltd. is an SOE and is 
supported by the Chinese government, other POEs within the zone 
also receive support from the state and local government in China to go 
global in clusters. Going global in cluster means that the whole supply 
chain of production can be exported and invested abroad while compli-
menting each other and minimizing the risks stemming from misunder-
standings because of the business culture or language. Ultimately, the 
Chinese businesses abroad have more chance of success going out as a 
cluster. Focus is assigned to electronic parts, solar products, and rubber 
tires in Thailand; however, looking at it from the local economic per-
spective, having those clusters of the whole supply chain means that the 
local Thai businesses may not gain much from the establishment of new 
business (Interview with Pancheewa Yusabai, business owner of the Thai-
Chinese Joint Venture of Kenner Knife Mould Manufacturing).

Fig. 8.6  Visit of Yu Zhengsheng to Zhongce Rubber (Thailand) Co., Ltd. 
(Source Picture was taken by Zhongce (Thailand) Co., Ltd., and presented at the 
job fair of Mae Fah Luang University, 2016)
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The Impacts of Zhongce Rubber (Thailand)  
Co., Ltd. and the Local Community

According to the Department of Employment, Ministry of Labour, for-
eign companies can employ Thai and foreign employees with a ratio 
of 4:1. Statistics presented by Zhongce show that Zhongce employed 
2,300 Thais and 527 Chinese, complying with the requirement of the 
Department of Employment. However, Thai employees are employed 
mostly in the production line or in junior management positions. As 
can be seen from the organizational structure (Fig. 8.8), there is only 
one management position in the office and one in the plant and both 
of those positions are filled by Chinese employees. The six-tier manage-
rial positions (Chairman of the Board, General Manager, Vice General 
Managers), are also all filled by Chinese. The only exception is the posi-
tion of General Manager Consultant and that position is occupied by the 
Thai Police General Chidchai Vannasadidya, the former Deputy Prime 
Minister during Prime Minister Thaksin Shinawatra’s administration.

Fig. 8.7  Visit of Wang Yong to Zhongce Rubber (Thailand) Co., Ltd. (Source 
Picture was taken by Zhongce (Thailand) Co., Ltd., and presented at the job fair 
of Mae Fah Luang University, 2016)
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Mr. Noppasorn Sukjun is the Assistant Manager of the Human 
Resources Department and currently holds the highest-ranking position 
in the company for a Thai employee. He explained in an interview that 
although he had held a senior position in a Japanese company prior to 
working at Zhongce, he understands that the working culture is different 
in the Chinese company and that it takes time and trust to be promoted. 
He believes that he must prove himself to the management of Zhongce. 
That differs from the Japanese companies where he was expected to 
be loyal and love the organization, to be disciplined, and to regularly 
report to his superior (Interview with Noppasorn Sukkun, October 13, 
2016). Although there are no Thai nationals at the management level, 
he believes that the company will gradually let Thais take up higher posi-
tions once they have gained the trust of the Chinese management team. 
Ms. Chen Hua mentioned that she hopes that Mr. Noppasorn will one 
day take over for her (Interview with Chen Hua, October 13, 2016).  
It is important to stress, however, that absolute control of the firm will 
stay in the hands of the Chinese directive in Hangzhou. Hence, it is dif-
ficult to project whether delegating and appointing Thai employees to 
higher positions will occur in the not so distant future.

There are many translators working at the factory and the Chinese 
translators are placed on each production line which has created a division 

Fig. 8.8  Zhongce Rubber (Thailand) Co., Ltd. Organizational Structure 
(Source Zhongce Rubber (Thailand) Co., Ltd.)
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and eroded the trust of some Thai employees who believe they have been 
placed there to monitor their discussions, which reflects the level of trust 
between the Chinese companies and the Thai employees.

The Thai and Chinese employees can be grouped into two main 
departments, line production and office staff. However, in most cases, 
the Chinese hold higher positions than their Thai colleagues. Even when 
Thai and Chinese workers hold similar positions, the Chinese employees 
are not required to carry out certain less-valued and riskier tasks such as 
carrying heavy tires or operating heavy machinery (Interview with pro-
duction line officers, August 12, 2017).

Thai line production operators’ salaries increased from 9,000 baht to 
9,300 baht a month in 2016. The salary of 9,300 baht a month com-
plies with a newly issued minimum wage of 310 baht per day in Rayong 
province. The interviewees, Supan, Tak, and Karn were interviewed sep-
arately but all confirmed that it took the company a very long to make 
the wage adjustment and they were not paid for the missed wages from 
the previous months to reflect the increase since the announcement was 
made. The line production operators also receive a similar welfare pack-
age of rent, food, and transportation. Additionally, they can work over-
time, with overtime pay being three times their basic standard wage per 
hour. However, in practice, the priority to carry out overtime work is 
given to the Chinese operators.

The differences in salary between Thai and Chinese employees and the 
perceived unfair treatment of Thai employees has caused a great deal of 
criticism and dissatisfaction. According to the female employees who had 
been interviewed, and who had all once worked for Japanese companies, 
they found that the Japanese companies provide their employees with clear 
career paths, they grade and test skills professionally, value education, and 
take those factors into consideration when negotiating salaries. However, 
none of that is in place at Zhongce (Interview, August 12, 2017). When 
the interviewees were asked whether they had ever tried to form a union, 
they claimed that when they had their job interviews with the company one 
of the first questions they were asked was if they had ever been part of a 
union. They were also told that those who protested had to leave the plant 
because starting a labor union was not allowed. For fear of losing their jobs, 
employees said they would prefer asking for equal and fair treatment quietly.

During the interviews with four employees, they often mentioned that 
the Chinese have their own style of working. When asked to elaborate, 
they explained that the Chinese working style focused less on people and 
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quality and more on numbers, namely production targets. One inter-
viewee, a 43-year-old single woman, compared Zhongce with her previ-
ous factory and pointed out that there is no training center. She claimed 
that without training center, one could not understand the entire process 
of production, how to be safe, how to produce good work, and how to 
understand quality control.

Two other interviewees, a 38-year-old woman and a 33-year-old 
woman, working on the production line shared similar opinions. They 
reiterated that the quality of work is not a priority for the firm. In the 
Japanese companies, the factory’s policy, plan, work flow, as well as key 
performance indicators are clearly spelled out, communicated, and are 
accessible to all employees. Information and statistics of production and 
waste is systematically collected and continually analyzed to improve pro-
duction and operation and to save costs. At Zhongce, the policy is never 
shared and the layout of the production floor is not well designed and 
organized. Safety is not a high priority and one woman talked about two 
cases where operators lost fingers and another where an operator got 
crushed by the forklift and broke an ankle, with Zhongce paying minimal 
compensation (Interview, August 12, 2017).

Based on those interviews, it can be perceived that Thai employees 
feel that the management style at Zhongce is not based on transparency. 
For example, in the previous year, many did not receive their annual sal-
ary raise and the management team never communicated why certain 
employees received raises and others did not. A bonus was supposed to 
be given at 1.5 months, but when the funds were finally deposited into 
employees’ accounts, they found that it was not the correct amount. 
When the employees asked for an explanation, they were told that 
deductions were made for leave days. However, that information had not 
been communicated to the employees beforehand.

In a discussion about standards, one of the interviewees said that 
Zhongce would like to have an international certified standard to ease 
the pressure of exporting to international markets, especially to Europe 
and America. However, they are not willing to improve the layout of the 
plants and put in necessary measures to comply with industry standards. 
The company is happy instead to settle for average tires that meet the 
demand on time. The interviewees believe that type of thinking can be 
explained by the fact that Zhongce is a large SOE that has never had to 
comply with international standards or needed to be concerned with the 
efficiency of production.
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The management of Zhongce also differentiates between Chinese and 
Thai employees in the way they organize space. Special zones are allocated 
for the senior management of the company, who are all Chinese, with 
even the dining room and rest areas being segregated. The interviewees 
found that the separation and unwillingness of the Chinese to learn the 
local culture or the Thai language shows their feeling of superiority.

Conclusion

The establishment of the Thai-Chinese Rayong Industrial Zone is a 
Chinese government experimental project created to support the POEs 
and SOEs in going global. Trade and cooperation zones such as those 
outside China require government approval and should be viewed in 
connection with the OBOR grand strategy and other policies, such as 
the internationalization of Yuan, Bilateral Swap Arrangement with the 
host country and the Confucius Institute and its offering of Chinese 
programs for the Chinese speaking workforce. The establishment of the 
zones not only brought down costs of production for China, but also 
eased trade tensions imposed by the external market and helped deepen 
multiple economic sector reform. The establishment of those zones by 
Chinese POEs, and subsequent investment of the SOEs in those zones, 
have transformed the global production network which is now domi-
nated by China in terms of trade routes, flow of raw material, and fin-
ished products. Competition in global production and the market has 
become fiercer because the Chinese enterprises are supported financially 
through subsidies, connections with the host government, information, 
and facilities for Chinese investors.

From an economic rationale, both OBOR and the Thai-Chinese 
Rayong Industrial Zone can be viewed as a win-win situation for all 
involved parties. In effect, after the economic crisis in 1997, Thailand 
needed large investments to boost its economy. However, although the 
zone created job opportunities for the local community, working con-
ditions and job satisfaction were lacking due to the Chinese enterprises’ 
working and management culture.

Finally, China’s large population and economic power means it faces 
very specific challenges. While OBOR may help China overcome her 
challenges, shared benefits with the host country and shared sustained 
and inclusive growth must be considered when such grand strategies and 
policies are implemented beyond its borders.
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Note

1. � Operating business in the Free Zone is considered operating outside of 
Thailand. Hence, all import duties are exempted if sourced from outside 
of Thailand. However, if the raw materials are sourced in Thailand, import 
duties are applied. Similarly, if the products are sold within Thailand, it will 
be considered as an export.
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CHAPTER 9

China’s Economic Integration  
and New Chinese Immigrants  

in the Mekong Region

Chinh Van Nguyen

Introduction

The new migration from China to the Mekong region is examined in 
this chapter in the context of China’s increasing economic-political 
influence in the region, and the special relations between the Mekong 
countries and China. The focus of the discussion is intended to capture 
the complexity of the new Chinese migration to the CLMV countries 
(Cambodia, Laos, Myanmar, and Vietnam) by looking at migration pat-
terns, trends, and local policy response. This research was done to aug-
ment the understanding of previous research that Chinese migration is 
the consequence of domestic pressures that occur within Chinese soci-
ety, such as high unemployment, rural-underemployment, and the rapid 
increase of what Rallu Jean Louis (2002) called a “floating population” 
and there is an increasing trend looking at the nexus between China’s 
trade relations, foreign direct investments (FDI), and the new migration 
movement (Xerogiani 2006; Zhuang and Wangbo 2010; Chong 2013).
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Chinese migration to the Mekong region has increased rapidly in 
recent years with the development of strong economic relationships. 
Early in the twenty-first century, Chinese companies invested billions of 
dollars in the Mekong countries focusing on infrastructure development, 
resource-exploitation, agricultural and cultural expansion, accompanied by 
establishment of Chinese educational institutions in the region. The eco-
nomic reform of 1978 turned China from a poor, socialist and isolated 
nation into a workshop of the world, an accolade previously bestowed on 
Britain during the Industrial Revolution of the nineteenth century. The 
Going Out Policy launched by the Chinese Communist Party early in the 
twenty-first century saw the emergence of Red capitalists that began to 
invest abroad, with the goal of exploiting countries’ natural resources and 
energy to feed the demands of China’s domestic industries. FDI and eco-
nomic cooperation between China and the Mekong region are the driving 
factors influencing the flow of migration to that area.

China’s Economic Integration

For some time China had harbored a strong interest in forging close 
relations with the Mekong countries, but only in the last decade has 
its leadership been able to push forward a comprehensive cooperation 
and socio-economic influence in the region. China has promoted and 
increased its economic and political relations with the CLMV countries 
since the 1990s and has since then become their largest economic part-
ner. A report published by China’s National Development and Reform 
Commission on the 2008 Summit of the Greater Mekong Sub-region 
(GMS) stated that since the establishment of the China-Association of 
Southeast Asian Nations (ASEAN) Free Trade Area in 2010, bilateral 
trade between China and the GMS countries has gained a momentum of 
greater development, with a further improved trade structure and rapid 
increase in bilateral investment. That report further noted that bilat-
eral trade and Chinese investments in the GMS countries had reached 
the highest levels recorded in 2010. In comparison with 2008, China’s 
bilateral trade with Cambodia and Thailand increased by only 28%, 
while its trade with Vietnam, Myanmar, and Lao People’s Democratic 
Republic (PDR) increased by 54, 68, and 150%, respectively (CNDRC 
2011). China’s main exports to the GMS countries were textiles, electro-
mechanical products, hi-tech products, garments, steel, and agricultural 
products. Its main imports from those countries included raw materials 
such as natural rubber, garments, timber, coal, crude oil, agricultural 
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products, and various minerals. Chinese companies also actively invested 
in the Mekong countries and its main industries are like the Mekong 
countries’ industries that include textiles, light industry, machinery, elec-
tronics, building materials, and chemicals.

Bilateral China–GMS trade grew rapidly from early in the twenty-first 
century, with Thailand showing the largest increase in volume. In 1992, 
bilateral trade between Thailand and China was about US$13 billion and 
increased up to US$529 billion in 2010, and the growth rate made up 
38.6% (Lu 2012). Several GMS countries have had a severe trade deficit 
with China, which is particularly acute in the case of Vietnam from 2001 
forward where trade rose from US$188 million in 2001 to US$16.4 bil-
lion in 2012. Thailand is no exception and in 2010, Thailand had a trade 
deficit with China totaling US$13.45 billion (Chinh in Santasombat 
2015). While China’s share of each GMS country’s trade is large, rang-
ing from 10 to 25%, the share of GMS countries in China’s foreign trade 
is approximately 1%.

The general trend in China–GMS trade relations is the growing 
dependence of the Mekong regional market on China. If the economic 
relations between the GMS countries and China were to decline, the 
effect on those countries would be far greater than the consequences suf-
fered by China. In 2000, China officially became the FDI provider to 
the GMS countries which actively encouraged and supported investment 
activities overseas to utilize domestic and foreign resources and markets. 
By 2012, China had become the largest foreign investor in Myanmar, 
Laos, and Cambodia, and the fifth largest investor in Thailand. In the 
first 11 months of the 2012–2013 financial year, China was leading the 
FDI inflow in Laos with over US$1.33 billion worth of projects. By 
2013, China had invested a total of US$14.1 billion across 52 projects in 
Myanmar, accounting for 41.7% of the newly liberalized country’s cumu-
lative FDI. That amount excludes investments from Hong Kong, where 
many subsidiaries of Chinese companies are registered. In 2008, Earth 
Rights International identified at least 69 Chinese multinational corpo-
rations involved in a total of 90 projects in Myanmar in hydropower, 
oil and natural gas, mining, jade, and other natural resources. In 2011, 
Chinese investments accounted for 60% of the total approved FDI for 
Cambodia. The size of the approved FDI from China continued to rise 
by 62% from 2012 to 2013, reaching US$427 million in 2013, com-
pared with US$263 million in 2012.

China had become the largest investor in Cambodia in terms of 
cumulative FDI by 2013 which stood at US$9.6 billion in total from 
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1994 to 2013 (Xinhua 2014). Most large-scale investments are from 
the central Chinese enterprises targeting infrastructure, energy, and 
mining sectors, coupled with projects in the manufacturing and agricul-
tural sectors. Along with outward FDI, China is also the largest source 
of loans and aid. Following the April 2013 visit to China of Cambodian 
Prime Minister Hun Sen, US$2 billion of loans and aid were received 
from China, followed by a further interest-free loan of US$33 million. 
Chinese companies are very active in tapping the hydropower market 
in Cambodia, which is expected to generate 77% of Cambodia’s total  
electric-generating capacity by 2030 (IHLO 2014).

Chinese companies began expanding their investments in Thailand in 
the early 1990s. From 1995 to 2003, the Bank of Thailand registered 
an FDI inflow of US$114.9 million from China. As reported by the 
Thailand Board of Investment, 161 investment projects by Chinese com-
panies were approved for the 1987–2005 period, with a total value of 
31505.7 million baht, approximately US$900 million (Suvakunta 2007).

FDI from China is not as large in Vietnam as inflows from other inter-
national investors. During the period between 2002 and 2009, Chinese 
investments into Vietnam increased from US$2.5 billion to US$56.5 
billion (Wenbin and Wilkes 2011). Most of those investments entailed 
funding for large-scale engineering, procurement, and construction 
(EPC) projects. EPC projects can also be perceived as special invest-
ments from China, which appear as a form of governmental support for 
its national investor and is the method preferred by Vietnamese investors 
since the Chinese government has created a special policy of preferen-
tial buyer’s credit and concessional loans for EPC projects, which stip-
ulates that the necessary equipment and technologies must be sourced 
from China. By the end of 2009, Chinese engineering companies were 
involved in projects worth US$15.42 billion, making Vietnam their larg-
est EPC market in Southeast Asia (Le 2013).

Although Chinese investment activities in GMS countries are diverse, 
they tend to converge on three major sectors: (1) mining and resource 
extractions, (2) land concessions, and (3) infrastructure construction. 
Taking advantage of low infrastructure development in the Mekong 
region, Chinese companies were welcomed by local authorities. A typ-
ical example for that practice is the case of Lao PDR. When the deci-
sion was made for Laos to host the XXV Southeast Asian (SEA) Games 
in December 2009, the Lao government sought aid from the China 
Development Bank by applying for a loan to fund the necessary sporting 
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facilities. The US$100 million loan was awarded on the condition that 
the Chinese company Suzhou Industrial Park Overseas Investment would 
be given a 50-year lease to develop 1640 hectares of central Vientiane 
and develop business centers, hotels, factories, and tourism facilities. That 
is perhaps the largest amount of aid linked to the Chinese government 
and may have led to the most well-known case of trade-offs that Laos has 
made in the name of development (Kenney-Lazar 2012). Consequently, 
it was agreed to bring 50,000 Chinese nationals into Lao PDR to pop-
ulate the new satellite city. As part of the New City Development 
Project, the China Yunnan Construction Engineering Company Group 
Corporation imported thousands of Chinese workers to build the SEA 
Games stadium in Vientiane. The Lao government estimates that approx-
imately 30,000 Chinese nationals already live in Laos, but most analysts 
believe the real figure to be perhaps ten times higher. Stores owned and 
operated by Chinese people have sprung up across northern Laos, while 
other Chinese have settled into remote villages as foremen and workers 
on commercial agriculture projects (Gunn and McCartan 2008).

The relationship with the Mekong region countries bordering 
China—Laos, Myanmar, and Vietnam—is strategic and important for 
China. China enjoys a long border with those countries and has easy 
access by road to natural resources. Chinese companies in the CLMV 
countries have gradually shifted their focus to the energy, resource 
extraction, infrastructure, and agriculture sectors in areas close to the 
border with China. Chinese financiers have moved into the region to 
take advantage of the favorable investment climate and the abundance 
of natural resources. Vietnam and Laos, and to a lesser extent Cambodia, 
are experiencing an unprecedented interest in their bauxite (aluminum 
ore) resources from China. The Lao mining industry (bauxite, cop-
per, gold, lignite, tin, iron, zinc, gypsum) has been the main interest of 
Chinese investment over the last decade, responsible for more than 50% 
of Chinese FDI into the country. In 2008, there were 113 foreign com-
panies operating in that sector, of which 33 were from China. Much of 
the demand is driven by China’s need to feed its growing industry, and 
those Mekong countries are perfectly situated to bring the product to 
the market (Lazarus 2009).

Beginning in 2000, Chinese companies became particularly interested 
in land concession projects, many of which were granted to Chinese 
companies to increase agricultural and mining production. Concessions 
for 2–3 million hectares of land were granted (including domestic 
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projects), representing up to 13% of the total land area of Lao PDR, 
in which the main investors were neighboring countries like China, 
Vietnam, and Thailand (GTZ 2009).

The economic relationship between Laos and China is expanding and 
currently, numerous provinces in the north of Laos function as economic 
zones for the southern Chinese province of Yunnan. Contract farming, 
especially for rubber plantations, forms a considerable part of the busi-
ness ventures between the two countries. The massive expansion of rub-
ber plantations by Chinese companies in north Laos stems from a mix of 
market demand and land constraints in China, as well as political incen-
tives from both the Lao and Chinese governments (Haberecht 2009). 
Many new Chinese investors supplied Lao farmers with seeds and input 
for commercial production of sugarcane and rubber crops. As a result, 
competition for swidden (slash and burn) and fallow forests intensified, 
altering not only upland communities’ customary relationships with the 
land and resources, but challenging the resource management framework 
established during the 1990s.

A comparable situation occurred in Cambodia. From 1995 to 2009, 
the Cambodian government granted 186,935 hectares of land to 
Chinese companies for 17 agricultural projects. The largest project seized 
an area of 10,000 hectares of land, taking 18% of a total 1,024,639 
hectares of land granted to the economic organizations (Hem 2013). 
Capital flows from China into the Mekong region through bilateral 
trade, FDI, and EPC projects are facilitating the inflows of new waves of 
Chinese migrants into the Mekong region, and will be discussed in the 
next section.

New Chinese Migrants in the Mekong Region

Southeast Asia may be home to as many as 40 million people of Chinese 
descent, many of whose ancestors migrated to the area mostly from 
Guangdong and Fujian provinces (New World Encyclopedia 2003). 
The statistics vary according to the sources and definitions of Overseas 
Chinese. The New World Encyclopedia, for example, defines Overseas 
Chinese as people of Chinese birth or descent “who live outside the 
Greater China region, which includes territories administered by the 
rival governments of the People’s Republic of China and the Republic 
of China” (New World Encyclopedia 2003). The same source esti-
mates that the Overseas Chinese population is 7.1 million in Thailand, 
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1.3 million in Myanmar, 1.2 million in Vietnam, greater than 150,000 
in Cambodia, and approximately 50,000 in Laos. The ethnic Chinese, 
therefore, make up more than 10% of Thailand’s population, which 
World Bank figures put at 67.9 million for 2015 (World Bank 2016). For 
the CLMV countries, the ethnic Chinese make up 1–3% of the total pop-
ulation (SyCip 2001). Despite minority status, people of Chinese descent 
are known to play a dominant role in the economies of the region.

Recent waves of Chinese immigration into the Mekong region, par-
ticularly into Cambodia, Myanmar, and Thailand, play a vital role in 
China’s economic engagement with the GMS. From the 1990s to the 
present, the Chinese community in Cambodia has grown to over 2 mil-
lion, out of a total population of approximately 50 million. In Myanmar, 
40% of the population in Mandalay province is identified as ethnic 
Chinese. The recent migrants to the region are thought to have close 
link with the Chinese mainland and its capital inflow. In Migration and 
Trade, Chinese researchers Zhuang and Wangbo (2010) from Xiamen 
University, claim that in the last 25 years the number of Chinese migrant 
arrivals in the Mekong region has reached 2.3–2.6 million, most of them 
labeled as “floating people”.1

The Mekong region countries are historically the home of large eth-
nic Chinese communities, a possible factor behind the recent interest in 
the region by the new Chinese migrants. With the improved infrastruc-
ture connecting the Chinese economic centers in Yunnan, Guangxi, and 
Guangdong with the Mekong region, new Chinese migrants can reach 
those countries with fewer logistical challenges, particularly in an eco-
nomic climate stimulated by increased commercial interaction between 
China and those neighboring countries. The following sections will 
explore the impact in each of the CLMV countries.

Cambodia

In Cambodia, people of Chinese descent are referred to as Khmer kat 
Chen or simply Chen. Under French colonial rule, the largest Chinese 
groups were from Hokkien and Canton, and Teochiu (also known as 
Chaozhou) had become the largest group by the middle of the twentieth 
century. Although the ethnic Chinese community in Cambodia experi-
enced both abuse and assimilation, it displayed remarkable resilience in 
adapting to, responding to, and contesting the forces that tried to mar-
ginalize its members (Chan 2012).
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Until 1970, the Overseas Chinese were the largest minority in 
Cambodia, numbering an estimated 425,000, a figure that by 1984 had 
dwindled to 61,000. Recently, the Chinese bilingual magazine Khmer 
Economy Magazine (2012) estimated that about one million ethnic 
Chinese may reside in Cambodia. A portion of those ethnic Chinese are 
descendants of settlers who migrated from southern China centuries ago, 
while others are arrivals from recent waves of migration.

Following the establishment of the State of Cambodia in 1989 as a 
transitional period until the restoration of the monarchy (1989–1993), 
Chinese education was restored in Cambodia, which was considered 
a step toward improved Sino-Cambodian ties. In December 1991, 
the Cambodian National Assembly accepted the reestablishment of 
the Khmer–Chinese Association in Cambodia—the first time that an 
Overseas Chinese Association had been officially recognized since 1973. 
That event was a turning point for the Khmer–Chinese of Cambodia, 
who can count on state legislation for their businesses and cultural activi-
ties, as well as education opportunities. Since then, the Overseas Chinese 
Association of Cambodia has grown rapidly. It currently has 22 branch 
offices in 24 provinces and approximately 140 offices at the district and 
commune levels (Siphat 2015). Those organizations are authorized to 
form their own associations and to build temples, schools, and cemeter-
ies for the Chinese community. In 2000, Overseas Chinese in Cambodia 
set up Chean Fra Media, a Chinese newspaper headed by Oknha Duong 
Ch’hiv, Chairman of the Khmer Chinese Association. The newspaper’s 
goal is to promote Chinese culture and education in Cambodia. In his 
position as a prominent figure in Cambodia, Ch’hiv collected funds from 
the Khmer–Chinese communities to build schools and to raise support 
for the poor and victims of natural disasters in Cambodia and China 
(Nyíri Pál 2013). The Chinese-language teachers were invited to teach 
Khmer–Chinese students at the schools run by the association. Chinese 
culture and education was also supported by the Phnom Penh branch 
of the Bank of China, through a special fund set up for that purpose to 
“not only contribute to developing the Cambodian economy but also 
[to] assist the country’s education” (Van Chinh 2014a, b). That level of 
political support by the Cambodian government can help explain why 
Cambodia absorbed a high number of new Chinese migrants, which 
contributed to the revival of the local ethnic Chinese community.

New Chinese migration into Cambodia began around the 1990s, par-
ticularly after the Khmer–Chinese Association was set up. Although new 



9  CHINA’S ECONOMIC INTEGRATION AND NEW CHINESE IMMIGRANTS …   203

Chinese migrants into the country are diverse, they can be categorized 
into two major groups, namely, spontaneous migrants and organized 
migrants. Spontaneous migrants include petty traders, hawkers, tradi-
tional healers, farmers, marriage migrants, and small-scale business peo-
ple who moved to the Kingdom in search of better opportunities. They 
traveled to Cambodia by independent means, running their own busi-
nesses and shouldering the risks and soon enough, Chinese cheap goods 
and technologies followed them. They set up businesses or obtained 
employment through networks with local Khmer–Chinese citizens or 
local Chinese associations. Those small-scale business people displayed 
a high degree of mobility, in that they would remain if their business 
prospered but did not hesitate to move out of Cambodia in search of 
better opportunities. Their movements involve frequent trips between 
Cambodia and their homeland of China.

The second group of organized migrants includes contracted workers, 
project managers, technicians, representative office staff, teachers, stu-
dents, etc. Most of them work as salaried employees for Chinese com-
panies with investment or contract projects in Cambodia. The National 
Bureau of Statistics of China reported that between 1995 and 2005, in 
the region of 43,070 Chinese technicians and laborers were brought 
to Cambodia for work (Zhuang and Wangbo 2010). They include two 
subgroups which include manual laborers recruited to work on the con-
tracted projects or land concessions granted to Chinese companies; and 
professionals and people with higher education who work for Chinese 
investments, projects, representative offices, and Chinese schools.

By Cambodian law, new Chinese migrants who meet the neces-
sary requirements can apply for Cambodian citizenship. Although no  
official statistics are available, during our fieldwork in many locations in 
Cambodia, we met dozens of recent migrants who had been granted 
Cambodian citizenship. Among the numerous Chinese employees who 
successfully applied for Cambodian citizenship, we were impressed by the 
circumstances surrounding Mr. Lam (personal names have been changed 
for anonymity), a 38-year-old man who had arrived in Cambodia from 
his native Kunming (Yunnan) in 2005 where he served as a soldier and 
upon his discharge from the army, decided to migrate to Cambodia. 
For the first two years after his arrival in the Kingdom, he worked 
in a garment factory but left in 2007 when a Chinese company in the 
Tong Min Group received a concession of 30,000 hectares of forest-
land for a 70-year lease. Mr. Lam applied for work and was recruited 
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as an administrative manager for that large land concession based in 
Cambodia’s Mondulkiri province. Mr. Lam enjoys a high salary and the 
relatively low living costs allow him to have savings. He visits his home-
land once a year for 15 days. He married a Khmer woman who is also an 
employee of the Chinese company, and they have a child together. Mr. 
Lam believes that Cambodian citizenship will improve his personal sta-
tus, enabling him to travel freely between China and Cambodia. In our 
interview, Mr. Lam stated that new Chinese migrants enjoy good rela-
tions in their host country and that is drawing many Chinese investors 
and workers into the Kingdom. In his opinion, although life and work 
in Cambodia are easy and less competitive than in China, to succeed in 
Cambodia a business person needs a powerful local backer, and must 
embrace certain unofficial local practices renowned for their ability to oil 
the wheels of business.

The greater the number of Chinese companies to be awarded projects 
by Cambodian investors, the greater the number of Chinese migrants 
likely to move into the country to find jobs as project managers, workers, 
and brokers for Chinese investors. With the increasing flow of Chinese 
capital under the umbrella of investment and aid, there is a high demand 
for materials and equipment for construction projects to be managed by 
Chinese companies, and consequently, large groups of Chinese workers 
and technicians are likely to follow that flow of capital into Cambodia. 
By way of example, in 2007, hydroelectric power accounted for less 
than 4% of Cambodia’s 386 MW of energy-generating capacity, a level 
expected to rise to 77% by 2030 (US Energy Information Administration 
2013). To date, much of Cambodia’s hydroelectric power expansion 
has been financed by China. In December 2010, Sinohydro, a Chinese 
state-owned hydropower engineering and construction firm, com-
pleted the construction of the 184 MW Kamchay Dam project at a 
cost of US$280 million, with financing from the Export–Import Bank 
of China. Separately, at a cost of US$1 billion, China is sponsoring the 
construction of two mega-dams, Stung Tatay and Stung Russey, which 
upon completion will be among Cambodia’s largest hydroelectric power 
projects (The Jakarta Post 2016). Cambodia plans to build ten dams 
between 2010 and 2019, adding 2045 MW of capacity with Chinese 
entities providing financing for six of those dams.

Because entry of new Chinese migrants into Cambodia is facilitated 
by Khmer–Chinese associations, the organization plays a prominent 
role in connecting new and old Chinese migrants on Cambodian soil. A 
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society called Oknha was established by Khmer Chinese citizens, named 
after an honorific title bestowed by the Cambodian monarch to honor a 
chosen few. The title of oknha can be acquired by means of a donation 
of US$100,000 and a commitment to devolve funds toward the greater 
good. A recent estimate puts the number of oknha in Cambodia at just 
over 700, a significant increase from the 20 such titles recorded in 2004 
(The Cambodia Daily 2014).

Lao PDR
The Chinese population in Laos has historically been smaller than the 
Chinese communities in other GMS countries. Although Laos shares 
a common border with China’s Yunnan province, most of today’s eth-
nic Chinese in Laos originate from other southern provinces of China, 
including Guangdong, Fujian, and Hainan, and settled in Laos around 
the second half of the nineteenth century. The Chinese accounted for 
32,500 individuals in 1955, most of whom were Teochiu, followed 
by Hakka, Hainanese, and Cantonese groups. They owned approxi-
mately 50% (749 out of 1550) of the companies registered in Laos in 
1959, however, their economic influence carried more weight as many 
were operating in Lao–Chinese joint ventures or under false Lao own-
ership (Halpern 1961). By the 1980s, the Chinese population in Laos 
had dropped to approximately 10,000, but is currently on the increase. 
The Overseas Community Affair Council, Republic of China (Taiwan) 
estimates there are 150,000 Chinese living in Laos. That estimate may 
include both older generations of ethnic Chinese, who settled in Laos 
in the middle of the nineteenth century, as well as new arrivals begin-
ning in the 1990s. A recent study by Chiang and Cheng (2015) indicates 
that the number of long-term Chinese residents could reach 30,000 for 
the whole of Laos, of which up to 4000 are in Vientiane. The number 
of new Chinese arrivals has been estimated at between 200,000 and 
300,000. In fact, it is difficult to obtain reliable data regarding the num-
ber of Chinese people in Laos because new arrivals are highly mobile, 
with large numbers returning to their native China after crossing into 
one of the northern Lao provinces for short periods of time. Lao admin-
istration systems at all levels are experiencing difficulties in obtaining 
official data and reports from local authorities.2

The revival of the Overseas Chinese community in Laos is believed 
to stem from the new wave of migrants arriving in the late 1990s on 



206   C. van NGUYEN

a scale that the country had never experienced before (Evans 2008). 
Most of those new Chinese migrants arrived and settled in the north 
of Laos and in the capital of Vientiane where many construction pro-
jects were granted to Chinese companies. An Asian Development Bank 
(ADB 2010) research project places the figure at 80,000 Chinese nation-
als working on Chinese-led projects. Available sources of information 
on specific locations indicate that the number of Chinese workers in 
northern Laos has increased dramatically. For example, in 2002, only 
27 Chinese workers were recorded in the construction sector in Bokeo 
province but by 2007, the number officially registered by the provincial 
authorities was 1269 Chinese nationals (Tan 2011).

In many cases, Chinese migration to Laos is investment-linked, rang-
ing from small shopkeepers’ investments in their own stock, to Chinese 
multinational companies’ investments in large-scale rubber plantations. 
From mining to rubber, transport, hydropower stations, and hospitality 
infrastructure such as hotels and casinos, China has currently invested 
heavily in several key economic sectors in Laos. This research indicates 
that at the smaller scale, Chinese investments in Laos, and their concom-
itant influx of laborers since the mid-2000s have also encouraged the 
arrival of spontaneous migrants who work as small traders, businesspeo-
ple, and farmers. They come in search of better prospects in a develop-
ing country. To better understand the situation of contemporary Chinese 
migration to Laos, we can analyze the facts of three projects: Golden 
Boten City, the construction of Route No. 3 on the North–South corri-
dor, and the Hong Yue Market in Vientiane capital which is referred to 
as the “new Chinatown.”

Golden Boten City is located on the border opposite the Chinese 
town of Mohan. Visitors to Boten may be forgiven for thinking that 
most of its inhabitants speak Mandarin Chinese as their native lan-
guage. In 2002, the Golden Boten City “special zone” was built on a 
1640-hectare free-trade zone, developed on a land concession project 
granted to a Chinese company, and leased for up to 90 years. The vision 
of the Chinese investors was of a border town suitable for conventions, 
entertainment, and sporting events, with business and transport centers 
that would become a trade hub in the region. The first project was a 
casino and hotel complex inaugurated in January 2007, which brought 
thousands of people from the People’s Republic of China (PRC) into 
Boten every week. A few years later the Golden Boten City turned into 
an enclave of near lawlessness and was closed in 2010.3 Another special 
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economic zone appears to be replacing the Golden Boten City. Located 
in the Lao district of Tonpheung, Bokeo province, the Ton Pheung 
Special Economic Zone is built on an area of 867 hectares of land leased 
for a 50-year period (renewable lease) to the Chinese entity Myanmar 
Macao Lundun Co., which in 2009 employed over 1000 mostly Chinese 
workers (Tan 2011).

Route 3 is a 246-km road connecting Golden Boten City at the 
Lao PRC border with Houayxai on the bank of the Mekong in the 
province of Bokeo and opposite the Thai town of Chiang Khong. In 
December 2002, the ADB approved a US$30 million loan to the Lao 
government, for improvements to the road cutting through northwest 
Laos and feeding into an international North–South corridor linking 
Thailand and the PRC, with the Thai and Chinese governments co-fi-
nancing the project to the amount of US$30 million each. The upgrad-
ing began in March 2008 and after two years of construction, the road 
linked two of the poorest provinces in north Laos (Luang Namtha and 
Bokeo) with the region’s most dynamic economies, the southern region 
of China and Thailand. The completion of Route 3 has improved 
goods transportation and increased people’s mobility. The number of 
people crossing in and out of the Lao PDR at Route 3 border points 
has increased significantly since the mid-2000s. Research by Lyttleton 
indicates that “at the PRC-Lao PDR border point of Boten, 13,433 
people entered Laos in 1999 and 15,799 people entered in 2003. In 
2006, however, 56,507 people (including 51,833 people from the 
PRC) crossed into Lao PDR at Boten. In addition, travelers and busi-
nesspeople from the PRC are increasingly traveling further into the 
Lao PDR on visas. In 2005, 9,851 people from the PRC entered Laos 
via Boten on passport visas (compared with 35,473 people on border 
passes). In 2006, this figure increased by 47%, with 14,449 people from 
the PRC using visas (compared with 37,244 people on border passes)” 
(Lyttleton 2009).

Hong Yue Market is another example of the pairing between Chinese 
money and manpower and the Lao government’s open-door policy to 
foreign investments. The Hong Yue Market, formerly known locally as 
“Talat [market] Leng” and now the “New Chinatown,” is located in the 
town center and was built by the Hong Yue Chinese state company on 
land leased for 25 years. The market contains 110 shop spaces and was 
inaugurated in 1996. Up to 1998, the Lao government invited Hong 
Yue to acquire more small entrepreneurs from the PRC and 97 small 
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traders came and settled in Vientiane, taking over shop spaces previ-
ously left empty. Most of the traders and shopkeepers were from Hunan, 
while others were from Zhejiang and Jiangxi. Along with the Hong Yue 
market, the Chinese company Sanjiang opened the Sanjiang Market in 
2008, a much larger shopping mall located on the road leading to the 
Vientiane airport. The new shopping mall was built at a cost of US$6 
million. The new Chinatown has expanded the reach of the Vientiane 
capital further north, and the shopping mall has absorbed more Chinese 
migrants into the Lao capital.

The new Chinese migrants in Laos hail from different Chinese 
regions, not only from the southern provinces of Yunnan, Guangxi, and 
Guangdong, but also from Sichuan, Hunan, and Shejiang. The new 
Mekong economic corridor linking Kunming, the capital of Yunnan 
province, to Bangkok, via the completion of Route 3, has encouraged 
Chinese investors and businessmen to explore new and potential mar-
kets in Laos. Small traders also come to Laos along new paved feeder 
roads that reach previously inaccessible rural areas, to operate stalls in 
local markets, transporting their goods (easy-to-carry cheap consumer 
products) to places where they are likely to encounter less competition, 
particularly from other Chinese migrants. Chinese migrants have become 
important economic actors in those localities because they are often 
involved in various business activities and create jobs for local people. 
However, Chinese investments and their concomitant influx of laborers 
and traders are also causing some anxiety and resentment among Lao cit-
izens, particularly in land concession areas where large stretches of land 
have been granted to Chinese companies, forcing local people to alter 
their livelihoods.

Myanmar

Myanmar has historically been an attractive destination for Chinese 
migrants. Migrants arrived throughout the era of British colonial rule, 
including nationals deserting China’s political and economic upheavals 
during the twentieth century, such as the Sino-Japanese War and the 
long civil war. Most of the ethnic Chinese in Myanmar originate from 
Yunnan, Guangdong, and Fujian provinces. For the first half of the twen-
tieth century, ethnic Chinese residing in Myanmar enjoyed peace and 
stability. The anti-Chinese riots of 1967 were followed by a campaign 
of assimilation under the “Burmese Way to Socialism,” which forced 
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Overseas Chinese to integrate more deeply into mainstream Myanmar 
society. Estimates by Than and Khin Maung Kyi indicated that by 
1983, Myanmar hosted about 234,000 people identifying themselves as 
Chinese (Than and Kyi 1997).

The new wave of Chinese migration to Myanmar began in the late 
1980s, shortly after the military coup of September 1988, a date that can 
be regarded as a major factor in the emergence of a new wave of Chinese 
migrants as well as the acceleration of Myanmar–China ties. The cordial 
talks to establish Myanmar–China border trade on October 3, 1988, 
completed on December 1st of the same year, led to the open-border 
policy which facilitated cross-border business activities and the move-
ment of people from both sides. The reopening of Chinese education, 
the approval of Chinese-language newspapers in Myanmar and, par-
ticularly, the re-establishment of the Chinese Chamber of Commerce 
that facilitated new business connections with Chinese investors across 
Southeast Asia, induced Chinese migrants, mostly from Yunnan, to pour 
into Myanmar in search of better prospects. According to Shannon and 
Farrelly (2014), the Chinese Embassy in Yangon estimated that by 2008, 
there were approximately 2.5 million Chinese living in Myanmar, most of 
whom had moved there in the late 1980s and early 1990s. The Chinese 
traders have played a prominent role in turning Myanmar into a new mar-
ket, brimming with cheap consumer goods made in China, while Chinese 
entrepreneurs have become middlemen between local consumers and 
Chinese suppliers. Chinese traders and vendors, mainly from border areas, 
migrated into Myanmar and made their living by importing and selling 
cheap Chinese goods to local people. A trade route quickly emerged 
from southern Yunnan, through the border town of Muse, down to 
the Chinese hub of Lashio in northwestern Shan State, and then on to 
Mandalay, the bustling heart of Myanmar (Shannon and Farrelly 2014).

The close relationship between Myanmar and China has facilitated the 
expansion of economic relations, particularly bilateral trade through bor-
der towns in the two countries, and a massive inflow of Chinese invest-
ment which has brought Chinese migrants into Myanmar in its wake. 
On December 4, 1989, a Memorandum of Understanding (MOU) for 
economic and trade cooperation between the two countries was signed 
during the visit to Yunnan by the Myanmar Ministry of Trade delega-
tion. Under that MOU, Yunnan province would open department stores 
in Mandalay and Lashio, branch company offices would be opened and 
Yunnan commodities would be sold in Myanmar, and tourism between 
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Yangon and Kunming would be encouraged. All those business activities, 
along with the government’s economic liberalization, helped to stimulate 
Chinese migration into Myanmar (Tun 2015).

In contrast to the earlier movement of Chinese migrants to Myanmar, 
many of whom consisted of asylum seekers and citizens eager for reset-
tlement, modern-day Chinese migrants are relatively affluent, with their 
sights firmly set on buying plots of land, establishing their own busi-
nesses, and engaging in investment projects and trading activities. Most 
of the gold and jewelry shops in central Mandalay are owned by Chinese 
or Myanmar–Chinese citizens. Large Chinese corporations and compa-
nies who have been awarded major development projects in Myanmar 
usually bring in their own employees from China, not just technicians 
but also unskilled laborers, the rationale being ease of communication.

Local people have expressed anxiety. In their view, Chinese investors 
have brought their wealth into Myanmar and then illegally invested in 
profitable sectors through Myanmar citizens descended from past gen-
erations of Chinese migrants. In some cases, new Chinese migrants mar-
ried local women to gain access to local networks, and then registered 
their businesses in their Burmese wives’ names. That may explain why 
modern-day Chinese migrants make Mandalay their primary destina-
tion, where they can take advantage of established social networks cre-
ated by long-term Chinese residents. Some new migrants have sought 
to obtain Myanmar citizenship by various means, including approaching 
officials and authorities through unofficial channels. Some long-standing 
Myanmar–Chinese settlers are dissatisfied with the new wave of migrants, 
because, in their words, “We are quite different from them in cultural 
traditions. Previous settlers pay respect to the native citizens, and live 
modestly, not in a pompous lifestyle. In contrast, new settlers do not care 
about the native people. Even they look down on us” (Tun 2015).

Among the reasons for explaining how new Chinese migrants have 
been able to move to Myanmar in such large numbers since 1988, many 
locals believe that loose immigration rules and corrupt government offi-
cials are at the heart of the problem, with immigration officials in border 
towns known to issue Myanmar ID cards to Chinese migrants with rel-
ative ease. Some Chinese migrants pose as members of Myanmar ethnic 
minorities such as Shan, Shan-Chinese, Wa, or Kokang. The arrival of 
illegal Chinese migrants has been a cause for concern among members 
of the Myanmar Parliament. In 2013, a proposal was discussed to weed 
out fake new Chinese migrants by means of Burmese language tests.  
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Apart from a formal conversation and a new regulation for both Burmese 
and English to appear on advertising billboards instead of Chinese, no 
significant other steps have been taken.

In summary, since 1988 the movement of Chinese migration into 
Myanmar has been supported by connections with an open-door policy, 
in the absence of effective law enforcement, particularly in areas of cross- 
border migration between China and Myanmar. The economic liberali-
zation, and particularly the facilitation for Chinese capital flow for trade, 
investment and aid, have provided opportunities for Chinese migrants to 
settle in Myanmar. As in other countries of the Mekong region, temporary 
Chinese migrants into Myanmar belong to different ethnic groups and 
places of origin, but the majority are Han Chinese from Yunnan, Guangxi, 
and Guangdong. They are investors, middlemen, project managers, small 
traders, and hawkers as well as free- and contracted-laborers working in 
the fishing, mining, and construction sectors or other heavy industry.

Vietnam

The population of ethnic Chinese in Vietnam prior to the 1979 China–
Vietnam border war totaled 1.5 million, with 300,000 people located 
in the north of Vietnam (Tran 1994). During and after the 1979 war, 
approximately 300,000 people of Chinese descent left Vietnam for China 
or migrated to a third country. According to data published by Vietnam’s 
General Statistical Office (GSO), the Vietnamese–Chinese popula-
tion reached 862,071 in 1999. About 85% of ethnic Chinese live in the 
southern part of Vietnam. In Ho Chi Minh City alone, the Chinese pop-
ulation is believed to be approximately 500,000 (GSO 1999).

Historically, Vietnam was a traditional destination for Chinese migrants. 
The most prominent feature of Chinese communities in Vietnam is their 
preference for communal living in specific areas, thereby giving rise to 
their own communities and facilitating business dealings. Vietnamese  
historical sources, including family records, show that during the sixteenth 
to eighteenth centuries, many Minh Huong villages were established along 
the coastal southern reaches of Vietnam—evidence of Chinese migrants 
seeking to integrate by settling in new lands.4 The ChợLớn (Chinatown 
market) is the most prosperous Chinese commercial center in the south, 
established in 1782 (Nguyen 2016).

The ethnic Chinese population played a significant role in southern 
Vietnam’s economy until the post-1975 reforms. According to Tran 
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Khanh (1994), during French colonial times, Chinese ventures 
accounted for 21% of total foreign investments in the south, falling to 
16% during the Vietnam–American war, but still the top foreign investor 
in both periods. Early in the 1970s, approximately half of the enterprises 
in the south were owned by ethnic Chinese who controlled most of the 
processing industries, including rice mills, as well as export and import 
companies (Nguyen 2016).

The new wave of Chinese migration to Vietnam began in the 1990s 
after the normalization of relations between the two countries, and can be 
broadly categorized into four types which are broad categories and are not 
always clearly defined. The first are contract laborers brought into Vietnam 
by Chinese contractors and enterprises. The second are professionals, busi-
ness people, students at educational institutions, and staff at Chinese rep-
resentative offices in Vietnam. The third are independent migrants who 
assume the risks of making their way to Vietnam to engage in small or 
medium trading, or engage in business in various sectors such as services, 
street vending, restaurants, and traditional herbal medicine. The fourth 
type is the daily cross-border circulation along the borderlands. While these 
four categories are helpful in identifying the specific groups of migrants, 
it is important to see them not as separate movements but as a larger and 
interrelated human flow from China to Southeast Asia (Nguyen 2016).

Aside from those who were previously recruited by Taiwanese com-
panies, most Chinese workers have been brought in by Chinese contrac-
tors since the early 2000s. That form of labor migration is relatively new 
to Vietnam. The presence of Chinese migrant workers in the Mekong 
region reveals the growing economic integration between China and the 
region. An unpublished Ministry of Labour, Invalids, and Social Affairs 
report (2010) indicates that the number of Chinese workers in Vietnam 
increased from 21,217 in 2005 to 75,000 in 2010 (an increase of 3.5 
times), although those figures are an estimate. Our investigation into 
nine actual work sites shows that only 21% of Chinese workers are legally 
registered with the local authorities. Those who are not registered are 
probably not included in reports (Van Chinh 2014a, b).

Chinese manual workers are mainly employed in major construction 
projects granted to Chinese companies. The Chinese contractors inter-
viewed during our fieldwork reported that most of their workers were 
employed under short-term contracts of 3–12 months or longer, depend-
ing on the project. Many Chinese workers with whom we spoke had over-
stayed their permits by one year or more. Some workers at the Hai Phong 
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Thermo-Power Plant No. 1 had stayed in Vietnam more than five years, 
working at various projects across the country. Chinese employers usu-
ally move their workers from one worksite to another after three to six 
months to save on transaction costs. For instance, the Chalieco Company 
(Chinalco Corporation) was contracted to build an aluminum processing 
factory in Tan Rai Bauxite Mining of Lam Dong. The Chinese contractor 
brought in 700 workers when the project began in 2008. The number of 
workers was then doubled to 1400 in 2009 and decreased to 922 in late 
2011. Most of the laborers working in Tan Rai were moved to Nhan Co 
aluminum factory in Dak Nong Province between 2011 and 2012, appar-
ently working on similar tasks. Such shifting of workers ensures the avail-
ability of labor for Chinese contractors and saves the latter from reporting 
the presence of foreign workers to local authorities.

The wages and work conditions of Chinese workers in Vietnam vary 
depending on the type of job and employer. As discussed earlier, most 
of the EPC projects managed by Chinese contractors were awarded at 
the government-to-government level, with conditions tied to conces-
sional loans. As a result, Vietnamese investors are not able to influence 
the Chinese workers’ salaries.

Chinese petty traders and workers also cross the border into Vietnam 
for informal trade. During our fieldwork, we observed that 90% of the 
kiosks in Mong Cai Trade Center were rented to Chinese traders, most 
of whom cross over into Vietnam in the morning and return home to 
China in the afternoon. Interviews with people who live around the 
border gates reveal that cross-border human mobility benefited both 
Vietnam and China, particularly the residents on both sides of the bor-
der. Data provided by Mong Cai border gate administration indicate 
that the volume of Chinese migrants into Vietnam in the past ten years 
(1996–2006) increased by 33%, while the number of Vietnamese enter-
ing China rose by approximately 6%.

Cross-border farming is also popular among Chinese migrants in 
Vietnam. Chinese migrants lease land to plant cash crops and maintain 
aquaculture farms in Vietnam, with the produce shipped to China. It is 
difficult to obtain statistical data on seasonal migration from China to 
Vietnam, but my research indicates that mainstream media note that 
traditional, Chinese, small-scale cross-border cultivation can be found 
in many places in Vietnam. There are also aquaculture farms run by 
Chinese owners under the names of their Vietnamese wives or relatives 
along coastal Vietnam.
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Chinese migrants offering traditional Chinese medicine and heal-
ing services are also very popular in Vietnam. Statistics provided by the 
Ministry of Health indicate that from 2005 to 2011, the government 
licensed a total of 168 Chinese clinics for operation in Vietnam. Chinese 
clinics are now present in 17 provinces and cities with most of them con-
centrated in Hanoi (52 clinics), Ho Chi Minh City (32 clinics), Can Tho 
(19 clinics), and Da Nang (13 clinics) (Van Chinh 2013). Among the 
684 Chinese staff working at 168 Chinese clinics, we found 158 doctors 
who graduated from Guangxi Institute of Chinese Traditional Medicine 
and the College of Vietnam Traditional Medicine. Most Chinese heal-
ing practitioners have been working in Vietnam for several years but are 
still unable to speak Vietnamese and consequently must work through 
interpreters. Nevertheless, we did not meet professional interpreters in 
any medical clinic we visited and we more often found Chinese-language 
college students, or medical staff who could command some Chinese, 
acting as interpreters. The Chinese practitioners running clinics contin-
ually bring in their family members as health care assistants to write out 
prescriptions or work as bookkeepers.

Data from the Vietnam Chamber of Commerce and Industry show 
that in 2012 bilateral trade between Vietnam and China amounted to 
approximately US$30 billion, of which approximately one third (US$10 
billion) was border trade. Chinese and Vietnamese petty traders operate 
through the three main border gates of Mong Cai, Tan Thanh, and Ha 
Khau, with Chinese merchants having the dominant role. Their presence 
is widely felt from small villages in the mountains to large cities in the 
plains (VECITA 2012).

In general, Chinese merchants tend to employ trade strategies for 
maximum benefit and minimize their tax liability by cooperating with 
local petty traders to run agencies to collect the goods at the site of man-
ufacturing for further transport to the border gates; paying in advance 
via intermediary agencies or by investing directly in farming households 
to manufacture the goods they want to buy to keep the right to trade 
the products in which they have invested; and setting up agencies to 
collect products at commercial centers located at either border gates or 
borderlands and trade those products to China. Based on our observa-
tions in the field, by employing those practices, Chinese traders can buy 
almost all agricultural products available including fruit, coffee, rice, 
sweet potato, cassava, seafood, rubber, medicinal herbs, etc. They also 
collect small amounts of iron ore, coal, and various other minerals mined 
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by family-run businesses or private groups, to be shipped to China for a 
high profit. At border markets, minerals are traded with the same ease 
that vegetables and other foodstuffs are bought and sold.

Unlike their ancestors, new Chinese migrants to Vietnam do not seem 
to seek long-term settlement or apply for citizenship. They will prolong 
their stay if conditions are favorable, but will leave for better possibilities 
in other places or return home to take advantage of new possibilities on 
the domestic market in China. As one Chinese petty merchant said to me 
in Mong Cai trade center during my interviews with him: “Anywhere we 
can make money so we stay for long. If not, we go home.”

As discussed earlier, China is a major provider of concessional loans 
to Vietnam and has won major construction projects in the Vietnamese 
EPC sectors. By the end of 2009, Chinese companies were involved in 
development projects worth US$15.4 billion, making Vietnam their 
largest EPC market in Southeast Asia. The increase in the number and 
value of EPC contracts won by Chinese contractors is one of the most 
crucial factors driving the increasing flow of Chinese contract labor 
migration into Vietnam (Van Chinh 2014a, b).

Conclusion

How can we explain the new movement of Chinese migrants into the 
Mekong region and what could be the factors driving and influencing 
this movement? First, China’s political relations with ASEAN in gen-
eral, and the Mekong countries have improved. Since the 1978 eco-
nomic reforms, the establishment of diplomatic relations with Thailand, 
normalization with Vietnam, and strategic partnerships formed with 
Cambodia, Laos, and Myanmar, China is no longer perceived as a com-
munist threat but instead a friendly neighbor (although China’s recent 
claims in the South China Sea have marred the relationship with Vietnam 
and with other ASEAN member states [The Guardian 2016]). China’s 
economic aid and concessional loans provided to the region, as well as 
propaganda policies, also contribute to improving the image of China in 
the eyes of its neighbors.

Second, China’s economic interactions with Mekong countries 
have expanded rapidly. Total bilateral trade increased by more than 
20 times in just 20 years. The transportation infrastructure along the 
Mekong economic corridor between China and the Mekong region has  
been improved. Inexpensive Chinese-made goods, ranging from large 
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machines to daily necessities, can be easily transported to Mekong coun-
tries and the Chinese traders supplying those goods appear to enjoy a 
degree of popularity among the local people. Small-scale Chinese ven-
dors are spreading into many cities and towns in the CLMV countries.

Third, Chinese migration is closely related to Chinese investment and 
contract projects. Chinese enterprises prefer to bring technicians and 
administrative staff, as well as manual labor, from the floating population 
in the Chinese mainland. That policy helps China to solve the problem 
of domestic unemployment. Furthermore, construction projects in those 
countries, contracted by Chinese, depend on Chinese technicians along 
with skilled and unskilled workers from the Chinese mainland. Chinese 
migrants in CLMV countries play a prominent role in China’s exports, 
foreign aid, and contract construction projects in the region.

Finally, those countries require coherent national immigration poli-
cies that take into consideration their social and economic development 
needs and interests. To better benefit from foreign workers in the region, 
and to avoid social problems, that national policy should address issues of 
the development of human resources, economic competitiveness, demo-
graphic transition, and industrial and social development. It is impor-
tant to obtain accurate estimates of labor and vocational demand from 
different sectors. New Chinese migration into the Mekong region is 
linked with China’s investments, trade, and economic aid. The migrants 
are not only motivated by employment and business opportunities but 
also spurred by, and facilitated by, Chinese government policies. There 
is currently no mechanism among CLMV countries and China to ensure 
the legal status and interests of migrant workers. Steps need to be taken 
to institute an MOU between each country and China on employment 
issues, and to establish a legal channel of recruitment for migrant workers.

Notes

1. � “Floating population” or liudong renkou in Chinese, describes a group of 
people in a given population for a certain period of time and, for various 
reasons, are not generally considered part of the official census because 
they no longer reside in the countryside but are not yet city dwellers. 
See Francesco Sisci and Lu Xiang Sisci, 2003. “China’s Achilles’ Heel: 
The ‘Floating Population’.” Asia Times, May 17. http://www.atimes.
com/atimes/China/EE17Ad01.html. Up to 2013, the number of float-
ing people in China exceed 160 million. For more details see: Thomas D. 
Armstrong, 2013. “China’s Floating Population.” October 12. http://
scrir.org/2013/10/chinas-floating-population/.

http://www.atimes.com/atimes/China/EE17Ad01.html
http://www.atimes.com/atimes/China/EE17Ad01.html
http://scrir.org/2013/10/chinas-floating-population/
http://scrir.org/2013/10/chinas-floating-population/
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2. � Regulations of the Lao PDR allow Chinese citizens to travel to the north-
ern Lao provinces of Oudomxay, Luang Namtha, Bokeo, and Phongsaly 
for a period of ten days, extendable by a further ten days. On payment 
of a US$25 fee, Chinese visitors can extend their stay to a three-month 
business visa. Alternatively, they can pay a yearly fee of US$300 to obtain a 
12-month resident’s card for Laos. The cost of a tourist visa is US$20 for 
30 days and can be collected on arrival at the international checkpoint of 
Boten, a Lao town bordering Mohan in China.

3. � Reports claimed that casino concessionaires were locking up visitors unable 
to pay off gambling debts, forcing Chinese officials from Hubei Province 
to travel to Laos to negotiate the release of those captive nationals (“The 
Rise, Fall and Possible Renewal of a Town in Laos on China’s Border,” The 
New York Times, July 6, 2016. http://www.nytimes.com/2016/07/07/
world/asia/china-laos-boten-gambling.html?_r=1).

4. � The term “Minh Huong” (Ming loyalists) was used to refer to the ref-
ugees from the Ming Dynasty after the Qing takeover. Apart from the 
southern central coast, the Vietnamese Nguyen Dynasty also allowed them 
to settle in the Mekong Delta.
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CHAPTER 10

Floating in the Course of the ASEAN 
Economic Community and the Rise 

of China: The Case for Myanmar-Chinese 
Small and Medium Enterprises

Khine Tun

Introduction

In Myanmar, people of Chinese ancestry are widely believed to be  
superior to others at doing business. Myanmar citizens of Chinese ances-
try (referred to in this chapter as Myanmar-Chinese) are descendants of 
an old wave of Chinese migrants who left China after the Myanmar colo-
nialism. Additional massive migration occurred during the Sino-Japanese 
War and the Cultural Revolution in China. Despite arriving with few 
possessions, their savvy business acumen, similar religious beliefs, and 
intermarriages helped them integrate, set up businesses, and accumulate 
wealth. The businesses set up by the newly arrived migrants did not com-
pete but complemented existing ones. Unlike many Myanmar businesses, 
these businesses were set up for long-term commercialization.
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The Enterprise Nationalization Law introduced by the military/
socialist government in 1963 nationalized the Chinese migrant busi-
nesses, many of which had become well established and successful by 
that time. A brief period following nationalization, hundreds of thou-
sands of Indians and Chinese migrants consequently left the country. 
The Chinese migrants who stayed were left poor but never gave up 
doing business. They recognized that it was impossible to have commer-
cial possessions of wealth under a socialist regime. One coping strategy 
was to not grow small businesses (for example a grocery shop or micro-
mart) but separate the businesses and create new venues under the name 
of other family members, which enabled household accumulation of 
wealth when the economy was somewhat opened in 1988. Although it 
was not a full-fledged market economy following the second military 
coup in 1988, the private sector could participate in a number of busi-
ness activities and to expand without limitation. That enabled Myanmar-
Chinese who had accumulated hidden wealth to combine and establish 
giant businesses with many different micro-mart branches merging and 
becoming supermarkets during that period.

Currently, various businesses owned by Myanmar-Chinese are actively 
competitive in the domestic market. Their influence can be found in all 
sectors, including construction, manufacturing, services, and trade. In this 
chapter, the impact and the changing relationships between Myanmar-
Chinese businesses and the business networks with mainland China are 
analyzed within two specific events. The first is Myanmar joining the 
Association of Southeast Asian Nations (ASEAN) Economic Community 
(AEC) which brought with it the free flow of goods and services from 
other ASEAN countries and competition from the comparable exports 
from other ASEAN countries. Second is the rise of Chinese economic 
power brought about by the economic and political strategies, such as the 
New Silk Road and establishment of the Asian Infrastructure Investment 
Bank (AIIB). This chapter addresses the following research questions:

•	 How important is the AEC and China to Myanmar?
•	 How does the relationship with China affect the Myanmar-Chinese 

small- and medium-sized enterprises (SMEs)?
•	 What do the Myanmar-Chinese business owners think the pos-

sible impacts of the AEC and the rise of China will be on their 
businesses?

•	 How are SME owners preparing for those potential impacts?
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To answer these questions, literature review, survey, interviews, and 
case studies are used to examine the impacts of the AEC and China’s 
economic power on various businesses and their coping strategies. 
Significant limitations to note include the difficulty in selecting pure 
Myanmar-Chinese businesses for the questionnaire survey, and unwill-
ingness to have their businesses referred to as the local Chinese owned.

Footprints of AEC and China’s Economic Power 
in Myanmar

Myanmar joined ASEAN in July 1997. The idea for greater economic 
cooperation was initiated in 1992 with the agreement of six members. The 
idea was then deepened by the ASEAN Vision 2020 aiming at creating 
a stable, prosperous, and highly competitive market. Various steps were 
adopted in the Hanoi Plan of Action in 1998 with the purpose of achiev-
ing ASEAN Vision 2020 goals. The target date of 2015 for economic 
integration was brought forward by the 12th ASEAN Summit in 2007. 
The Summit specified the creation of the ASEAN Community based on 
three pillars of integration: ASEAN Political-Security Community, AEC, 
and ASEAN Socio-Cultural Community. The AEC was then officially 
launched on December 31, 2015.

ASEAN member states were responsible for accomplishing the AEC 
blueprint by the end of 2015 with full integration by 2018. While 
Myanmar, Lao People’s Democratic Republic, and Cambodia were given 
three additional years of preparation to fully join the AEC, Myanmar still 
had to implement a number of reforms including liberalization and facil-
itation for trade, investment, and services in line with ASEAN standards. 
Economic integration is, at least theoretically, expected to increase eco-
nomic welfare of member countries but the actual impacts of integration 
are more complicated.

Myanmar has not been able to achieve all the initiatives stipulated 
under AEC pillar one (i.e. free flow of goods, free flow of investment, 
and free flow of skilled labor). According to the ASEAN Trade in Goods 
Agreement, member countries must remove both tariff and non-tariff 
barriers within a designated timeline.

Immediate impacts of the AEC are expected from the free flow of 
goods, investment, and skilled-labor creating a single market and pro-
duction base. Myanmar will not benefit from the free flow of goods and 
free flow of skilled labor because it is a net importer of merchandise trade 
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with a shortage of qualified human resources. However, the country will 
benefit from a free flow of investments because Myanmar is viewed as the 
last resort for investment in the region (Khine 2008). See Fig. 10.1 for 
trade and investment flow over the past five years.

The authorities have conducted a series of public consultations on 
integration into the AEC. The private sector requested to put full inte-
gration on hold because of Myanmar’s weak infrastructure, persistent 
corruption, and unskilled labor. Local industries were evaluated and were 
found to require additional time to effectively deal with challenges from 
the free flow of goods and skilled labor that will accompany integration.

As an extension of the AEC, the ASEAN–China Free Trade Area was 
agreed to on November 4, 2002 to establish a free trade area by 2010. 
Accordingly, both sides have dramatically reduced tariffs on imported 
goods, and the average tariff rate on imports from ASEAN to China 
decreased from 9.8 to 0.1%, while the average tariff rate on Chinese 
goods sold in ASEAN countries decreased from 12.8 to 0.6% starting on 
the first day of 2010.

Although there is an Agreement on Trade in Goods of the Framework 
Agreement on Comprehensive Economic Cooperation between China  
and ASEAN, China has a bilateral agreement of tariff reduction  
with individual ASEAN members. In the bilateral tariff reduction 
lists, Myanmar offers 16,757 items, while China offers 6654 items to 
reduce tariffs on imports. Because Myanmar is importing a wide range 
of Chinese products, Myanmar’s tariff reduction covers many goods 
made in China. However, as Myanmar’s export items to China are  
limited, China can avoid offering tariff reduction for major imports from 

Fig. 10.1  International trade and foreign investment in Myanmar
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Myanmar. For example, Myanmar’s main export items to China such 
as jade, rice, and fishing products are not included in China’s offered 
tariff reduction items, and are levied at 30, 10, and 20%, respectively. 
Therefore, the free trade agreement between ASEAN and China as an 
extension of the AEC is not beneficial to the SMEs that account for 
approximately 98% of business establishments in Myanmar.

China’s Economic Power Expansion

China is the second largest economy in the world by gross domestic prod-
uct, and according to International Monetary Fund data, has one of the 
highest global foreign exchange reserves. Along with rapid economic 
growth, China has also tried to export its investments to keep from eco-
nomic overheating. Due to rising domestic labor costs, China’s labor-in-
tensive industries have been relocated to less developed countries. China 
has also become a creditor and source of official development assistance 
for developing economies in Asian and African regions. Furthermore, the 
creation of a new Silk Road, One Belt One Road (OBOR), and the estab-
lishment of the AIIB seem to be key strategies in China’s power expan-
sion in the region.

The original Silk Road is an extensive transcontinental inland network 
with several routes and contributed to China becoming a leader in trade 
with the Middle East, Asia, Europe, and Africa from 206 BC to 220 
AD. With the advent of sea routes and maritime trade, the route became 
obsolete over time. The new Silk Road’s purpose would go beyond just 
trade to include securing its trade routes from the threat of its rival, the 
USA, via allies including Japan and Korea. The inland route would not 
necessarily replace sea routes for China but would strengthen them and 
reduce China’s dependency on maritime trade, particularly imports of 
energy products. The road would also reduce the numerous risks associ-
ated with sea trade, including piracy. Other purposes include:

(1) �F acilitating access to neighboring countries with lower labor 
costs-many of which are easier to access via land route. 
Furthermore, China needs to seek new energy sources and raw 
material to sustain its domestic consumption and production 
requirements. Easy access to resource-rich neighboring coun-
tries will help fulfill China’s thirst for energy and industrial raw 
materials.
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(2) �F ocusing more on the emerging markets of the region. China’s 
economy is currently in a decreasing trend and require read-
justment. The cooling US economy and instability of European 
countries means China needs to start focusing more on emerg-
ing markets in the region. Asia and the Pacific is expected to be a 
leading economy in the future. ASEAN alone comprises 633 mil-
lion people creating a huge market compared with Europe’s pop-
ulation of 510 million.

(3) � Balancing development in all regions and potentially reducing 
social tensions. Sea trade has increased inequality because it has 
mainly benefited coastal regions. Improved transportation net-
works could therefore aid in the development of a greater number 
of regions improving economic disparity.

Given the backdrop of China’s power expansion, Myanmar will be 
an important part of the success of China’s OBOR initiative. The link 
from Kunming, China to Kyaukphyu, Myanmar will minimize China’s 
dependency on sea routes for energy imports for which about 70% 
pass through the Malacca Strait. Currently, crude oil from the Middle 
East and natural gas from Myanmar are beginning to be imported via 
the China–Myanmar oil and gas pipelines. The ongoing Dawei deep 
seaport and special economic zone projects will also support China’s 
access to the Bay of Bengal via cross border road networks into Laos 
and Thailand. Additionally, the India–Myanmar–Thailand trilateral high-
way is a bonus for China’s OBOR initiative which aims at connecting 
across Asia, Africa, and Europe. However, the question is to what extent 
Myanmar, and particularly SMEs, will be able to take advantage of the 
opportunities of OBOR.

Another Chinese project that will enhance China’s power in the 
region is the AIIB, made known to Asian countries in October 2013. 
The memorandum of understanding was signed by 22 countries in 
October 2014 and agreed to locate the headquarters in Beijing. By the 
end of 2015 the number of prospected founding members increased 
to 57, and 13 more countries became members in 2017. The AIIB will 
therefore undoubtedly increase China’s political and economic power in 
the region and beyond.

Myanmar joined the AIIB by signing the Article of Association on 
June 29, 2015 and ratified it two days later. Myanmar authorities are 
positive about the prospects of the AIIB and hope for rapid development 
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of the country’s poor infrastructure. The incoming loans from the 
AIIB and its associated infrastructure projects are expected to benefit 
Myanmar SMEs because improved infrastructure can support SMEs to 
form industrial clusters, to enhance capacity for subcontract from large 
firms, to establish corporate networks, and to introduce value chain to 
access international market.

However, the evidence currently shows that will not be the case. For 
example, Myanmar’s first loan from AIIB of US$20 million for the coun-
try’s energy project will be contracted out to the Singapore-based Sembcorp 
Industries. No local SME will therefore benefit from the AIIB loan.

China’s Influence on the Myanmar Economy  
and General Impacts on SMEs

China’s influence on the Myanmar economy stems back to the strong 
political ties of the two countries forged since Myanmar’s 1988 military 
coup. Following the coup, many Western countries scaled back political 
relationships and imposed a series of economic sanctions. Myanmar’s 
neighbors, India and Thailand, accepted the settlement of exiles and 
anti-government groups who had taken an active role during the 1988 
uprising against the military. China became Myanmar’s primary strategic 
partner. Chinese representatives were honored by military leaders who 
referred to them as “Swe Myoe Pauk Phaw” or “relative and sibling”.

Trade between Myanmar and China was promoted by the People’s 
Republic of China socialist government. In 1988, Myanmar initiated 
negotiations with Yunnan’s authorities and in December signed the 
Agreement for Sale and Purchase of Goods between Myanmar Export 
Import Corporation and Yunnan Provincial Import Export Corporation. 
By opening border trade, the government began to liberalize the private 
sector to be able to engage in external trade previously monopolized by 
the state sector. China has since become Myanmar’s largest trading part-
ner with trade increasing to approximately 40% by 2015 (Fig. 10.2).

Myanmar is dependent on natural resource-based products for most 
of their exports. Imports are primarily substandard, single-use, and 
unsafe consumer goods. Trade with China is largely driven for the bene-
fit of government foreign exchange with the export of natural resources 
under state-owned projects being replaced by consumer and household 
products. SMEs engage in direct border trade, sometimes undermining 
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small manufacturers who cannot compete with the price of imported 
goods from China (Tatlow 1999).

One of the first moves by the military government was the enactment 
of the Foreign Investment Law in December 1988. However, there 
were only a limited number of investors who responded to the govern-
ment’s invitation, most of which came from Asia and a few from Europe. 
China’s investment was negligible until 2007 with a share of about 5% 
of total investment being approved. China’s foreign direct investment 
(FDI) doubled to 10% with the state-owned enterprise (SOE) joint 
venture to build the Shweli Hydropower project on the border with 
Yunnan. In 2012, the approval of the construction of Myitsone hydro-
power dam project in the Kyaukphyu deep seaport included the develop-
ment of an oil and gas dual pipeline and the transfer of the Letpadaung 
copper mine project from the Canadian mining company Ivanhoe to the 
Chinese company Wanbao. That investment increased the FDI share 

Fig. 10.2  Myanmar’s external trade with respective trading partners in the  
fiscal year 2015–2016
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of Chinese investment to almost 50% of total foreign investment in 
Myanmar, according to data released by the Directorate of Investment 
and Company Administration (DICA). In subsequent years, Myanmar’s 
transition to civilian government administration led to an easing of eco-
nomic sanctions by many Western countries. While that led to more FDI 
in Myanmar, China remains the largest trade partner maintaining a 40% 
share of FDI (DICA). See Fig. 10.3.

Foreign investments can be beneficial to recipient countries in terms 
of growth, productivity, job creation, and technology transfer, provided 
the investments flow into the proper sectors. Local SMEs can benefit 
through domestic infrastructure and trade. Unfortunately, the benefit  
to local SMEs and the public is rare because Chinese investments are 
concentrated in SOE resource extraction or resource-based production. 
For example, the Shweli Hydropower project is a joint venture with the 
Myanmar Electric Power Enterprise and the Letpadaung Copper Mine 
project with the Union of Myanmar Economic Holding. Subcontracts 
or any outsourcing to Myanmar SMEs were not observed. The only pri-
vate sector involvement in those hydropower projects is the Asia World 
Group, one of the largest conglomerates in Myanmar, founded by an 
ethnic Kokang Chinese businessman.

Another important economic affiliation with China has been through 
foreign loans. Termination or postponement of loans by both bilat-
eral sources and multilateral institutions during the time of the military 

Fig. 10.3  Foreign direct investment in Myanmar as of March 2017 (Source 
Myanmar’s Directorate of Investment and Company Administration (DICA))
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government made China the major source of loans for Myanmar. By 
2005, China had provided Myanmar with over US$400 million in aid 
and US$1 billion in loans through the Exim Bank of China (Reeves 
2016). China continued to provide loans to the civilian govern-
ment even following the transition from the military administration. 
China’s Exim Bank offered a US$600 million loan at 4.5% interest in 
2013, and another US$3 billion loan to construct a highway connect-
ing Kyaukphyu (where China–Myanmar oil and gas pipeline starts) with 
Ruili of Yunnan Province. Another US$600 million in loans for the 
Yunnan–Kyaukphyu highway was not approved. By December 2015, 
total loans owed to China reached US$4.3 billion, equivalent to 47% 
of Myanmar’s total external debt. Because the private sector has been 
restricted access to foreign loans until 2013, almost all loans received 
were to the government sector. See Fig. 10.4.

Most loans were obtained to finance infrastructure projects imple-
mented by either government enterprises or large-scale private companies 
like Asia World Group. Some loans were for financing establishments or 
expansion of SOEs and associated with the purchase of Chinese machines 
or products. Occasionally, SMEs do benefit from those loans. For exam-
ple, Exim Bank’s loan to the (former) Ministry of Cooperatives benefited 
local farmers and SMEs and members of cooperative societies including 
farmers.

Fig. 10.4  Foreign loans to Myanmar as of November 2016
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Chinese influence on the Myanmar economy in the form of trade, 
investment, and financing has been significant and its impact on the 
country’s SMEs has varied. Trade agreements and FDI have contrib-
uted to trading businesses but have been harmful to small manufac-
turing businesses. Investments from China have not benefited the 
various types of SMEs because Chinese investment is mainly focused on 
resource extraction and not on the production process of raw resources. 
Financing through loans and aid has also not had significant effect on 
SMEs because only minor portions of those loans have been allocated to 
a select few, namely members of cooperatives.

Business Channels Between Mainland Chinese 
and Myanmar-Chinese

The transactions between mainland Chinese businesses and Myanmar-
Chinese SMEs are difficult to track. Whereas FDI and large business 
transactions are more transparent and tracked by government agencies, 
there is little data available about the transactions between small business 
and SMEs. The private sector, such as SMEs in the Myanmar economy, 
have unrecorded or underrecorded numbers so that the extent of their 
business activities, trade, and investments are not known. To shed some 
light on the nature and extent of those transactions, key informant inter-
views in Yangon and Mandalay provide qualitative data about the micro-
level relationship with China.

Many of the Myanmar-Chinese in Yangon are descendants of 
Cantonese and Hokkien migrants from Guangdong and Fujian prov-
ince. There have been many clan associations and respective temples 
established to serve the social and cultural needs of families. Temple 
committees organize traditional events such as Lunar New Year, Hungry 
Ghost Festival, Birthday of Guan Yin, etc. Some temples provide train-
ing courses for younger generations on Chinese language and culture 
including lion dancing and dragon dancing. The temples in Yangon are 
financially supported by donations from members and businesses of their 
respective clans. Some associations and temples have accumulated rel-
atively substantial amounts of funds but those funds are kept in banks 
as savings. Associations and temples in Yangon generally avoid getting 
involved in business or commercial activities.

A member of the trusteeship of the Leong Sun Tong Society clari-
fied that the society was originally founded and established in Yangon 
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prior to the year 1875 by the early Chinese settlers of the Khoo and Chan 
clans who came to Myanmar from the four villages of Chanya, Hawwa, 
Napoonkhen, and Sinwa of Fujian province. Although the names of 
Chan and Khoo are different, they are from the same ancestry. The trust 
was founded for religious and charitable purposes, including encouraging 
educational studies by paying school fees, scholarships, and prizes, start-
ing educational institutions, and donations or financial aid for funeral 
expenses, poor widows, and aged and poor members.

However, interviews with business owners and temple trustees indi-
cate that those businesses in Yangon do not seem to have many com-
mercial ties with China. However, in-kind support, such as consignment 
deals and credit sales are done on consignment. Informal wholesale deal-
ers of Chinese products, including fashion clothing, a variety of bags, 
fancy goods, and sportwear—that did not pass import quality control—
are sold in Myanmar at discounted prices. Those rejected products are 
then traded to neighboring countries.

The situation is different in the northern town of Mandalay. Most 
of the Myanmar-Chinese originate from Yunnan province with a few 
from Fujian and Kokang. With diverse clan associations, the Myanmar 
Mandalay Chinese Yunnan Association is the most dominant in 
Mandalay City. There are a number of small temples throughout the city 
but they are very small compared with the Yunnanese Buddhist Temple 
established by the Association. Myanmar-Chinese in Mandalay are more 
active than those in Yangon. They organize regular events, meetings, and 
gatherings in their respective temples. Clan associations in Mandalay are 
reported to play a significant role in business among local businesses as 
well as with trade in China.

Associations are used to create funds by businessmen. The temple 
association acts as a guarantee for loans disbursed to members to start or 
expand their small businesses. Those loans are offered at a higher interest 
rate than in China. The bank interest rate in China averages 5% whereas 
in Myanmar it is 13%, but those informal association loans can be as high 
as 36% interest.

There are a few notable cases where some Chinese associations are 
acting as financial intermediaries between exporters from Mandalay and 
importers from Yunnan province. Goods that are not allowed for trade 
in the formal market, such as rice, are traded cross-border. Bank trans-
fers cannot be used therefore agents travel across the border to conduct 
financial transactions. The associations sometimes accommodate those 
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transactions. An example of that is wax import. Myanmar imports wax 
from China as the raw materials for candle production. Wax export-
ers from China provide credit to Myanmar-Chinese wax importers at 
the amount guaranteed by the designated association. The Myanmar-
Chinese importers must settle their credit either with the association or 
Chinese exporters.

In conclusion, the interviews revealed that the business channels 
between China and Myanmar-Chinese in Yangon are different than those 
in Mandalay and is a result of several various factors including proxim-
ity to the border, origins of migration, timing of migration, intention of 
temple trusteeship, and interconnection of each clan. Some similarities 
did emerge between the two societies. For example, in both cases tem-
ples and clan associations are important and respectable for each society 
but they play varying roles. It can be concluded that the associations in 
Mandalay are used for business, trade, and finance more than they are in 
Yangon.

Impacts of AEC and China’s Rise  
on Myanmar-Chinese SMEs

The AEC was to be fully implemented by the end of 2015. However, the 
countries grouped as CLMV (Cambodia, Laos, Myanmar, and Vietnam) 
were given an extension for full implementation until 2018. It is there-
fore too early to assess the impact of the AEC in Myanmar. Whereas 
the rise of China in the form of formal and informal trade, investment, 
and development assistance can be evaluated, it is too soon to make an 
accurate assessment regarding the impact of the recent centralization of 
China, the development of the new Silk Road initiative, and the estab-
lishment of the AIIB.

Surveys provide some indication of perspectives and expectations from 
SME owner predictions for Myanmar joining the AEC, the AIIB, and 
China’s OBOR. Surveys were conducted in Yangon and Mandalay but 
barriers limited the number of respondents. Limitations included resist-
ance of firms to participate, identifying Myanmar-Chinese businesses, 
and reluctance to respond to questions. A total of 31 firms (17 from 
Yangon and 14 from Mandalay) responded to the survey. About 50% 
(14 out of 31 firms) were Myanmar-Chinese SMEs. The surveys did not 
ask for identifiers, and sampling was based on the type of business and 
location.
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According to the 1990 Industry Law, a firm is a small enterprise if it 
employs 10–50 employees, while it is a medium enterprise if it employees 
51–100 employees, and it is a large enterprise if it employs more than 
100 employees. Included in the survey are two manufacturing firms with 
over 100 (but less than 300) employees. Out of 31 respondents, ten 
firms were in the production industry, seven in the service industry, and 
14 in the trading sector including retail sales. More firms from manu-
facturing and trading sectors were selected because the service sector is 
impacted less by the AEC and China’s rise.

Apart from one of the service firms, all other firms said they knew 
about the AEC and that Myanmar is to allow free flow of goods and 
services. The owner of the service firm that responded “No” said he had 
seen the word AEC in newspapers and journals but he did not try to 
fully understand what the AEC meant for his business. Although a high 
percentage of respondents (96.8%) answered “Yes”, some firm own-
ers, especially from Mandalay, needed hints to jog their memory on the 
subject. Various government departments have been educating people 
about the AEC through state-run newspapers and ministerial websites, 
but most of respondents said they learned about the AEC mostly from 
private-owned journals, private sector seminars, and Facebook. Out of 
31 respondents, one manufacturing firm (candle production), five ser-
vice firms (two air-con services, two mobile phone services, and one auto 
workshop), and three trading businesses (rice exporter, jiggery trading, 
and cloth shop) replied that they did not recognize any impact of the 
AEC on their business. However, another two rice exporters said that 
they anticipate impact of the AEC.

Most of the respondents have an optimistic perception about the AEC 
affecting the acquiring of raw materials (55% of respondents), operating 
business (50%), marketing their products (50%), financing for their busi-
ness (77%), and importing (59%). Only 36% of firms think that increased 
competition from neighboring countries will have a negative impact. 
Most respondents perceive no impact in acquiring technology (82%), 
acquiring technicians (55%), acquiring general labor (73%), and export-
ing (59%).

Many of the businesses that are engaged in export, import, or 
local markets responded that they must rely on the import of finished 
goods, raw materials, or equipment. For example, if exporting rice then 
they import fumigation pills, moisture equipment, and color-sorting 
machines. Those businesses welcome the AEC which will provide easier 
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access to raw materials and equipment as well as finance. On the other 
hand, other industries such as slipper manufacturing, are concerned 
about the impact on access to raw materials (rubber) if the AEC opens 
rubber exports leading to scarcity in the domestic market. Table 10.1 
shows the average scores of the respondents.

While most firms (55%) have a positive view of acquiring raw mate-
rials after the AEC, many of them are getting ready to seek new more 

Table 10.1  Respondent scores on perception of the Association of Southeast 
Asian Nations Economic Community impact to business

If you answered “Yes” to question 7, in what areas have you seen the biggest effect? (you can tick more 
than one)
a. Migration by Chinese people [28/31]
b. Investments by Chinese people [24/31]
c. Investments by the Chinese government [20/31]
c. Financing by Chinese people [2/31]
d. Financing by the Chinese government [2/31]
d. Imports from China [31/31]
e. Exports to China [31/31]
f. Other(s) please specify [1/31]

Lowest Low Medium High Highest Total scores

1. Find new raw material suppliers 1 2 3 4 5 81
2. Study the requirement of new 
markets

1 2 3 4 5 20

3. Study the probability to move 
business base

1 2 3 4 5 64

4. Improve the logistics system 1 2 3 4 5 18
5. Improve competitiveness in new 
markets

1 2 3 4 5 33

6. Study the new business 
competitors

1 2 3 4 5 48

7. Improve the manufacturing 
processes

1 2 3 4 5 22

8. Increase business strength and 
reduce weaknesses

1 2 3 4 5 33

9. Improve customers’ loyalty 1 2 3 4 5 37
10. Generate skilled workers’ loyalty 1 2 3 4 5 97
11. Create partnership with other 
countries

1 2 3 4 5 13

12. Increase salary and wages to 
protect worker move out

1 2 3 4 5 99

13. Improve workers’ skills 1 2 3 4 5 66
14. Develop an operating system 1 2 3 4 5 77
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affordable suppliers. On the other hand, a high total score indicates read-
iness to generate laborers loyalty, many firms plan to increase salary and 
wage. At the same time, improving workers’ skills is also a factor of con-
sideration of the firms to be able to employ skilled labor in response to 
anticipated competition resulting from AEC.

Awareness and Preparation Over the Rise of China

Those interviewed consider China’s influence on the market as much 
more severe than the impact of AEC. All 31 survey respondents admitted 
that they recognize the influence of China on the economy while only 
50% (16:15) said that China directly effects their business. While they 
are being informed about the AEC mostly by state-run media, the influ-
ence of China, Chinese people, Chinese investment, and Made-in-China  
products is covered by private media and social networks. Almost all have 
had to engage with China or Chinese products in one way or another 
(Table 10.2).

Most respondents believe that a positive impact brought about by 
China’s rise will be on acquiring raw materials (75%), followed by operat-
ing business (60%), exporting (69%), and importing (63%). For example, 
the improvement of China’s oil refinery industry could produce petro-
leum wax which is an essential raw material for Myanmar’s candle produc-
tion firms. Similarly, China’s trade liberalization contributes to the ease 
of export and import activities with China. On the other hand, negative 
impacts were believed to be rising competition (78%) and difficulty finding 

Table 10.2  Perception of China’s impact on business

Positive (%) Negative (%) Neither (%) Total (%)

a. Acquiring raw materials (such as 
wax for candle production)

75 25 0 100

b. Operating business 60 40 0 100
c. Marketing your products 30 30 40 100
d. Financing for your business 0 0 100 100
e. Competition 22 78 0 100
f. Acquiring technology 0 0 100 100
g. Acquiring technicians 16 0 84 100
h. Acquiring general labor 10 80 10 100
i. Exporting 69 31 0 100
j. Importing 63 37 0 100
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labor (80%). All participants stated that there is no effect on financing to 
their business and acquiring technology from the rise of China.

All firms are aware of China’s influence on exports and imports, while 
90% of firms and 77% firms recognize Chinese migration and invest-
ments. Although the Chinese government has made large-scale project 
investments in Myanmar, about 65% of respondents recognized that 
Chinese were involved in the state-owned investments. Regarding financ-
ing from China, only 6% could identify the source of people and govern-
ment. An area of influence, other than those in the survey, was cited as 
human trafficking, especially of the practice of seeking brides or forced 
marriages. Brokers persuaded Myanmar women to find jobs with good 
income in China but then sold them to Chinese men who wanted brides.

Respondents were asked to state their level of preparedness for the 
rise of China. SMEs felt most prepared to improve customer loyalty and 
generating skilled labor. They do not feel prepared to build partnerships 
(Table 10.3).

Table 10.3  Preparedness for the rise of China

Lowest Low Medium High Highest Total scores

1. Find new raw material suppliers 1 2 3 4 5 67
2. Study the requirement of new 
markets

1 2 3 4 5 51

3. Study the probability of moving 
the business base

1 2 3 4 5 50

4. Improve the logistics system 1 2 3 4 5 61
5. Improve competitiveness in new 
markets

1 2 3 4 5 67

6. Study new business competitors 1 2 3 4 5 62
7. Improve the manufacturing 
processes

1 2 3 4 5 52

8. Increase business strength and 
reduce weaknesses

1 2 3 4 5 63

9. Improve customers’ loyalty 1 2 3 4 5 74
10. Generate skilled workers’ loyalty 1 2 3 4 5 72
11. Create partnerships with other 
countries

1 2 3 4 5 45

12. Increase salary and wages to 
protect worker move out

1 2 3 4 5 57

13. Improve workers’ skills 1 2 3 4 5 52
14. Develop an operating system 1 2 3 4 5 48
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In conclusion, the survey indicates that SME business owners perceive 
both positive and negative impacts with implementation of AEC and the 
rise of China. Most of the respondents have a positive perception and 
many anticipate easier access to acquiring materials, financing, opera-
tions, and trade. The negative perception is related to competition and 
acquiring domestic labor.

The next section presents two case studies to demonstrate the impacts 
of AEC and China. The first case study is of an export business while the 
second is active in the domestic market.

Case Study 1: Export-Oriented Myanmar-Chinese SME

The first case study is about a medium-sized garment factory located in 
Yangon that employs about 300 employees. The owner is a fifth-genera-
tion migrant Chinese. His parents own a traditional weaving business in 
a small town located in upper Myanmar. After his graduation in 1994, 
his parents wanted him to move to Japan or to America where their rel-
atives live and work. Per his parents’ wish he attended an English four-
skill teaching course where he met a senior graduate working in a Korean 
garment factory. He worked as a part-time auditor at the Korean gar-
ment factory to learn and study the business. Realizing that was a profit-
able business for earning foreign currency, he decided not to go abroad 
but instead opened a garment factory in Myanmar.

With financial support from his parents, in 1996 he rented an empty 
warehouse building in a government compound in Yangon. That was an 
optimum time to start a garment company in Myanmar because garment 
factories in middle-income countries such as Malaysia were scaling down 
their businesses because of the rising cost of labor, and second-hand 
sewing machines were imported into Myanmar and available to buy on 
credit. One of his friends helped him acquire garment technicians to start 
operations. It was a booming period for the Myanmar garment industry 
from 1996 to 2000, and he enjoyed high rates of return which allowed 
him to establish a larger-sized business on his own land in an industrial 
zone.

The business was going well until the US economic sanction of 2003. 
The sanctions froze all financial transactions with Myanmar and blocked 
import of all products made in Myanmar. Accordingly, international buy-
ers of Myanmar garments massively reduced their orders. To keep the 
business going and get around the sanctions, he changed the country of 
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origin on the garments labels. He did not have any direct contact with 
Chinese buyers from China, however, another large garment factory 
that arranged order processing was owned by a Myanmar-Chinese and 
believed to be backed by Chinese investment. Even though that large 
garment factory owner was also Myanmar-Chinese, it did not favor his 
business relationship with them. He had to attach the Made in China 
labels on items but on container boxes the garments were described as 
Made in Myanmar. As transaction costs increased, order prices and his 
income dropped, by as much as about half from the time of the garment 
booming period. He tried to obtain direct buyers from China and Japan 
but it was very costly so he had to continue to rely on Chinese-backed 
companies as intermediaries.

The business environment improved after the transition from mili-
tary rule to civil government in 2011. The US and the European Union 
(EU) countries began to relax their sanctions and showed eagerness 
to open trade and investment channels with Myanmar. The business 
owner in the case study was especially optimistic about the EU’s prom-
ise to restore the Generalized System of Preferences status for Myanmar 
imports, which favors imported products by lowering tariffs. In practice, 
however, business did not become that much easier. Development part-
ners, investors, donors, and tourists pushed up general prices and living 
costs, including the price of land and labor which also made the invest-
ment environment more competitive. Foreign investors opened new 
garment factories—or expanded existing ones-partnering with local busi-
nesses which put competitive pressure on available labor.

In response to the new labor market, the business owner brought in 
employees from rural areas and provided in-house training. Training 
can add up to six months with costs in addition to monthly wages. 
Maintaining staff is a challenge because the larger garment factories 
recruit employees after they are trained, offering higher wages and better 
facilities. Laborers often prefer the larger factories, even if the wages are 
the same.

Although the business owner in this case study has not felt direct 
impact from AEC, he has heard that it will result in increased compe-
tition due to the free flow of goods. He stated that, “so far, I have felt 
no significant impact from the AEC on my business but have felt the 
compound effects of globalization, Myanmar’s openness to FDI, and 
the interest of international investors. It is now difficult to hire skilled 
people at a low cost and this is the result of the compound effect, but 
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not only of the AEC” (Interview, 2017). When discussing the impact 
of China in Myanmar, he reflects that:

There are both positive and negative impacts of Chinese investments in 
the garment sector on my business. As they have direct contact with over-
seas buyers, smaller garment factories like mine can enjoy spillover of gar-
ment orders. Another advantage of Chinese garment orders is that they 
do not care much about quality control while Japanese garment orders are 
very sensitive about the quality of both process and output. The negative 
impact is labor recruitment and sustainability has become more challenging 
because Chinese garment factories usually take trained workers from me.

He recognized that there are rumors of increased competition because 
of Chinese products in local markets and illegal migration, but did not 
feel the impact directly on his business. He was not aware of the OBOR 
or AIIB. However, he had heard that Chinese garment factories in 
Myanmar are operating with loans from Chinese banks with lower inter-
est rates and better terms. He observed that, “We have to rely on local 
bank loans which charge high interest rates and short loan terms. If we 
could get a loan from AIIB, it would be great for us.”

In an interview with a different SME garment factory owner in 
Yangon, the greatest perceived impact of the AEC and China will be on 
the labor market. Although industries will be affected differently, those 
that are export-oriented seem less vulnerable to the change. One exam-
ple is a small cutting, making, and packaging export firm that will not 
compete with imported products but is concerned that with the opening 
of new factories, labor will be in high demand without enough supply 
and it will be harder to retain current employees. He sees that the AEC 
will open ASEAN countries for Myanmar exports, possibly becoming a 
main destination for the garment industry.

Case Study 2: Domestic-Oriented Myanmar-Chinese SME

This case study is of a sweater-knitting manufacturer, established more 
than 35 years ago. It is one of over 50 knitting firms in a hill town called 
Pyin Oo Lwin located on the China–Myanmar highway trade route and 
about 42 miles from Mandalay City. The owner of the firm, a Myanmar-
Chinese, is originally from Lasho Township who moved to Pyin Oo 
Lwin to establish this family business. Initially it was a retail clothing 
shop selling various types of ready-made dresses. As Pyin Oo Lwin is 
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located in the mountain range and the weather is cold, warm clothing 
like winter coats were in high demand.

The family decided to start a knitting business to produce wool sweat-
ers. They hired ten knitters, including family members. From 1990 to 
2010 it was a golden age for wool sweaters from Maymyo (now Pyin Oo 
Lwin). The company grew to 30 non-family member employees. They 
introduced rabbit fur in addition to wool, both of which were bought 
from a wholesaler in Yangon. During that time the business changed 
production from hand-made to machine-based production, increasing 
production to up to ten pieces a day (versus 10–20 days to hand make 
one sweater). The company had to hire a technician and machinist to 
supervise the process and fix machines. With the introduction of com-
puterized machines, designs are changed quickly to respond to trends, 
however, those machines are expensive and require back-up generators.

In 2010, the industry was impacted with a rapid inflow of Chinese-
made sweaters entering the Myanmar market. Less expensive, mod-
ern-design sweaters took over the market, causing local production 
to decrease significantly. Currently, an estimated 70% of the domes-
tic market for sweaters is supplied by China. Myanmar producers 
rely on imported raw materials—yarn from China and rabbit fur from 
Thailand—driving up the price. Regardless, some customers still prefer 
the locally made sweaters saying that they are better quality. It is cur-
rently difficult to find employees who will create hand-made sweaters.

The interviewee said that she is concerned that locally produced 
sweaters will be losing the entire market within 5–10 years if local entre-
preneurs are unable to meet customers’ preferences or compete with the 
price of Chinese goods. She has diversified her business to now include 
a travel agency responding to the new popularity of Pyin Oo Lwin as a 
destination for Chinese tourists crossing at the nearby land border points.

These two case studies represent different experiences with the rise 
of China and anticipated introduction of AEC. Export businesses are 
less impacted but are concerned about the labor supply. Domestic mar-
ket businesses are threatened by the increased market share taken by less 
expensive products imported from China.

Conclusion

Myanmar’s economic relationship with ASEAN countries is based on 
multilateral trade agreements and integration, whereas the relation-
ship with China is driven by preferential trade, institutional finance, and 
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regional expansion policies including the OBOR and establishment of 
the AIIB. Both will have a significant impact on Myanmar’s economy.

China remains Myanmar’s largest trading partner. The impact—
both positive and negative—on SMEs is variable due to exclusion from 
China’s trade agreements and finance opportunities. On the other hand, 
the AEC can impact SMEs by opening export markets for Myanmar-
made goods and increasing business opportunities, albeit there is an 
impact on labor supply because of increased competition for small manu-
facturing businesses. China is the largest source of FDI in Myanmar and 
China investment is directed to large-scale state-owned projects effec-
tively excluding SMEs from investment opportunities other than a few 
loan opportunities through SME cooperatives.

Direct financial support to Chinese-Myanmar businesses differs 
between Yangon and the northern town of Mandalay. Temple associ-
ations play an integral role in the cultural and educational societies of 
both cities, but they also play an informal financing role in Mandalay. 
The associations thereby have more influence and prominence in 
Mandalay, when compared with Yangon.

A perception survey and interviews of business owners in the two cit-
ies provides some insight into the perceived impacts of the AEC and rise 
of China. SMEs have varying responses based somewhat on the indus-
try they are in. Those in manufacturing for export are less impacted 
than those in the domestic market seeing competition from Chinese 
imports. Those reliant on import of raw materials see benefit from AEC 
to improve access, operations, quality, and financing for goods manufac-
tured in Myanmar. Whereas with the allowance of businesses and invest-
ments from China and ASEAN, there is pressure on the labor market 
with the demand exceeding the supply of skilled workers. The SMEs 
interviewed provided some coping strategies that include identifying new 
suppliers, increasing labor payments to retain skilled laborers, developing 
modern operating systems, and building customer loyalty.

The two case studies presented provide insight into coping mech-
anisms among SME owners in response to both AEC and the rise of 
China because both have experienced an impact on labor and supply 
because of competition from larger factories and imported goods. One 
business diversified to respond to a growing tourism market.

In conclusion, the AEC and the rise of China both have an impact 
on SMEs in Myanmar. Theoretically, that economic integration should 
benefit all participating countries. In practice, however, Myanmar is 
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challenged with integration that will benefit all people, including those 
in small businesses who are affected by increased competition and have 
limited access to capital investments and technology.
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CHAPTER 11

Chinese Migrant Traders in Pakse, 
Champasak Province, Laos: Trajectories 

and Business Future

Wasana La-orngplew

Introduction

The Greater Mekong Subregion (GMS) is mentioned in China’s “Vision 
and Actions on Jointly Building Silk Road Economic Belt and twenty- 
first Century Maritime Silk Road” as one of the targeted regions that will 
be connected to China through China’s Yunnan Province. The region is 
“a pivot of China’s opening up to South and Southeast Asia” (NDRC 
2015). China has already enhanced the connectivity between Yunnan 
Province and the GMS through various infrastructure development pro-
jects. The Kunming–Bangkok Express highway and the improvement 
of the upstream channels of the Mekong River are some of the largest 
projects. China provided US$30 million to Laos for construction of an 
85 km highway which is currently part of the North-South Economic 
Corridor in Laos. That fund accounted for one third of the project’s 
total cost. In 2004, China provided a concessional loan of US$200 
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million to Cambodia for the construction of two bridges and two high-
ways. Four years later, it provided more than US$200 million for two 
additional highways (Zhu 2009). Recently, China provided 50% of the 
funds needed for construction of the Houayxay-Chiang Khong Bridge 
(Lin and Grundy-Warr 2012).

China has become a major economic partner of GMS countries and 
is currently the largest source of foreign direct investment in Laos, from 
1989 to 2015 valued at approximately US$5.49 million (Ministry of 
Planning and Investment 2016). In 2014, China became Myanmar’s 
largest trading partner and Vietnam’s second largest trading partner 
(China Britain Business Council 2015) even though the One Belt and 
One Road (OBOR) Initiative had not yet come into full effect in the 
region, China’s influence is obvious. Leaders of GMS countries gener-
ally welcome the OBOR Initiative even though it is still unclear how it 
will impact the region. A Vice President of the Laos–China Cooperation 
Committee recently stated that:

Laos always supports China’s development policy, especially the Belt and 
Road Initiative…There is a saying in Chinese that ‘If you want to get 
rich, build a road first,’ but for Laos, it would be ‘If you want to get rich, 
build railway first.’ Therefore, Laos will actively support the Belt and Road 
Initiative. (Sindavong 2017)

Lao leaders expect OBOR to turn its land-locked country into a land-
linked country. In December 2015, a groundbreaking ceremony was held 
in Vientiane as a formal start to construction of the Laos–China Railway, 
a Chinese-backed project linking the Laos–China border to Vientiane.

Over the past decade, China’s influence in Laos has significantly 
increased. One of the most visible signs of Chinese influence in Laos is 
the presence of Chinese migrants and Chinese wholesale and retail shops, 
which can be found throughout the country. The arrival of Chinese 
migrant traders and cheap Chinese products are a cause for concern for 
the future of local businesses. There is a worry that the local businesses 
may be taken over by the new Chinese migrants (Ku 2016). This chapter 
seeks to respond to that concern. It traces trajectories of new migrants’ 
petty trade in southern Laos and examines the extent to which local busi-
nesses have been affected by the arrival of new migrants. The chapter 
also brings attention to the migrants’ business future in Laos. The author 
interviews Chinese migrant traders in one of the Laos economic centers, 
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Pakse, Champasak Province. The chapter begins with an overview of 
Chinese petty traders and their businesses in Pakse and then moves on to 
examine the nature of business operations found among Chinese migrant 
traders, their relations with the locals, and their business future.

Chinese Traders in Pakse

The exact number of new Chinese migrants in Laos is somewhat vague. 
It was estimated that from the late 1980s to 2006, there were approx-
imately 100,000 new Chinese migrants residing in Laos (Zhuang 
and Wang 2010). The Chinese embassy data indicate that there were 
30,000 migrants officially living in Laos but their exact number could 
be ten times higher (The Nation 2007). The GMS Migration Policy 
Briefing records indicate that by 2008, around 80,000 Chinese were 
working on Chinese-led projects (ADB 2010 cited in Tan 2012: 67).  
A new Chinese migrant who runs a hotel in Oudomxai Province, 
northern Laos estimated that there would be more 20‚000 Chinese 
migrants arriving Laos to work for the Laos-China railway project 
(Perlez and Feng 2013). The pioneer group of Chinese migrants came 
to Laos in the mid-1990s as contracted workers and technicians work-
ing for road construction and industrial development projects with 
cooperation between the Chinese and Lao governments. Many had 
stayed and set up businesses in Laos. They were later joined by new 
migrant traders coming from mainly Hunan, Yunnan, Sichuan, and 
Zhejiang (Tan 2012). The flow of Chinese migrant traders to Laos 
is closely related to China’s “Going Out” policy, which encourages 
Chinese enterprises to seek investment abroad and regional integration. 
China and Laos are closely connected through the “Going Out” policy 
and the Greater Mekong Subregion Cooperation. Chinese foreign aid, 
investment, and migrants in Laos have significantly increased after the 
turn of the century (Tan 2014).

It is difficult to estimate the exact number of new Chinese migrants 
in Pakse, the capital city of Champasak Province of southern Laos. 
Leaders of the Pakse Chinese Association1 estimated that there were 
approximately 3,000 new migrants residing in Pakse and the surround-
ing areas in 2015. The new migrants generally arrived in Pakse after 
2000. A Hunan woman, who runs a Hunan restaurant and works for 
the Hunan Chamber of Commerce, stated that there were roughly 800 
new Chinese people registered with the Chamber in 2014 (Interview, 
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CL, May 25, 2015) and that registered number is far below the actual 
number of new Chinese migrants. It appears that only business owners 
have registered with the Chamber and many Chinese migrants who work 
as shop assistants, or migrants who visit their friends and relatives, are 
absent from the Chamber’s record. An owner of a hardware store men-
tioned that he has not informed the Chamber about his fellow villager 
who is assisting him in running his shop. That is because the assistant is 
only staying temporarily with him: “He comes to explore his chances. 
He won’t be with me for a long period of time. He will soon move to 
another place or set up his own business somewhere” (Interview, MB, 
April 27, 2015). Some shop owners have registered themselves with the 
Chamber although they have some non-registered migrants, either family 
members or friends, staying with them (Interview, EF, October 2, 2015; 
Interview, VM, April 5, 2016).

The area with the most noticeable Chinese migrant community in 
Pakse is the Dao-Heuang market and surrounding area (see Fig. 11.1). 
The market was established in 1995 by the Dao-Heuang Group, one of 
the largest and most progressive business groups in Laos, led by Leuang 

Fig. 11.1  Dao-Heuang market and Chinese shops (2016) (Source Author’s 
fieldwork)
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Litdang, a well-known Vietnamese-Lao businesswoman. The market is 
located next to the intersection of Road No. 38 and Road No. 16W. 
Road No. 13 is the most important highway in Laos and begins at the 
Laos–China border in Boten, Luang Namtha Province and connects the 
main cities in Laos from the north, central, and southern regions to the 
Lao-Cambodian border, and is also within walking distance of the Dao-
Heuang market. The market is about 2 km from the city center where 
the old Chinese market, Pakse’s economic center before the 1975 rev-
olution, is located. That 35,000 m2 market has stalls that sell both food 
and non-food items. The Dao-Heuang market has become the new com-
mercial center of Pakse.

Trading in the Dao-Heuang market is mainly in the hands of local 
Laos, Overseas Chinese, and Vietnamese Laos. However, the presence of 
new Chinese merchants is clearly visible in the market (see Fig. 11.1). 
The crowded Road No. 16W is lined with Chinese shops. Some of the 
Chinese shops are located at the back of the market but they remain eas-
ily accessible through the market’s back entrance. There are remarkable 
numbers of Chinese petty traders who are mobile. Those mobile mer-
chants usually load commodities onto trucks and drive to several rural 
villages. Some take their goods to local market fairs.

It is common that while Chinese migrants have Pakse as their current 
business base, they all have close relatives, friends, or co-villagers run-
ning businesses elsewhere, either in Laos, China, or other countries. A 
Chinese man from Hunan Province who runs a hardware store in Pakse 
mentioned his brothers and sisters operate hardware shops in Vientiane, 
Savannakhet, Bokeo, Luangprabang, and Muang Khong, another dis-
trict of Champasak Province (Interview, HM, July 19, 2015). Another 
Hunan lady who runs a shop selling televisions and stereo equipment 
noted that her parents and sister are all doing business in Laos. Her 
sister runs a mobile phone shop in Vientiane while her parents have a 
shop selling hardware products and agricultural tools in the KM8 mar-
ket. Her parents-in-law also have a shop in Muang Ta Oy, a rural district 
of Salavan Province, which is about 190 km from Pakse. Her husband’s 
uncle has a hardware store in Vientiane and he also has some relatives 
running a shop in Stung Treng, Cambodia (Interview, DF, April 3, 
2016). Through those networks, Chinese migrants get updated on busi-
ness opportunities in other places.

The main commodities that are sold in Chinese shops are street 
products. Nearly 100% of the goods are imported from China and only 
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a few shops have products made in Laos, Thailand, or Vietnam. The 
Dao-Heuang Group’s record reveals that the main commodities sold 
in Chinese shops are clothes (19 shops), bags (16 shops), and hard-
ware products (ten shops). Other goods the Chinese traders sell include 
motorbikes, home appliances, mobile phones, cosmetics, car and motor-
bike parts and accessories, and sports equipment (Dao-Heuang Group 
no date). The Group’s records indicate that clothes and bags are the 
main products sold by new Chinese migrants. The author’s survey, how-
ever, found only a few clothing and bag shops. The clearly visible com-
modities are hardware products, agricultural tools, home appliances, and 
motorbike parts and accessories. Owners of Chinese shops explained 
that some of them have changed commodity types without informing 
the Dao-Heuang Group. Of the 26 Chinese businesses surveyed, it was 
found that there were seven hardware shops, five motorbike parts and 
accessories shops, four home appliances stores, and three agricultural 
equipment shops. The remaining businesses are a mobile phone shop, 
a motorbike shop, a hotel and restaurant, and a consumer products and 
groceries shop. Each shop sells a wide variety of commodities. One shop, 
for example, offers hardware products, shoes, agricultural tools, clothes, 
and home appliances.

It is recorded that the Overseas Chinese who migrated to Southeast 
Asia before the 1990s had their roots in coastal provinces, particularly 
Guangdong, Fujian, and Zhejiang (Zhuang and Wang 2010; Wong 
2013). However, only a few Chinese migrant traders in Pakse came from 
those areas. Interviewing 26 Chinese shop owners in the Dao-Heuang 
market and its adjacent areas, the author found only two traders who 
had come from Zhejiang Province and only one Chinese indicating 
Guangdong Province as his origin. There was also only one shop run by 
a Chinese from Yunnan Province, while the other 22 shops were owned 
by Hunan migrants. Chinese migrants also confirmed that most of the 
Chinese shops in the area belong to Hunan. That observation is con-
sistent with previous records on Chinese petty traders in other parts of 
Laos. Aranya Siriphon’s (2012) work recorded that many new Chinese 
traders in a Chinese market in Bokeo Province, northern Laos, also indi-
cated Hunan as their hometown. Bien Chiang and Jean Chih-yin Cheng 
(2015) noted that the biggest group of Chinese migrant merchants run-
ning businesses in Laos came from Hunan Province, with more than 
10,000 Hunan running businesses in the Laos capital of Vientiane. 
Hunan merchants dominate the wholesale and retail businesses in Laos 
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associated with Hunan’s industry sector and Hunan Provincial gov-
ernment’s policy. Following China’s “Go-West” strategy, Hunan has 
become one of the leading places for hardware and mechanical and elec-
trical products. Engaging with China’s “Going Out” policy, the Hunan 
Provincial government has encouraged and provided financial support 
to Hunan enterprises to access overseas markets. Commodities avail-
able in Chinese shops in Pakse are mainly from Hunan Province. The 
presence of Hunan migrant traders in Pakse, as well as in other areas of 
Laos, is related to the success of the pioneer migrants who initially set 
up a Chinese shop in northern Laos and many convinced their relatives 
and friends to join them in Laos. Some have extended their business 
networks to other parts of Laos; they set up a new shop and sent their 
family members to look after the shop. The pioneers’ stories of success 
attract other Chinese to find business opportunities in Laos.

Many migrants arrived in Laos when they were quite young. Fifteen 
of the 26 interviewees indicated that they first came to Laos at the age 
of 25 years or younger, while only six traders arrived at age 35 years or 
older. The youngest arrived at the age of 14 years, while the oldest was 
52 years old. Most of the migrants arrived in Laos after 2000, with the 
peak period of migration from 2000 to 2005 with 11 out of the 26 trad-
ers arriving in Laos during that period, and only seven migrants arrived 
in Laos after 2010. However, many new migrants did not head directly 
to Pakse, most of them attempted to make their fortune in other parts of 
Laos before relocating. There were only five shop owners who had come 
directly to Pakse; only seven Chinese migrants settled in Pakse between 
2000 and 2005; and 12 migrants arrived in Pakse after 2010.

Trajectories of Chinese Traders in Pakse

The trajectories of Chinese petty traders who operate shops in Pakse can 
be classified into three different categories. The first and most common 
category is the establishment of business through interpersonal connec-
tions with pioneers. The second category involves new migrants who 
are employed as wage laborers in Chinese shops to accumulate capital 
for future business investment. The third and least common category is 
that of the migrants who travel to and explore the potential for business 
investment in Laos.

Interpersonal networks play a significant role for new Chinese 
migrants to explore and start businesses in Laos. Most of the shop 
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owners indicated that they came to Laos because some of their fam-
ily members, relatives, or friends from the same villages or towns had 
arrived previously. Those origin-based networks are a crucial source 
of business information for new migrants. Business information and 
tips that the pioneers provide for the new migrants depend on how 
close they are. In general, newcomers learn the business environment, 
potential business locations, commodity types, commodity sources, and 
business networks in Laos from the pioneers. In addition to providing 
business information for new migrants, interpersonal networks shape the 
ways Chinese petty trade is established.

That pattern is common among Chinese migrants. Many traders 
mentioned that they first came to assist their family or relatives who had 
previously established a shop in Laos. At the family’s shop, they learned 
business skills and the business environment in Laos. They also saved 
cash and explored the possibility of setting up their own business in the 
future. A Hunan male aged 29 years stated that he had spent 8 years in 
Vientiane helping his brother run a motorbike spare parts and accesso-
ries shop. He opened his own shop in Vientiane in 2011 selling the same 
types of products as his brother. The shop was set up with the support of 
his brother, who negotiated with wholesalers on his behalf. His first shop 
in Vientiane did not go well due to the number of competitors there, and 
he then relocated to Pakse in 2012 (Interview, JM, October 3, 2015). A 
36-year-old lady from Zhejiang Province referred to the business of her 
sister, who has run a textile store in Vientiane for more than 10 years. 
Prior to coming to live in Laos, she visited her sister’s shop on several 
occasions and stayed a few months each trip. She came to Vientiane 
again in 2011, staying one year while assisting her sister in the shop. She 
opened her own shop in Pakse in 2012, selling clothes and Lao sarongs 
made in a garment factory in China (Interview, GF, October 4, 2015).

Some successful Chinese traders also expanded their business from 
one place to another. Those traders tend to send some of their rela-
tives, those who had previously assisted them in one locale, to look after 
a newly established shop. AM, a 27-year-old man from Guangdong 
Province, explained that he came to Laos when he was only 17 years old 
and worked in his uncle’s curtain shop in Vientiane. Because his uncle’s 
business has grown in size, more young nieces and nephews have come 
to work in the shop. AM’s uncle always encourages all of his nieces and 
nephews to have their own business. Seeing a business opportunity in 
Pakse in 2008, his uncle set up a mobile phone shop for him. The uncle 
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also set up a hardware store in Vientiane for AM’s cousin, who previously 
assisted in the curtain store (Interview, April 25, 2015). Establishment of 
a business relies heavily on family ties, which provide start-up capital and 
various elements of support for migrants who arrive later.

Village-based networks played a crucial role in the recent expansion 
of Chinese petty trade in Laos. A considerable number of Chinese shop 
owners indicated that they first came to Laos through networks of friends 
and co-villagers. IM, a 53-year-old man from rural Hunan, is one such 
example. He is one of only a few Chinese who headed directly to Pakse 
after leaving home from China. He had a garment shop in Hunan’s rural 
village, but business was not good. He was convinced by his co-villager, 
who had opened a stereo and home appliance store in Pakse, to seek his 
fortune there. He traveled to Pakse and stayed with a friend for almost 
a month. Apart from doing some work in his friend’s shop, he also 
explored the potential of Pakse for his own business. On other trips, he 
visited his village friends and relatives who had shops in Sawannakhet and 
Khammouan, exploring business possibilities in those towns. He finally 
decided to go to Pakse with his 30-year-old daughter, leaving his wife to 
look after his clothing shop in Hunan. He used the family’s savings and 
borrowed some money from two relatives to set up a shop in Pakse. He 
initially wanted to open a clothing shop, as he had established networks 
with the wholesalers. However, there were already many clothing shops 
in Pakse and that business was unlikely to be successful. His village friend 
again suggested that he sell stereos and televisions. His friend introduced 
him to stereo wholesalers and negotiated with some wholesalers for 
lower prices for the products (Interview, April 4, 2016).

That pattern of migration is still prevalent among new Chinese 
migrants. About 50% of shop owners indicated that they have friends visit-
ing them. The newcomers generally stay with the pioneers and help them 
with some of the tasks in the shop. The pioneers provide not only accom-
modation for their newly arriving friends, but also business information 
and advice. Shop owners commonly do not pay new Chinese migrants for 
the assistance they provide in their shops, and the new Chinese migrants 
do not expect to get paid. A Hunan man, an owner of a hardware store, 
who has one visitor staying with him, noted that, “It’s kind of mutual help 
between a shop owner and newcomers. It’s not really a matter of money. 
We help each other. We are friends” (Interview, PM, April 4, 2016).

There are some new migrants who want to have their own business 
in Laos but have capital constraints and thus need to first seek work in 
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Laos. New Chinese migrants often work as low-skilled shop assistants, 
and those poor migrants generally find jobs in Chinese shops through 
their networks of relatives or village-based friends. They mainly get 
jobs through referrals from pioneers or by word of mouth and the 
new migrants generally get hired in Chinese shops owned by relatives 
or co-villagers. The migrants stay with their employers and have long 
working hours. One migrant, who had worked in a Chinese shop in 
Vientiane for 5 years, remembered that she received very low pay and 
had to work from 5 AM to 8 PM (Interview, PF, April 4, 2016). New 
migrants gather business information and, in some cases, establish busi-
ness networks while they are working as shop assistants. Some migrants 
later set up their own businesses, using savings and business networks 
and information they acquired while they were at the shop. A 26-year-old 
Hunan woman noted that her parents, who were poor farmers from rural 
Hunan, had worked in a few Chinese shops in Vientiane for 14 years 
before opening their first business in Ta Oy district of Salavan Province. 
Her parents decided to open a shop in a faraway rural area, about 
190 km from Pakse, because establishment costs in Ta Oy were far lower 
than in urban areas. Having more savings from the business (selling cus-
tomer goods and hardware products) in the peripheral area, her parents 
moved to Pakse in 2009 (Interview, DF, April 3, 2016).

There are only a few Chinese traders who indicated that they did not 
know anyone when they first came to Laos. Those Chinese migrants 
arrived in Laos as tourists and stayed at Chinese-run guesthouses. They 
gathered business information through the Chinese they met, usu-
ally at guesthouses and restaurants, which became information centers 
for Chinese migrants. Few Chinese visitors stayed for extended peri-
ods of time at each place. Their length of stay was generally shorter than 
those shop assistants mentioned earlier. Some stayed for only a week or 
two before visiting a new place. Many of them traveled back and forth 
between China and various places in Laos, making several trips before 
opening their shops. One Hunan man, an owner of a small hardware 
store, mentioned that he had visited and explored business possibilities in 
Oudomxai, Vientiane, Savannakhet, and Khammouan before deciding to 
set up a shop in Pakse (Interview, MN, October 5, 2015). Many Chinese 
bring goods with them while they are traveling. One shop owner noted 
that he brought mobile phones from China with him and sold them to 
Chinese shops located outside the city. That invisible trade allowed him 
to earn some money to pay for exploring business opportunities in Laos 
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(Interview, DM, October 3, 2015). Another Hunan shop owner said that 
she brought clothes with her and she sold them at the morning or evening 
markets in the towns she was exploring (Interview, JF, April 3, 2015).

Nature of Chinese Business Operations

Two common strategies that Chinese migrants use for running a busi-
ness are using interpersonal networks and using (often exploiting) family 
labor.

Interpersonal ties, based on family and place of origin, are vital not 
only for establishing businesses but also for keeping businesses run-
ning smoothly. Through networks of relatives and co-villagers, new 
migrants can gain access to suppliers or factories in China. Having 
strong connections with the pioneers, new petty traders are likely to 
be able to negotiate for lower prices on goods. By contrast, new trad-
ers without connections may struggle to find cheap commodities. Many 
cannot access wholesale suppliers in China and they must purchase 
goods at higher prices from other Chinese traders. Some migrant mer-
chants mentioned that at the initial stage of business, they had to visit 
wholesale markets or factory outlets in Changsha, Hunan Province 
to purchase goods themselves. They also attempted to establish rela-
tionships with Chinese suppliers at that stage as well. Later, purchases 
could be made in two ways. First, orders can be placed through net-
works of family or friends in China. Typically, merchants in Laos send 
details of products they want to their relatives or friends through chat 
programs. Their friends or relatives then manage to get the goods for 
them. Second, they visit suppliers in China and finds goods themselves. 
An owner of a motorbike spare parts store stated that he travels back 
to China for that purpose two to three times each year; each trip takes 
about 10–15 days (Interview, NM, April 5, 2016). When the order is 
made, they normally are required to pay no less than 50% of the cost. 
The remaining cost is expected to be paid when the goods arrive. Few 
migrants indicate that they are offered credit from their suppliers in 
China. Some goods are delivered from China via road directly to Laos, 
while other commodities are shipped to Bangkok first, then later deliv-
ered via road to Laos. It is expected that delivery costs will decrease 
when the Laos–China railway begins operation.

Networks linked through webs of family and place of origin are also 
important for new traders to get to know their potential Chinese customers. 
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One Hunan who opened his home appliances store in 2014 indicated that 
his main customers are Hunan traders from other small towns. His shop has 
become popular in a very brief period because he has extended business net-
works and stated that, “most of my customers are Hunan traders in other 
towns. They come to my shop because other Hunan gave them a referral to 
my shop. No need to pay for advertisement. It’s just word of mouth. I am 
just being honest and trustworthy. When they are impressed, they recom-
mend me to their friends and relatives. Some of my customers come very 
far. Some come from Salavan or Attapeu” (Interview, IM, April 4, 2016).

One condition behind the persistence of Chinese petty business is a 
credit relationship between traders and their customers. Selling on credit 
to other Chinese traders is prevalent. Almost 100% of migrant traders 
indicated that they sell on credit to their Chinese customers who have 
shops in other districts or in rural villages. There is only one trader sell-
ing on credit to local Laos. The migrants admitted that they do not want 
to sell on credit but that they must. Three conditions that determine the 
duration and amount of credit Chinese traders give to their customers 
are (1) the relationship between the two parties, (2) the migrants’ cap-
ital, and (3) the migrants’ perception of the customers’ solvency. One 
trader stated that he sells on credit to about 14–15 customers. The max-
imum credit each customer receives varies, ranging between 2000 and 
10,000 RMB (approximately US$300 and US$1500), with a duration 
of two to six months (Interview, IM, April 4, 2016). Another trader sells 
on credit to only a few friends and relatives, fewer than ten customers 
total. The maximum amount of credit for each customer is no more 
than 2000 RMB (US$300) (Interview, JF, April 3, 2015). It should be 
noted that while Chinese traders tend to sell on credit to their friends 
and relatives, it cannot be interpreted that co-villagers, friends, and rel-
atives receive credit from sellers automatically. Many Chinese merchants 
insisted that trading on the credit system is based on trust built between 
themselves and their customers, “I won’t sell on credit to anyone just 
because he is my relative or he originally came from the same village. 
Selling on credit is applied only to a person I can really trust. Of course, 
it takes time to learn who I can trust” (Interview, JF, April 3, 2015). 
However, some traders admitted that they feel uncomfortable denying 
credit to certain customers who are their relatives or friends. “It’s easy 
not to give credit to non-relatives, but for close friends or close relatives, 
it’s difficult. They expect credit from us, but we cannot offer it. I am 
sometimes happy to sell to unfamiliar customers more than relatives. It’s 
easy to say no” (Interview, CF, October 3, 2015).
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Credit relationships are important for the existence and survival 
of poorer Chinese traders who usually have a shop, or only a stall, in 
peripheral areas. That group of traders is generally limited in capital, thus 
accessing credit from Chinese wholesalers permits them to have more 
goods to show in their shops and to increase their chances of earning 
profits. When they have accumulated a certain amount of capital, they 
tend to move to a commercial center, hoping they can earn more profit. 
Another group of migrants benefiting from access to credit are mobile 
traders. Like Chinese traders in rural villages, mobile traders have lim-
ited capital and cannot set up shops in a city center. Those poor migrants 
generally purchase goods from Chinese shops and take those goods 
around to many rural villages and rural markets. An owner of a motor-
bike spare parts shop, who was a mobile trader previously, noted that he 
had credit relationships with a few wholesale traders. Some allowed him 
to pay only one third of the cost up front, while others required 50%. He 
also remembered that the cost of goods he bought on credit was higher 
than normal. However, limited capital did not allow him to have many 
options (Interview, KM, October 3, 2015).

It is clear that the operation of Chinese petty business relies heavily on 
the utilization of family members for labor, especially during the pioneer-
ing days of the business. The business is usually established by one or 
only a few Chinese, in most cases male. If a business goes well or more 
labor is required, more family members join them. Many traders indi-
cated that there were only family members helping them run a shop at 
the initial stage of the business. The families were dealing with suppli-
ers and customers, managing shop accounts, seeking newer or cheaper 
goods, checking stock, keeping the shop tidy and clean, stocking shelves, 
and more. Another advantage of having family members as co-workers is 
the element of trust in allowing that person to take care of the business 
when the settlers are away on business trips, meaning that shop opera-
tion is not interrupted by the absence of the owner. One Hunan noted 
that he travels back and forth between Laos and China 3–4 times a year. 
He can make several trips because his daughter oversees the family’s 
stereos and home appliances store. That trader also has a clothing shop 
in Hunan Province, which his wife operates. Having no worries about 
the shop, he can travel to China to meet wholesalers and seek newer or 
cheaper products (Interview, IM, April 4, 2016).

When the business grows and families cannot provide a sufficient labor 
supply to the shop, non-family labor is recruited. Some shops employ local 
Laos to help in their shops. The Chinese traders, however, prefer to hire 
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Chinese laborers instead of Lao workers. There is a common perception 
among Chinese petty traders that Lao workers are lazy and feeble. One 
migrant trader expressed his impression that Lao workers “are extremely 
lazy. They just sit and look around. They do not tolerate hard work. Many 
were with us only a few days and left. They said the work is too hard. They 
are not patient. It is very difficult to find any good Lao worker” (Interview, 
FM, October 3, 2015). Chinese labor is mainly recruited through net-
works of village-based friends and relatives. They are assigned to take care 
of various types of unskilled duties that were previously handled by the 
owners and their families. The shop setters and families focus mainly on 
dealing with accounting, suppliers, or wholesale customers. However, the 
owners continue to keep an eye on their employees at all times.

Chinese migrant traders appreciate the habit of hard work by their 
co-villagers or relatives. As mentioned earlier, poor newcomers con-
sider getting hired in the pioneers’ shops as a significant route to build-
ing up savings, gathering business information, and eventually opening 
their own business in the future. The two groups of migrants are gener-
ally connected through their family or village-based networks. There is 
some tension between the shop owners and new migrants. Some Chinese 
laborers feel that they are exploited by shop owners. One Hunan, who 
arrived in Pakse at the age of 22 years in early 2015, noted that he was 
recommended to work in a hardware shop owned by his brother’s friend. 
He did not get paid for the first month of his work and was required 
to work from early morning until late at night, seven days a week. 
The young Hunan did not want to continue working with his current 
employer but because he was connected with the shop owner through 
his brother’s ties, he could not leave the shop immediately as he wished. 
“He is my brother’s friend. He recruited me because of my brother’s 
recommendation. I have to work with him for a while, to keep my broth-
er’s face” (Interview, April 6, 2016). Although interpersonal networks 
are important for labor management, there is also a downside to them.

Chinese Migrant Traders and the Locals

Prior to the arrival of Chinese petty traders and Chinese commodities, 
the commodities offered in Laos were mostly imported from Thailand 
and, less often, Vietnam. There is widespread perception among the Lao 
population that Thai products are the best quality, but that the prices are 
also high. Many poor Laos are unable to afford Thai goods. In contrast, 
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Chinese commodities are much cheaper than Thai products and the Lao 
people always comment on the inferior quality of the Chinese products. 
However, Chinese goods are popular among the Lao population because 
their affordable prices. It is said that Chinese products are in every single 
house in Laos. Houses belonging to local traders who consider Chinese 
migrant traders as their competitors are without exception.

Increasing numbers of Chinese petty traders are cause for alarm 
for local merchants. Some local traders who sell goods imported from 
Thailand have described that local traders have not yet been fully dis-
placed by Chinese merchants. However, they have started to worry 
about the future of local business. One Lao lady who runs a consumer 
store expressed her concern: “We have already lost some customers to 
Chinese shops, largely the poor. Prices of Thai goods are too high for the 
poor. When the Chinese come, they provide a cheaper choice for poor 
Laos. Many customers have moved from my store to Chinese shops” 
(Interview, JK, March 7, 2015). Another Lao, who is running a shop 
selling motorbike spare parts and accessories imported from Thailand, 
shared a similar story. He mentioned that his business was doing well in 
the past, as the motorbike market was dominated by Thai motorbikes. 
Currently, Chinese motorbikes are found all over Laos and have gradu-
ally superseded Thai motorbikes. That situation occurs due to the price 
difference between Chinese and Thai motorbikes. In general, a Chinese 
motorbike costs only about one third of the price of a motorbike 
imported from Thailand (Interview, SY, October 6, 2015). A Chinese 
migrant trader who runs a motorbike shop noted that while both Thai 
and Chinese motorbikes are offered in her shop, Chinese motorbikes are 
far more popular than Thai motorbikes. She usually sells about 80–90 
Chinese motorbikes each month, but no more than 20 Thai motorbikes 
or even less than ten in some months (Interview, EF, October 2, 2015). 
Some local traders, both Laos and Overseas Chinese, are worried that 
they might be displaced from the market because they cannot afford 
high rents like the Chinese migrants can. To survive, some local traders 
have Chinese goods placed in their shops alongside Thai and Vietnamese 
goods. It is likely that in the future, Chinese goods will be prevalently 
offered not only in Chinese shops, but also in shops owned by locals.

The Overseas Chinese in Pakse have different perspectives on the rise 
of Chinese influence in Laos. The Laotian Chinese who run small busi-
nesses, such as grocery shops, agricultural tools shops, motorbike repair 
shops, and clothing shops express their worries about their business 
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future after the arrival of Chinese petty traders. With limited capital and 
business networks, those Overseas Chinese may not be able to handle the 
arrival of Chinese migrant traders. The situation of the Overseas Chinese 
who have a large amount of capital or have strong business networks is 
different. Some of them have begun to establish business connections 
with Chinese from mainland China, mainly through the links of a dialect 
or hometown-based Chinese association. Some Laotian Chinese import 
products from China. Some have sent their children to a school or a uni-
versity in China; they expect that their children will obtain not only an 
education but also business networks with the Chinese. One Overseas 
Chinese, who owns a hotel, a building materials store, and a motorbike 
spare parts shop, mentioned that he has two children studying in China. 
The main reason for sending his children to China instead of a western 
country is to gain business networks in China.

Education in a western country might be better than in China. My chil-
dren might have a chance to develop English language skills. But China 
has a massive population and large domestic market. It has more busi-
ness opportunities. I thought going to China might be the best choice.  
I persuaded my children to go to China. I told them that they could learn 
the Chinese language which would be an important business language in 
the future. They could make friends with their Chinese classmates. These 
would be crucial for business dealing or investing in China in the future. 
(Interview, GM, April 26, 2016)

While some Overseas Chinese attempt to establish links with people in 
mainland China, they generally have no willingness to establish rela-
tions with Chinese petty traders. The Overseas Chinese, whose ancestors 
migrated from China (mainly Guangdong Province) in the early twen-
tieth century, differentiate themselves from new migrants. One of the 
committees of the Overseas Chinese Association in Pakse pointed out 
that:

They came from China like our ancestors but we are not the same. They 
speak Chinese but have different accents, which are not easy to under-
stand. We have settled here considering Laos as home. But new migrant 
traders have not settled yet. They see China as their home, not Laos. They 
are not members of our [Overseas Chinese] association. They do not join 
any activities with us. There is nothing we do together. (Interview, ZY, 
March 21, 2015)
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Another Overseas Chinese also commented on the ways that new 
migrants operate a business:

Their goods are cheaper than ours, but they sell very poor-quality goods. 
Look at the mobile phones they sell. How long can you use it? New 
Chinese just come to make money from selling crappy products. They 
keep moving from one place to another all the time. What else can you 
do if there is a problem with your phone? You go back to the shop and 
find that they have already left. What can you do? They do not care much 
about customers here. They just come to make money. But we are here. 
We have houses and families here. We cannot run away from home. We 
cannot do business like that. We have to operate our business with honesty 
and integrity. (Interview, GS, March 21, 2015)

New migrant traders themselves do not express their willingness to 
engage with Lao society. While Laos is seen to be the place they can seek 
their fortune, it is an unpleasant place to live. Some common complaints 
they have include, “the market is dirty,” “the school quality is low,” 
“hospital services are poor,” and “people are poor and lazy.” Thus, they 
send their kids back to school in China. When they have health concerns, 
they seek Chinese doctors in another town or even return to China. 
Nearly 100% of the interviewees insisted that they would stay in Laos 
only on a temporary basis. Some migrants’ length of temporary stay is 
almost 20 years; however, they still have strong intentions to go back to 
their homes in China in the future. Unlike Overseas Chinese who enjoy 
their Lao citizenship, new migrants prefer to hold a People’s Republic of 
China passport.

The situation of Chinese migrant traders in Pakse is thus like what 
Danielle Tan noted, that integration of new Chinese migrants to Lao 
society is limited (Tan 2015). New migrants have very limited contact 
with local communities. Only a few of them have established contacts 
with local Laos or Overseas Chinese. They tend to stick together. When 
the shop closes in the evening, they spend their free time with their 
neighbors, who are often their relatives or co-villagers. Playing Chinese 
Mahjong together in front of a shop is a familiar sight. Some watch 
Chinese television shows. Many contact their families in China, mainly 
via the internet and chat programs.

It should be noted that levels of interaction between Chinese migrants 
and local communities are related to migrants’ investment level. Bien 
Chiang and Jean Chih-yin Cheng noted that for migrant petty traders 
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who run a small shop, their business relies mostly on assistance of the 
relatives, friends, or co-villagers who came earlier (Chiang and Cheng 
2015). Assistance of Overseas Chinese may be unnecessary for their 
business operations, however, for Chinese migrants who seek to invest 
in large-scale enterprises such as setting up large-scale plantations or 
mining, they need to obtain concessions from the government. Thus, 
assistance of the locals is indispensable. Without assistance of Overseas 
Chinese, new Chinese migrants can hardly establish personal connec-
tions with Laos’ political elite and government officials (ibid., 2015). 
One Chinese migrant noted that he could obtain rock mining con-
cession from the government through the assistance of an Overseas 
Chinese who has good connections with high-ranking officials in 
Champasak (Interview, AM, April 25, 2015). Another migrant, who is 
a mobile phone distributor in Champasak Province, also mentioned an 
Overseas Chinese in Vientiane who had assisted him in negotiating with 
the company (Interview, XM, April 6, 2016). However, even this group 
of migrant merchants have limited cultural integration into Lao society.

Uncertain Future of Chinese Migrant Traders

There is increasing competition among Chinese petty businesses as more 
new traders arrive in the already crowded Chinese shops. Many migrant 
traders indicated that they were hesitant to invite new migrants to join 
them in Pakse because, “the business here is not as good as it was. Many 
have already lost their money. I do not want to upset them. I do not 
want them to lose money” (Interview, KF, April 3, 2016). Another shop 
owner gave a straightforward view: “There are already too many traders 
here. Nobody wants more competitors. We are already struggling to earn 
money” (Interview, YF, April 6, 2016). Although current Chinese trad-
ers see that the future railway linking Kunming and Laos will minimize 
transportation costs of their goods, they are concerned that the train will 
bring more migrants, thus more competitors, to Laos. Their business is 
likely to be tougher in the future.

Even though the train has not yet arrived in Laos, many migrant 
traders, particularly those who run wholesale shops, have already expe-
rienced stiff competition from other Chinese shops. One area of con-
cern is caused by a credit system. The credit relationship is embedded in 
Chinese business practices and shop owners are expected to offer credit 
to their customers. The migrant traders do not want to sell on credit and 
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try to avoid that relationship with customers. However, running a busi-
ness in a highly competitive environment, they must involve themselves 
in the system to maintain their customers. Selling on credit becomes a 
serious problem for traders with limited capital because those traders 
cannot offer long-term credit or substantial amounts of credit in the 
same way that big shops can. Most of the wholesale traders have expe-
rienced losing money from selling on credit, even when they carefully 
consider the customer’s background.

Petty traders have a mixed image of Laos. The country is viewed as 
an attractive destination to seek business success. Of course, many new 
migrants have become successful traders and have expanded their busi-
nesses. However other migrants have suffered losses. Over the past few 
years, some Chinese shops have been closed or sold to new migrants. 
More than ten shop owners have returned to China, or moved to 
another location on Laos, having had little to no success. Some trad-
ers have complained about the Lao government’s attempts to control 
Chinese businesses: “We are required to pay lots of fees. We are not so 
sure how long we can run a shop” (Interview, KM, October 3, 2015). 
Regulations and enforcement regarding the business operations of for-
eign migrants somehow overlap. Legally, migrant traders are required to 
register with the Lao government. Although most of the migrant traders 
have registered with the Hunan Chamber of Commerce, only some have 
registered with the government. The government has achieved limited 
potential to enforce the regulations which leaves room for negotiation 
between migrants and local officials. Migrant traders were informed in 
2013 that the Lao government would actively enforce the rules. Local 
officials visited Chinese shops and checked their business licenses and 
visas. The owners could, however, negotiate with officials to stay and 
operate their businesses in Laos on the condition that they register and 
pay a fee to the government. That solution adds cost and puts more 
pressure on their businesses. Some Chinese migrants are under the 
impression that the Lao government will impose the regulations on them 
more strictly than on Vietnamese migrants. Surprisingly, many migrants 
do not feel that the Chinese government has provided support for their 
businesses. Many heard about the financial support that the Chinese gov-
ernment provides for Chinese overseas investments, however, none of 
them could access that support. Migrant petty traders have the impres-
sion that large-scale investors can better access financial support from the 
Chinese government than small-scale merchants.
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Conclusion

This chapter explored the background of the current Chinese migrant 
traders in Pakse, southern Laos. A considerable number of migrants 
first came to Laos between 2000 and 2005, after the implementation of 
China’s “Going Out” strategy which has led to an increase in China’s 
aid and investment in Laos. However, it was only after 2010 that Pakse 
became a new and popular destination for Chinese migrant traders where 
they could set up Chinese shops in Pakse’s commercial center and the 
surrounding areas.

Those new Chinese migrants have different backgrounds from the 
Overseas Chinese who migrated to Southeast Asia in the early twenti-
eth century. The previous wave of migrants mainly came from the coastal 
areas, mostly Guangdong Province. New Chinese migrants in Pakse 
mostly arrived from Hunan, an inland province. The educational back-
ground of the migrant entrepreneurs is also different from the Overseas 
Chinese who migrated to Southeast Asia during the colonial period. 
Unlike the old wave, many of the new migrants have a university degree 
and some have a high school diploma.

Having Pakse as a current business base, migrant traders have fam-
ily members, friends, or co-villagers running businesses in other parts 
of Laos. Those interpersonal networks are important for business estab-
lishment and operations. Many migrant traders set up their businesses 
through networks of pioneer migrants who provide various forms of  
support, such as business information, business networks, and financial 
support. Being a laborer in a Chinese shop when they first come to Laos 
is another means Chinese migrants use to earn savings, gather business 
information, and establish business networks before establishing their 
own businesses. Some traders, who do not have links with the pioneers, 
explore their business opportunity in Laos through Chinese migrants 
they meet at Chinese guesthouses and restaurants-unofficial Chinese 
business centers. Those migrants generally travel with small-item goods 
to many places before deciding on their business location.

Interpersonal networks are crucial for Chinese migrants’ business 
operations. Migrant traders can access business information, networks, 
and particularly business credit through their interpersonal networks, 
mainly based on family, friends, or a common village or township. 
Another common characteristic found among the migrant traders is that 
they heavily rely on family labor. When their businesses expand and more 
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labor is needed, they try to recruit another member of the family to join 
them rather than employing locals. However, while interpersonal net-
works play a significant role in migrants’ business operations, they can 
create more tension. For example, financial problems emerged under the 
credit relationship among migrant traders.

New migrants have had limited success engaging both local Laos 
and Overseas Chinese. Their cheap commodities are welcomed in Pakse 
but the migrants themselves are not. Although some oversea Chinese 
attempt to reestablish the links with mainland China for their busi-
ness opportunities, they express no willingness to get involved with the 
Chinese petty traders. The migrant traders have not shown themselves 
willing to integrate into Lao society or the Overseas Chinese commu-
nity. Migrant traders, especially those who run small shops, rely more on 
migrants’ networks than Overseas Chinese’s assistance.

Migrants who arrived with substantial amounts of capital to invest in 
Laos, however, attempt to establish business relationships with Overseas 
Chinese or local Laos. Through connections with the locals, they can 
gain access to government officials and political leaders, and in such a 
way, obtaining official permission or concession from the government 
is possible. Even though the locals are of assistance to the operation of 
their business, their cultural engagement with the local communities 
remains limited. Migrant traders typically consider Laos a place of tem-
porary residence and express their intentions to return home to China.

The presence of Chinese migrants and cheap Chinese products has 
led to concern over the future of local businesses. Some local merchants 
have lost customers to Chinese shops. Some are attempting to make 
their business survive by ordering Chinese goods for their shops, and 
other local traders are concerned that they will be replaced by Chinese 
traders in the future. Evidence from Pakse suggests that Chinese busi-
ness is not always bright. It is true that some migrants become success-
ful and can expand their businesses. New migrants, especially those who 
came late or have limited capital and networks, are facing business diffi-
culties or suffering losses, mainly caused by a highly competitive business 
environment. Additionally, many petty traders are concerned that when 
Laos and China become more connected through the Laos-China rail-
way, there will be more new migrants arriving in Laos and their business 
is likely to suffer. According to the migrant traders, China’s policy and 
development projects seem to provide benefits for large-scale business 
enterprises rather than their small businesses.
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Note

1. � This is an association of the Overseas Chinese ancestors who migrated to 
Laos in the twentieth century and have become Lao citizens.
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CHAPTER 12

Developing Entrepreneurship  
Under the Rise of China: Chinese Migrant 

Entrepreneurs in Tourism-Related 
Businesses in Chiang Mai

Aranya Siriphon

Introduction

This chapter identifies entrepreneurial strategies developed by Chinese 
businesses engaged in the tourism sector and located in Chiang Mai, 
Thailand. The research presents case studies of small- and medium-sized 
enterprises (SMEs) with transnational business practices. Chinese entre-
preneurs in the region utilize new strategies that are common among 
multinational enterprises in Southeast Asia. This generation of migrants 
benefit from political, economic, and social networks with direct and 
indirect support from the Chinese government.

Distinctive to the northern Thai province, Chinese migrants often 
come from a middle-class background utilizing modern approaches 
similar to entrepreneurs from a higher socio-economic class with estab-
lished large-scale businesses (Chen et al. 2006). They represent a new 
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generation with an average age of 25–40 years and are the descendants 
of government officials working in state-owned enterprises (SOEs) 
who now operate domestic and international businesses. A compar-
ative analysis of Chinese SMEs provides insight into similarities with 
Chinese owned multi-national private enterprises in Taiwan and Vietnam  
(Chen et al. 2008) and Hong Kong (Wong 2008). Both demonstrate a 
combination of risk taking and utilization of technology to advance and 
manage their business (Milton-Smith 1999; Foo and Foo 2000; Liu 
2012). They also use modern western management practices and organ-
izational structures (Wong 2008; Chen et al. 2008; Yarzebinski 1992). 
One difference is that SMEs in Chiang Mai tend to value small business 
without the ambition for growth and expansion that are driving mul-
ti-national firms based in Hong Kong and Taiwan. Chiang Mai entre-
preneurs tend to diversify their investment in several types of businesses 
and are redefining the nature of traditional guanxi. Furthermore, the 
research considers those transnational entrepreneurs in the context of 
contemporary Thai state policies and the concept of dual embeddedness 
(Ren and Liu 2015).

The emergence of new modes of entrepreneurship is demonstrative 
of China’s growing influence in Southeast Asia. Chinese entrepreneur-
ship and transnational business networks in modern Asia are complex 
and not always transparent (i.e. intra-ethnic competition or the dark side 
of guanxi) (Chan and Ng 2001; Chan 2000; Gomez and Hsiao 2001; 
Menkhoff and Gerke 2002). Chinese capitalism can be viewed as hybrid 
capitalism which is open and fluid in nature instead of the ethnic and 
cultural commonalities or cooperation defined as ethnic Chinese (Yeung 
2004). Hong Liu (2012) proposed deeper elaboration on the roles of 
the state, society, and capital in Chinese business. He argued that trans-
national Chinese networks and state interaction has been significantly 
shaped by the dynamic rise of China and the rapid economic regionali-
zation of the Asia Pacific region. That reinforces transnational embedded 
networks and facilitates the emergence of transnational Chinese entrepre-
neurship among a new generation (Liu 2012; Ren and Liu 2015).

Transnational Entrepreneurs in Chiang Mai

The number of Chinese entrepreneurs establishing businesses in 
Thailand has risen rapidly since 2012. The Thai Department of Business 
Development reports a total of 8905 Chinese companies registered 
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(2016–2017) under the Foreign Business Act B.E. 2542 (A.D. 1999). 
Bangkok is the most popular province for Chinese business with 4690 
companies (75%) registered. The northern province has 570 companies 
registered with 381 concentrated in the provincial capital of Chiang Mai. 
Eighty-three of those companies are in the tourism-related sector with a 
total investment of US$86 million in the past year (Table 12.1).

Fieldwork conducted from November 2015 to July 2016 includes 
in-depth and key informant interviews, participant observation at a new 
Chinese Association established by the Qiaoban Center of Beijing, and 
extensive literature review. Ten key informants represent newly settled 
Chinese migrant entrepreneurs in Chiang Mai and are typical of middle- 
class Chinese coming from professional or government jobs (Hays 
2015). They invest outside of China with high ambitions for success 
based on innovative entrepreneurial risk (Zhou 2010; Graceffo 2016), 
are both male and female, and most have college degrees.

The emerging class of Chinese entrepreneurs in Chiang Mai come 
from all regions of China such as Guangxi, Kunming, Shanghai, 
Shenzhen, Fujian, Henan, Qinghai, and Beijing. That distinguishes 
them from migrants who settle along the Thai border arriving overland 

Table 12.1  Chinese companies operating in various tourism-related businesses 
in Chiang Mai during 2016−2017

Source Data from the Department of Business Development, Ministry of Commerce 2017, http://www.
dbd.go.th/main.php?filename=index (Retrieved March 30, 2017) These numbers do not include indi-
vidual/private Chinese entrepreneurs or main street entrepreneurs (Doody et al. 2016: 858–876) who 
run various types of tourism-related businesses in Chiang Mai such as hotels, resort guesthouses, lodges, 
restaurants, spa and massage shops, travel agencies, souvenir shops, and even those who are freelancing 
as tour guides or running online market businesses that send Thai products to China and beyond.

Business type Total numbers of companies Investment values (THB 
million/USD)

1. Real estate business 40 2742/79,000,000
2. Accommodations and food 
services business

33 198/6,000,000

3. Shipping, transportation, 
and logistics companies

9 27/772,000

4. Arts, entertainment, and 
recreation business

1 1/28,571

Total 83 2968/85,800,571

http://www.dbd.go.th/main.php?filename=index
http://www.dbd.go.th/main.php?filename=index
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from the southern regions of China, primarily Yunnan (Siriphon 2015, 
2016). The Chiang Mai entrepreneurs take advantage of modern tech-
nology and transportation, making them mobile and flexible, with many 
traveling throughout Southeast Asia and back to China. Six out of ten 
respondents have a similar level of professional experience. At least six 
have run similar businesses in China or elsewhere. Table 12.2 depicts 
the diversity of experience and backgrounds ranging from Shanghai to 
Canada. Some entrepreneurs are new to business, coming from public 
service, teaching, or journalism in China and moving to Chiang Mai to 
start a new life.

Related to the content of Tables 12.2 and 12.3 demonstrates the 
commonalities and differences in applying entrepreneurial strategies. 
All ten respondents have utilized various strategies commonly seen in 
contemporary multinational firms. Wong (2008) and Chen et al. (2008) 
identified that the commonality in Asian multinational firms is rational-
ity and efficiency in corporate governance structures to protect share-
holders, employees, customers, and other stakeholders. That approach 
is utilized by many of the key informants who were interviewed. 
They recruit professionals and local experts and put them in manage-
ment positions. For example, Interviewee 2 hired an English-speaking 
Thai employee to manage her antique shop and deal with the export 
of Thai products and English-speaking customers. Interviewee 3 hired 
a Chinese chef as a senior cook to serve Chinese fusion cuisine and a 
Thai general manager. Interviewee 7 hired a Muslim-Chinese chef from 
Xingjing to serve specialized noodles to her customers. Many of those 
entrepreneurs collaborate with Thai investors for joint SMEs and hire 
communications and marketing professionals to service customers in 
many languages.

Digital technology is used by all the respondents to both manage their 
business from a distance and open markets to new customers. Online 
management tools allow for business owners to oversee accounting, pay-
roll, bookings, and other administrative tasks virtually from anywhere in 
the world. For example, Interviewees 2, 3, 6, and 7 all use online plat-
forms such as WeChat pay and Alipay to manage their accounts as they 
travel between China and Thailand.

Online booking systems are used for hotels as well as electronic bill 
paying systems. Some business owners install closed circuit television 
surveillance to remotely monitor employee performance. The internet, 
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particularly social media, is used for marketing to promote their services 
and products. Young Chinese entrepreneurs in Thailand use technol-
ogy to gain a competitive advantage. They use online communication 
via various platforms (such as chat rooms) as well as digital payment or 
electronic money transfers with online transaction processing. All ten 
respondents have taken advantage of advanced internet marketing tools 
and technologies to target wider markets, and have been able to do so on 
a small budget.

The difference between the SMEs based in Chiang Mai and Asian 
multinational business strategies is their investment diversification strat-
egies. Diversification usually involves long-term returns while minimiz-
ing risk. Chinese entrepreneurs based in Chiang Mai treat diversification 
as a backup plan for unexpected situations to balance the risk of run-
ning a small business. Some young Chinese entrepreneurs diversify their 
business by adopting several modern techniques and management strat-
egies. Others choose to diversify by expanding to other related prod-
ucts, research their potential, and make an entry into the new market. 
They also diversify their investments across different geographies. All ten 
cases have diversified their businesses and investments both in China and 
abroad. Most have investments in the Chinese stock market and domes-
tic businesses. They all responded that those investments are crucial to 
provide passive income and reduce the risk of bankruptcy. They prefer 
investing in stock markets over savings accounts in banks as the Chinese 
stock market is known to be dominated by retailers and entrepreneurs 
seeking long-term gain to balance high-risk short-term investment.1

Aiming to diversify their investment, all respondents operate their 
primary business investment in Thailand or in China and are also share-
holders in other businesses. For example, Interviewee 6 is a manager and 
owner of a hotel branch in Chiang Mai, but he is also a shareholder of a 
hotel corporation based in Shanghai where he used to work. Interviewee 
4 owns shares in a logistics company in Kunming, while also setting up 
her own logistics company in Chiang Mai. Interviewees 1, 2, and 3 all 
maintain shares in previously owned businesses and guesthouses based 
at tourist destinations in China, such as Dali, Lijiang. Investment in the 
tourism sector in Thailand is another strategy. For example, Interviewee 
8 runs a real estate company selling condominiums and houses in Chiang 
Mai for Chinese customers and rents a building for a small-scale hip-style 
hotel. He has a dream to meet foreigners and share travel experiences. 
Interviewee 10 has his own logistics company and an import-export 
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venture to trade in Thai products. Table 12.3 represents the diversifica-
tion and entrepreneurship strategies used by the key-informants.

The Chiang Mai entrepreneurs gradually expand their businesses 
throughout northern Thailand by renting land. However, that can pose 
vulnerabilities and risks because there are restrictions to foreign prop-
erty ownership in Thailand. Sometimes nominee shareholders are used 
to create joint ventures for the sole purpose of owning property, which 
is illegal and authorities have recently cracked down on the practice. 
Thai property owners have limitations regarding leasing to non-citizens 
but business people have found a way around that through invest-
ment in Thai-owned businesses to obtain long-term leases or property. 
Most Chinese entrepreneurs are forced to rent space for their business. 
According to Private Property Law and Civil and Commercial Law of 
Thailand, the Thai owners have the right to decide the fee and rental 
period of the lease. Normally contracts are 1–2 years with annual renewal 
options. Should they want a 3-year contract, the tenants need to register 
with the Provincial Land Office.

Another difference in managerial styles between SMEs and large firms 
is the use of guanxi. Guanxi is considered the spirit of Chinese entre-
preneurship and is regarded as an essential element of Chinese culture 
and social structure deeply rooted within Confucianism and the values 
of kinship, family, trust, loyalty, reciprocity, and harmony (Weidenbaum 
1996; Redding 1995; Fei 1992). Some scholars contend that guanxi 
has emerged from within a set of social institutions like other socialist 
economies marked by scarce resources and elite control. Other manage-
ment scholars see guanxi as human capital that helps gain competitive 
business advantages (Tsang 1998; Yeung and Tung 1996) and improves 
economic efficiency (Nee 1992). Scholars have demonstrated the way in 
which guanxi has developed as a cultural aspect of Chinese entrepreneurs 
in facilitating their business within unpredictable economic and politi-
cal constrain (Whitley 1992; Hefner 1998; Weller 1998). Others (Yang 
1994; Kipnis 1997) have proposed a more multidimensional analysis of 
guanxi, noting that the principle of trust (central to guanxi practices) 
can operate in several ways in transnational networks, including beyond 
ethno-national lines.

In modern business practice guanxi strategies are used to a lesser 
degree because formal transnational trade using modern technol-
ogy, along with more relaxed regulations for foreign investment, cre-
ate new pathways for entrepreneurs. Although guanxi is currently less 
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important, it may still be used in some cases. Guanxi networks, such as 
Thai-Chinese citizens known for many years or their Chinese partners 
who came to Thailand over years past, assist entrepreneurs with infor-
mation and communication. Interviewee 6, for example, rented land and 
took over an old resort from a previous Thai owner who he heard about 
through a close Chinese friend. The friend knew the Thai owner through 
a Thai-Chinese national network. That type of guanxi network does not 
represent the dark side of guanxi, rather it is used as a type of shortcut 
to save time and costs to facilitate business development. It is worth not-
ing that this kind of guanxi network is not necessarily used in all cases 
because entrepreneurs have access to people and opportunities via their 
formal trade channels and the internet. For example, entrepreneurs can 
find information about places for rent through online advertisements 
written in Chinese posted on online platforms.

However, some informants have uniquely redefined guanxi on a phil-
osophical level rather than on a strategic one. For example, Interviewee 
6 defines guanxi as the ability to gain trust from customers by providing 
good services which guarantees that customers come back to his busi-
ness. He insists that young Chinese entrepreneurs should be diligent, 
peaceful, and professional and always gain new knowledge to advance. 
Guanxi, in that sense means cultivating both a good personality for 
self-improvement and growth (Fei 1992) and evokes the principle of 
trust (Yang 1994).

The Role of Government

Both the Chinese and Thai governments play a significant role in the 
success or failure of the transnational Chinese entrepreneurs’ business 
ventures. Barabantseva (2011) argued that the Chinese Communist 
Party (CCP) has a desire to build a strong state and a prosperous society 
to overcome the legacies of imperialism and invasion and the dilemma 
of modernization. Those have been the underlying themes of state-led 
nationalism in China. One mechanism that the CCP uses with inbound 
and outbound Chinese subjects of mainland China is deterritorialized 
nationalism (Duara 1997, 2005). China has initiated transnational cul-
tural politics by which it trans-nationalizes the Chinese identity among 
the diaspora and instills a sense of Chinese nationalism in the Overseas 
Chinese community (Nyiri 2001; Callahan 2006; Barabantseva 2011). 
On the one hand, deterritorialized nationalism helps to strategically 
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refine the Chinese nation-state establishing codes of communication 
with both the state and societal forces transnationally. On the other 
hand, along with the “Going-Out” policy, the reemergence of Overseas 
Chinese nationalism employed by the Chinese state can increase the 
number and facilitate xin yimin (new migrants) (Zhuang 2007; Nyiri 
and Saveliev 2002; Nyiri 2007; Liu 2005; Callahan 2008; Siriphon 
2015). For the increasing flow of Chinese migrant entrepreneurs into 
the Mekong region, the People’s Republic of China not only effec-
tively influences local and national economies of the host countries, but 
actively asserts its symbolic and ideological presence in the region. Thus 
China can expand its presence in the region through Chinese migrant 
entrepreneurs.

The increasing Chinese entrepreneur capitalism in China and beyond 
was stimulated after the 1990s by the Chinese state and the market-
oriented reforms initiated by Chinese leader Deng Xiaoping (Smart and 
Smart 2005). The growing Chinese entrepreneur capitalism in China 
emerged partly from the economic reform policy regarding business loss 
of SOEs in China which were replaced by small and medium non-SOEs. 
Meanwhile, after 2000, SMEs were supported by promoting technolog-
ical innovation policies and development, granting financial support for 
SME development by tax incentives, and improving the financing envi-
ronment for SMEs (Chen 2006; Liu 2008). Since then, urban collec-
tive enterprises, town and village enterprises (TVE), and the private and 
self-employment sector have been growing and flourishing throughout 
China. The TVE is recognized as the main driving economic mechanism 
of China’s economic development. After 2010, the China-ASEAN Free 
Trade Area, along with the Chinese government’s announcement of the 
Going-Out strategy, encouraged domestic enterprises including SMEs to 
invest overseas. The policy has been a success in promoting China’s local 
SMEs participating in foreign management and competition in various 
forms. China’s Ministry of Commerce reported that at the beginning of 
SME promotional policies in 2003, there were more than 20,000 enter-
prises that participated in foreign investment, 70% of those were SMEs. 
Foreign direct investment (FDI) policies for SMEs have become the 
major part of transnational management of China’s enterprises, whose 
failure or success is determined by the accomplishment of One Belt One 
Road (OBOR) (Wang 2014).

Chinese migrant entrepreneurs in Thailand are part of the Chinese 
government OBOR that encourages domestic entrepreneurs, including 
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SMEs, to invest overseas. The Chinese state is explicitly proactive in 
helping create transnational entrepreneurship and a business-friendly 
environment through effective relevant policies and strategies operating 
in and outside China and advancing technological telecommunication to 
indirectly support and facilitate transnational Chinese business.

The Thai government plays a less active role in regulating transna-
tional Chinese entrepreneurship in Thailand and that less active role has 
had a negative effect on Thai groups of small- and medium-sized tourism-
related businesses. A notable example is how the Thai government has 
failed to do anything about the gaps in Thai law relating to ownership. 
The Thai government said that it would obstruct business environment 
in Thailand. The private property law, Civil and Commercial Law of 
Thailand, and the Foreign Business Act of 1999, have resulted in using 
nominee shareholders to create illegal joint ventures for the sole purpose 
of owning property in Thailand. At the end of 2016, the Thai government 
took steps to stop illegal business practices. The Ministry of Commerce, 
Department of Tourism, Department of Business Development, and 
Department of Special Investigation of Royal Thai Police, collaboratively 
began monitoring businesses that they suspected were operating illegally. 
Recently, the Thai government reported that the monitoring would con-
tinue and extend to 17 provinces from ten provinces.

The Thai government has focused on launching economic policies and 
strategies to assist big firms and larger scale business and investment. For 
example, to attract FDI, the Board of Investment of Thailand (BOI) cre-
ated several promotion measurements, including tax incentives focusing 
exclusively on foreign firms’ large-scale investments, and exemptions of 
corporate income tax for the first 8 years of investment in Thailand. The 
BOI also offered a 50% corporate income tax reduction for up to 5 years 
and includes an exemption for foreign investment companies to have 100% 
shared ownership when the investment is for export. In the event of invest-
ment in the industrial sector establishing a headquarters or international 
branch in Thailand, it is permitted to own 100% of the land and bring 
skilled workers and experts to work in promoted activities (BOI 2017).

China is actively creating incentive policies to support the economic 
growth in and outside China for both small- and large-scale investments. 
The Thai government, on the other hand, focuses only on economic 
policies and strategies to assist larger-scale businesses and investment. 
Those policies do not provide sufficient room for Thai entrepreneurs in 
small- and medium-scale businesses to compete. The results have proved 
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that Thai laws are often one step behind in preventing aggressive stra-
tegic policy to stimulate growth of other countries whose nationals are 
attempting to penetrate the Thai market.

Chinese entrepreneurs provide a new competitiveness for Thai busi-
ness, which is especially so in the handicraft manufacturing, hotel, logis-
tics, and shipping industries formerly run by Thai business owners in 
Hang Dong and San Kam Paeng districts attracting tourists to Chiang 
Mai. During this research, at least five Thai SMEs closed their businesses 
or sold them to Chinese entrepreneurs (Interview, November 2015). 
Other Thai businessmen rented or leased their businesses, while still oth-
ers sought emerging markets by building new networks, however, that 
requires investment and can be constrained by new Thai regulations.

Conclusion

There are two significant findings to better understand Chinese diaspora 
and transnationalism in Thailand. The first is a new type of recent Chinese 
entrepreneurs from middle-class backgrounds who run small transna-
tional businesses. The second is the role of the Chinese and Thai policies. 
While the Chinese state has played a proactive role in advancing policies 
and strategies to encourage Chinese emigration and investment, the role 
of the Thai state has been less active in promoting Thai entrepreneurs, 
and especially in handling transnational Chinese entrepreneurs’ business 
in Thailand. Thai policy has been slower and narrower than Chinese 
policy in creating incentives that can support business development and 
growth equitably. The Thai government, with its less proactive approach 
and narrow-minded policies, causes insecurity in the Thai economy. With 
the intense competitive atmosphere driven by the growing transnational 
Chinese entrepreneurs in Thailand, that can potentially harm Thai entre-
preneurs of small- and medium-sized tourism-related businesses to the 
point where they can hardly share any part of the market.

Note

1. � According to Reuters, about 85% of the Chinese stock markets in Hong 
Kong, Shenzhen, and Shanghai are traded by Chinese individual retail inves-
tors rather than institutional investors. It is everyday Chinese citizens that 
dominate the market which is unlike many of the world’s stock markets. See 
more details at http://www.reuters.com/article/us-china-stocks-idUSKC-
N0PI04Q20150708 (accessed on February 12, 2017).

http://www.reuters.com/article/us-china-stocks-idUSKCN0PI04Q20150708
http://www.reuters.com/article/us-china-stocks-idUSKCN0PI04Q20150708
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CHAPTER 13

Negotiating the Rise and Vice of People’s 
Republic of China Transnational 

Entrepreneurs: Multiple Strategies by  
Thai-Yunnanese Small and Medium 

Enterprises in Chiang Mai

Kian Cheng Lee

Introduction

This chapter posits that Thai-Yunnanese entrepreneurs from small 
and medium enterprises (SMEs) utilize multiple strategies to mitigate  
the challenges and seize opportunities posed by People’s Republic of 
China (PRC) transnational entrepreneurs in Chiang Mai, Thailand.  
The author has chosen to explore the versatile and diverse strategies 
adopted by Thai-Yunnanese SME entrepreneurs against the backdrop of 
the recent rise of PRC transnational entrepreneurs. Chiang Mai was cho-
sen as a site due to its prominence and cultural significance in northern 
Thailand. The city has industries, including agriculture, tourism, food 
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and beverages, and household products. These industries are business 
interests for many PRC transnational entrepreneurs.

Association of Southeast Asian Nations (ASEAN)–Sino policies have 
sought to facilitate ethnic Overseas Chinese business in Chiang Mai as 
a bridge between Thailand and China. On the surface there seems to be 
a growing, vibrant, and promising relationship between ethnic Overseas 
Chinese entrepreneurs and PRC private companies promoting a flow of 
investments. However, the win-win situation painted by the Overseas 
Chinese Multinational Corporations (MNCs) has inadvertently con-
cealed the devastating impact of expanding PRC transnational business 
on the local Thai socio-economic and environmental landscape. Hence, 
the primary research objective of this chapter lies in the elucidation of 
the strategic interactions by the Thai-Yunnanese SME entrepreneurs 
against the masking effect generated with the rise of the PRC and the 
implementation of the ASEAN Economic Community (AEC). The guid-
ing research questions are: Will China’s economic growth advance or 
jeopardize a favorable environment of ethnic Chinese business networks 
in Southeast Asia? In what ways do the PRC Chinese transnational entre-
preneurs enhance or encroach socio-economic, cultural, and environ-
mental spheres in Chiang Mai province of northern Thailand? How do 
Thai-Yunnanese SME entrepreneurs perceive and utilize AEC?

Historical Context and Changing Sino-Thai  
Politico-Economic Relations

The first Chinese economic activities in Thailand were reported during the 
Sukhothai era (1238–1419) (Wu and Wu 1980). Between the years 1405 
and 1433, China sent vast fleets, under the command of Admiral Zheng 
He, to Southeast Asia with the purpose of exacting tribute for the Ming 
Dynasty (Levathes 1994). By the end of the nineteenth century, Chinese 
involvement gradually extended from manufacturing and commercial sec-
tors to agriculture and mining, which eventually expanded into the entire 
economy (Wu and Wu 1980). However, with the 1939 proclamation of 
Ratha Niyom (“a patriotic movement”), measures were designed to restrict 
Chinese activities (Wu and Wu 1980). In chronological order, those meas-
ures are as follows: (1) the 1951 restriction on remittances to PRC; (2) the 
1956 requirement of firms to employ Thais for at least 50% of the posi-
tions; (3) the 1972 control of alien populations; and (4) the 1974 imple-
mentation of Thai nationals to hold 51% of the stock in joint ventures with 
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alien-owned firms (Wu and Wu 1980). Surprisingly, it was the Cambodian 
Conflict (1978–1991) that forged close ties between Thailand and the 
PRC throughout the 1980s (Chinvanno 2015). In the 1990s, security- 
focused relations were broadened and deepened as trade, which culminated 
with the signing of Joint Declaration on the Cooperation Program of the 
twenty first century in 1999 (Freedman 2014).

During the past decades, the Chinese diaspora in Southeast Asia has sig-
nificantly grown. Approximately 40 million ethnic Chinese residing outside 
of Mainland China, Hong Kong, Macau, and Taiwan in 2003 had reached 
over 60 million by 2014 (Dalpino and Steinberg 2003; Liu and Dongen 
2016). It is worth noting that Thailand has the largest Overseas Chinese 
population in any Southeast Asian country (Jacques 2009). Recent migrants 
differ from their predecessors in terms of maintaining extensive networks as 
well as cultural and political attachments to the PRC (Santasombat 2015). 
They identify themselves as Zhongguo Ren or Chinese nationals/citizens 
and are supported by regional economic policies and regional cooperation 
(Siriphon 2015). Siriphon (2015) highlighted three factors related to eco-
nomic and political conditions that explained that migration to Thailand: 
(1) the opening of the PRC to the world through Chinese economic 
reform in the 1980s; (2) the regionalization of the Greater Mekong Sub-
region, which has connected the PRC to mainland Southeast Asia since the 
early 1990s; and (3) Chinese soft power as part of the PRC government’s 
foreign policy for countries in Southeast Asia. In recent years, Thailand 
has engendered a sense of confidence and affection for the PRC, garnered 
through the PRC support of Thailand’s security and economy during times 
of crisis. For instance, Thailand asked China to purchase surplus agricul-
tural products such as rice, rubber, and fruit, and encourage tourists to the 
Thai market which may lead to Thailand’s unrealistic expectation, verging 
on dependency, with the PRC (Chinvanno 2015). Thailand’s policymakers 
must be aware of the socio-economic and political realities on the ground 
and develop policies accordingly.

In recent years, the PRC has emerged as the second largest economy 
in the world and foreign direct investment (Tong 2014). Unlike past 
warlike ascending great powers, the PRC has a strategy that depends on 
an international environment of peace to achieve the main goal of eco-
nomic development (The State Council Information Office 2005). The 
tone of the PRC’s global intentions seems to have strengthened under 
the leadership of President Xi Jinping (Chinvanno 2015). On November 
29, 2012, President Xi announced the “Chinese Dream” and a future 
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where the PRC will “forge ahead like a gigantic ship breaking through 
strong winds and heavy waves” (Xi 2014). China has since touted itself 
as a new model of development and political discourse in an unprece-
dented wave of change with win-win interests for all mankind (Zhang 
2012). On April 22, 2016, President Xi received a new title as com-
mander-in-chief of China’s new joint battle command center which 
could be a move to consolidate his power over the military (Ramzy 
2016). According to state media, he stressed that battle command capac-
ities should be measured by “the standards of being able to fight and win 
wars” (Ramzy 2016). Those collectively raised the possibility of China as 
a “potential hegemon in the region” (Chinvanno 2015). How will this 
“potential hegemon” impact Southeast Asian countries?

Many scholars in Southeast Asian Chinese studies view the rise of 
the PRC from a favorable perspective. Qiu (2000) argued that the rise 
of China and the economic development in Asia-Pacific will provide 
Chinese with favorable circumstances. According to Viraphol (2006) 
and Astarita’s (2008) review of Wong (2006), the PRC’s economic rise 
will prove “to be not only a new engine for development in the Asian 
region, but also a catalyst for integrating the Southeast Asian economies” 
(Viraphol 2006). Unwittingly, the PRC’s economic development has 
been perceived as vital for the mobilization of global resources of cap-
ital, market, know-how, and talent by overseas Chinese entrepreneurs 
(Astarita 2008; Viraphol 2006). However, Santasombat (2015) cited 
some scholars and activists who have criticized PRC strategies to secure 
a steady supply of energy and raw materials through the expansion into 
new markets, creation of economic partnerships, and forging political alli-
ances with individual countries. Other scholars have lamented the strug-
gle for soft power in Asia, especially from the PRC, arguing that such 
struggle might aggravate rather than ameliorate tensions in the region 
(Hall and Smith 2013). This chapter seeks to unravel the contesting per-
spectives within the dialectic presence of opportunities and threats.

Appadurai (2000) articulated the idea of deterritorialization whereby 
money managers seek the best markets for their investments, independ-
ent of national boundaries. Citing the example of the impact of rich 
Arabs in Bombay, Appadurai (2000) described the substantial alteration 
of the local price of mangoes and the profile of hotels, restaurants, and 
other services. Similarly, yet distinctively, there are some PRC transna-
tional entrepreneurs in Chiang Mai who are deterritorializing natural and 
economic resources.
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The following section provides interviews with Chiang Mai-based 
business owners and academics to reveal contrasting views of the impact 
of PRC involvement in the agriculture market. According to some inter-
viewees, the predatory business practices of the PRC transnational entre-
preneurs are primarily in the agriculture industry. One example is the 
monopolization of agriculture trading centers and orchard acquisitions 
and a restrictive customs department. However, some respondents dis-
puted those arguments as over-exaggerated and proposed positive alter-
natives to embrace the rise of the PRC. That imbroglio of opposing 
perspectives reveals the complexity of embedded motivations and pro-
vides the space for diverse strategic responses.

Interview with a Director at a Research Institute 
of Chiang Mai University

The respondent elaborated on deterritorialization as practiced by some 
Chinese transnational entrepreneurs. During Thailand’s agricultural har-
vest, fruit growers conduct their business on a free carrier basis and deliver 
their freight to a trading center where fresh fruits are purchased by trad-
ers. Some transnational entrepreneurs set up trading centers through 
transnational marriages with local Thai workers. Those Thai local wives 
are instrumental in insulating them from legal and financial woes when 
their companies, which are registered under their Thai wives’ names, face 
bankruptcy. Having established their first trading centers, the PRC trans-
national entrepreneurs acquire other Thai-owned trading centers. If the 
Thai owners refuse to sell, they wage a price war by paying more money to 
the Thai fruit growers. As a result, their “join or die” strategy forces Thai 
owners to concede. Through such aggressive tactics, some PRC transna-
tional entrepreneurs have already taken over a sizeable part of the longan 
trade in Chiang Mai, which is considered one of the best in the world.

For the past few years, adverse weather conditions and other factors 
combined with an ailing economy have led Thai growers to resort to 
leasing out their orchards to transnational entrepreneurs from the PRC. 
To accelerate growth for harvest, the entrepreneurs sometimes inject 
chemicals into the soil. While that generates a bountiful harvest for the 
first few years, the destructive method expels nutrition from the plants 
and renders the soil useless after a few years. Additionally, they often use 
pesticides that leave substantial residue on the crops and contaminate the 
rivers and canals which cause health issues.
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The director explained that the restrictive PRC Customs Department 
is discriminatory toward Thai traders and exporters. There are five big 
Chinese shipping companies at the checkpoints, known as the “five 
tigers,” who are designated to assist foreign fruit exporters to clear 
food customs. However, if one chooses not to pay them nor engage 
their services, they create problems including unreasonable rejection 
or delays due to an extended administrative process, such as getting 
approval documents from Beijing. In contrast, the PRC transnational 
entrepreneurs easily clear customs and import Thai fruits into the PRC. 
One example of overcoming that hurdle is a cooperative of Thai export-
ers of dried longan who took a bank loan of about 20 million baht 
(US$600,000) and set up a company, Longan Thai-China Amata Co. 
Ltd, in China. However, that company was recently ordered to shut 
down by the Chinese provincial government after less than two years of 
operation.

Interview with a Thai-Yunnanese Director  
of an Import–Export Company

As a Thai-Yunnanese entrepreneur, the respondent is the founder and 
director of an import–export company. He shared candidly about the 
competition saying, “Just last year, I lost about 60 million Thai baht due 
to competition with PRC Chinese who had booked entire orchards. But 
we need to fight this battle. It goes like this. Having seen the lucrative 
opportunity, these PRC Chinese came with massive force. They didn’t 
just buy but they rented parcels of land…for 3 or 5 years. Just recently, 
there was a Shanghainese who rented over 3000 rai which is equivalent 
to 4.8 million square meters for over 3 or 5 years…I have about more 
than 30 PRC transnational entrepreneurs, who used to be my clients, 
have come over to rent orchards directly dealing with Longans, Mangoes, 
Durians and Mangosteen…Thus, those who rented orchards have already 
gained superior advantage and raised capital. This is because everybody is 
competing to purchase fruits as fruits harvested in Thailand are of excel-
lent quality. So as an exporter, I need to purchase fruits as well. Hence, 
with the increased selling price, I suffered” (Interview, June 7, 2016).

He further explained the ecological impact of those agricultural prac-
tices, as well as the restrictive and prejudicial treatment by the customs 
department: “Another thing is that when the Chinese came over to 
rent the land, they would use pesticides to accelerate the growth of the 
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plants…For instance, while the limit might be set at 0.5 kg, they could 
liberally increase till 2 kg. Consequently, the soil is destroyed. So 3 years 
later, the trees no longer become fruitful because for over 3 years, they’d 
been forcing the plants to bloom daily. Hence, in my opinion, down 
the road, this would greatly impact Thai agricultural industry…When 
I was importing fruits into Guangzhou China, the PRC customs com-
plained that the residual sulfur dioxide component on my Longans is 
too high. Someone has lodged a complaint there. There are some peo-
ple who specialized in finding faults. The irony behind this is that the 
goods imported by the PRC transnational entrepreneurs into China had 
far more sulfur dioxide content but were granted approval successfully 
by the PRC customs! Consequently, one of my subsidiary companies 
was banned for a year while another was banned for about 8 months. 
They actually didn’t stipulate timeframe of banning. So you need to 
write letters of appeal to Beijing and await their clearance” (Interview,  
June 7, 2016).

Interview with a Vice Dean at Chiang Mai University

Another perspective of PRC transnational entrepreneurialism is pro-
vided by a Vice Dean at Chiang Mai University. Having previously done 
research in the agriculture-related field, the professor provided an alter-
native perspective to the behaviors of the entrepreneurs. He explained 
that there are many instances of overexaggeration and prejudice. For 
instance, with regard to the utilization of pesticides and chemicals 
to accelerate growth, he argued that some of those practices have also 
been carried out by Thai locals. He shared how Thais should not merely 
engage the rise of transnational entrepreneurship by traditional methods 
or rely on governmental support. On the contrary, Thais should be inno-
vative in e-commerce to better engage with the emerging transnational 
market. In the digital age, it is crucial to understand and catch up with 
the transforming landscape in agriculture business.

AEC and Production Fetishism

The AEC has its implementation challenges. When first introduced, 
there was little awareness and understanding in the private sector  
(Das 2012a). Existing domestic political forces hinder the implementa-
tion of the AEC at the national level with different business practices, 



298   K. C. LEE

non-tariff barriers, policy and protections, sub-regional agreements, 
external free trade agreements, and dispute settlement and institutions 
(Severino and Menon 2013). Nipon Poapongsakorn (2012) highlighted 
that Thailand ranked above average in the implementation of AEC in 
measures of a single market and production base, economic competi-
tiveness, economic development, and integration into the global econ-
omy. In the analysis of Thailand’s challenges in pursuing liberalization 
commitments under the AEC blueprint, Nipon Poapongsakorn (2012) 
argued that weak government and conflicts of interest in government 
agencies are the most crucial factors affecting the liberalization of the 
services sector. Appadurai argued that production and consumer fet-
ishism are today’s contemporary adaptations of Marx’s commodity 
fetishism. He defined production fetishism as “an illusion created by 
contemporary transnational production loci, which masks trans-local 
capital, transnational earning-flows, global management, and often far-
away workers” (Appadurai 2000). Production fetishism can produce an 
“imagined region” through the production of socio-economic and polit-
ical imagination, constituted by so-called regional interests. In other 
words, although the implementation of AEC measures seems to serve as 
regional economic integration to improving lives, strengthening leaders’ 
legitimacy and sending positive signals to the international business com-
munity, it has masked the struggles and maneuvers of Thai-Yunnanese 
entrepreneurs (Severino and Menon 2013).

Another view is that of Das who stated that “so far the top-down 
approach to establishing a single market and productive base has been 
carried out. But realizing an AEC also requires a bottom-up style that 
involves the interests, requirements, opinions, and actions of the business 
sector, considering the market forces in operation (Das 2012b).” This 
section examines local Thai-Yunnanese SME entrepreneurs’ multiplicity 
of strategies, with and without the AEC implementations, used to miti-
gate the challenges and opportunities brought about by the PRC trans-
national entrepreneurs in Chiang Mai.

Versatility of Thai-Yunnanese Entrepreneurs  
in Chiang Mai Province

Thai-Yunnanese SME entrepreneurs demonstrate great versatility in 
PRC entrepreneurs’ adaption. Thai-Yunnanese transnational entrepre-
neurs in Chiang Mai simultaneously possess multiple sets of identities in 
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what Eidheim (1971) labeled dichotomization and complementariza-
tion (Lee 2015). Those entrepreneurs have simultaneously distinguished 
themselves as Thai, Thai-Chinese, and Thai-Yunnanese, while construct-
ing commonalities with PRC Chinese transnationally and Yunnanese 
trans-locally (Lee 2015). Those forms of identifications are politico- 
economically situated in capital accumulation and transformation against 
the backdrop of historical marginality. Succinctly, they have actively 
employed economic cultures of guanxi in capital interaction to shed 
their past social stigma and gain class mobility through symbolic power 
(Lee 2015). Finally, from a linguistic perspective, Thai-Yunnanese have 
an advantage over other Thai-Chinese because many of them can speak 
Mandarin.

This research takes on an actor-oriented qualitative approach through 
in-depth interviews with several respondents. Four individuals were 
selected for the case studies because of their prominent social standing, 
different industrial affiliations, as well as their distinct modes of interac-
tions with the PRC transnational entrepreneurs.

Resistance Strategy: Case Study of a Thai-Yunnanese 
Entrepreneur

This is a study of a Thai-Yunnanese transnational entrepreneur who 
became the founder and director of a company at the age of 36 years. 
The company exports fresh fruits, such as longan, mangosteen, durian, 
lychees, and tamarins, as well as dried longan to Indonesia, China, and 
Taiwan.

The interviewee has not seen any substantial benefits brought about 
by the AEC. Some less significant benefits of the AEC observed include 
an opportunity to accumulate cultural capital and improved access 
to resources, such as regional labor. He shared: “I would like to talk 
about cultural exchange. This is something which I felt that is not too 
bad in the AEC. I am referring to knowing more languages. I felt it is 
good that through the AEC there is a greater exchange of languages 
and thinking perspectives from different countries. Without the AEC, 
countries like Laos and Myanmar were considered as closed-up coun-
tries. With the AEC, they have to open up their doors” (Interview,  
June 7, 2016).

In other words, the AEC provided a stimulating platform in which the 
respondent could acquire new languages and perspectives. At the same 
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time, the AEC could also assist him in his business expansion. With the 
opening of certain countries, he found that it was now easier to access 
resources, he could employ regional workers. “With AEC opening up, 
Myanmar workers now have passports to travel. All they need is to get 
their passport stamped in order to cross over here. And they can come 
here to work for me. Besides, there are also workers from Cambodia and 
Laos as well” (Interview, June 7, 2016). Hence, he has employed up to 
several hundred regional workers during certain peak seasons for about 
three months for different fruit harvests. In so doing, he has a more flex-
ible and relatively cost-effective workforce.

This particular respondent utilizes institutional and interpersonal 
networking to resist the predatory business practices of PRC transna-
tional entrepreneurs. For instance, he commented that he has joined 
Thailand Fruit Export Trade Association (泰国水果出口商协会), 
which is organized mainly by Thai-Chinese export companies. The 
association discussed and reported the orchard issue mentioned above 
to the Thai government officials. With regard to that incident of the 
PRC Customs Department banning a total of 34 Thai export com-
panies, the association also discussed that in their biannual meeting 
and reported to the Thailand Agriculture Department. As a result, 
the authorities sent delegates to pay the PRC Customs Department a 
visit, which proved to be effective as the ban was subsequently lifted 
(Interview, June 7, 2016). He explained that although it was simply a 
routine visit, the PRC Customs Department seemed to “have gotten 
the message.” In that manner, the local institutional networking as 
an association has further been elevated into a viable form of politi-
co-economic force at the bilateral institutional networking level. In 
response, the respondent actively adopts an interpersonal networking 
strategy in his metaphorical battle. According to him, there is a team 
of people who actively assist him in sourcing orchards. Although they 
are not directly employed by him, they share a strong relationship 
with him. He explains: “I have known them for more than 20 years. 
Hence, this is my competitive advantage. The PRC Chinese do not 
have such deep relationships and feelings with them. Human beings 
ultimately need to have relationships and feelings. This can only be 
achieved over an extended period. For instance, if they have difficul-
ties in the family or when they are facing times of poverty, I would 
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help them. Therefore, this is the key difference between money and 
relationships forged over the years” (Interview, June 7, 2016).

While the PRC transnational entrepreneurs have deterritorialized 
Thai fruit orchards through their shifting “hit and run” tactics, the 
respondent has utilized local knowledge to overcome the challenges. 
With regard to that, he shared: “There are both strengths and weak-
nesses in this. The disadvantage in this method is that in theory, it 
might seem easy but it would be difficult to handle in actual oper-
ations. So, in my speculation, the PRC transnational entrepreneurs 
would have a “headache” this coming year. Why? First, there might 
be drought in Thailand due to a lack of rain. Just like the saying goes, 
“man proposes, God disposes” (谋事在人,成事在天), I am sure they 
would definitely suffer losses this year…And also, when they rent the 
fruit orchards, they will need reliable workers to tend them. So, they 
will ultimately need to depend on the heavens (老天) if they want to 
reap a good harvest…All we need to do is to cherish our strengths. 
We know the geography of our country, Thailand. We know where 
the places in Thailand are that can produce fruit crops; in terms of 
speed efficiency and in terms of good quality. We are the local people 
and definitely this gives us our superiority and our competitive advan-
tage over them. Such local knowledge requires substantial time to be 
cultivated. We have grown up here so we are more familiar with the 
geography of Thailand…Yes, we are always a step faster than them. 
For instance, when the PRC entrepreneurs come over, they need to 
look for local people to bring them around. Thus, they would be in 
a precarious situation for these local people might not be genuinely 
working for their interest” (Interview, June 7, 2016).

Apart from diverse local knowledge, he broadened his business 
networks to other countries and places to mitigate the challenges 
brought about by the PRC transnational entrepreneurs. For instance, 
he exports lychees to Indonesia and he actively seeks new places to 
export his durians. Although there are those who have stopped taking 
supplies from him, he still maintains a sizeable pool of customers in 
China. He stated: “Not everyone comes over to Thailand. Perhaps, 
only 1 or 2 from each city come over” (Interview, June 7, 2016). In a 
non-linear diversification approach, he actively seeks to ensure that his 
PRC customer base expands while networking to other localities.
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Collaboration Strategy: Case Study of a First-
Generation Thai-Yunnanese

The second case is a first-generation Thai-Yunnanese who successfully 
switched from the jade business to the food and beverage industry about 
a decade ago. He has started Curry Pot Restaurant, Hoja Restaurant, 
and Vanilla Café at Kad Suan Kaew Shopping Centre in the city of 
Chiang Mai.

As a businessman, he has sought to abide strictly to Thai laws while 
seeking to collaborate with the PRC transnational entrepreneurs. In fact, 
Thai laws serve as a protection for successful partnerships. In an interview 
(June 19, 2016) he referred to PRC transnational entrepreneurs as doing 
“many messy stuff following the old communist ways.” By that he refers 
to those who started their Chinese restaurants without following the legal 
means. He explained: “If they really want to go into the catering business 
(餐饮业), they will need Thai locals to invest with them. If they don’t, 
they will find anyone to be pseudo partners who, in actual practice, do 
not invest. In such cases, the immigration officers might inspect and ask 
to see their Thai counterparts. And if they cannot get them, they are seen 
to have committed offences” (Interview, June 19, 2016).

During the interview he cited a case of a PRC transnational entre-
preneur who chose not to collaborate with a reliable Thai national and 
failed in complying to corporate laws. With a retiree visa, this budding 
PRC Chinese eagerly employed a Thai legal advisor to help him set up 
a company for his restaurant. Conveniently, the Thai advisor roped in 
some unknown Thai nationals to be his nominal pseudo-partners with-
out any financial investments. Without checking legal issues carefully, 
he immediately rented and renovated a place to set up “麻辣宝宝,” a 
Chinese restaurant catering to PRC Chinese tourists. Having started this 
business in less than a month, the Immigration Office conducted a rou-
tine inspection on the restaurant and he was slapped with a heavy fine for 
three charges: (1) Working with a retirement visa but without a proper 
working permit; (2) Does not even know the name and location of Thai 
partner; and (3) Transferring Myanmar workers from another company 
without proper transfer documents. As a result, the owner was forced to 
close the restaurant.

While the AEC does not seem to have any effect on him, he recog-
nized the importance of opening and utilizing the Thai legal framework 
to his advantage. With the rise of China, there will inevitably be many 
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transnational entrepreneurs who might move to Chiang Mai. However, 
instead of seeing it as a competition, he viewed it as an opportunity for 
collaboration: “To me, Thailand is a lawful place. We are Thai nationals 
and so it is more convenient for us to start companies here. However, 
when transnational entrepreneurs come over here to start companies, 
they need Thai citizens to collaborate with them-with a Thai-PRC ratio 
of 51:49. It is only when the Thais have started the company, that they 
can then invest in it. After this has been done, they can bring the doc-
uments to the Thailand Embassy in China (for instance, Kunming, 
Yunnan). It is only after they have processed visa issues there that they 
can come back here to conduct their business. If he wants to be a chef, 
then he needs to come here with a chef identity. If the person did not 
come with the correct visa, then they might be caught by immigration 
officers who check on them. So, in other words, if he comes with a tour-
ist visa and does business, it is illegal. Thus, he can apply for the appro-
priate visa only when the company has been established. In this way, 
their entrance into Chiang Mai is beneficial to the Thai economy and 
won’t have any bad effects” (Interview, June 19, 2016).

The respondent capitalized on his Thai citizenship to gain the upper 
hand. He relied on the stringent Thai policy on business collaboration 
with foreigners. Apart from his Thai nationality, he utilized his local 
knowledge of Thai legal matters to ensure a smooth business setup. He 
shared that: “It is a lawful business partnership unlike those fake ones 
where one party is not around. This is because we have a mutual con-
tractual agreement. We look for a Thai lawyer who specializes in business 
setups at the provincial government level. For purely Thai business, one 
would go to Chiang Mai City Governmental Office but for those whose 
partnership involves foreigners, then they would have to apply at the 
Chiang Mai Provincial Office. So with regards to my partnership with 
the Chinese, we had to proceed to the provincial office. However, for my 
existing personal Thai company, I did it at the city office. So, for those 
who don’t know about the intricate details, they simply look for any law-
yers and consequently, they will lose money” (Interview, June 19, 2016).

This model of collaboration works particularly well in that case 
because of his vast knowledge of the intricate details related to legal mat-
ters in setting up a company. As a veteran experienced in running his 
own businesses, he is not easily fooled nor taken advantage of. Being the 
major shareholder, he was very confident of the collaboration strategy, 
which is beneficial to the Thai economy.
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To achieve a successful business partnership, building trust is a crucial 
component. That applies mutually to both partners. When he was asked 
to share the process in which the collaboration was forged, he stated: “In 
the past, I never had any experience in doing business with them. It is 
only in recent times that they came over. To begin with, my son runs a 
car rental company for foreigners like the westerners and the Chinese. As 
a family, we also recommend houses for them to rent during their stay 
here. In most cases, these Chinese have to sign a contract to stay for a 
year with a monthly rate of 20,000 Thai Baht and the middleman extract 
a commission of a month’s rental rate. As for us, we are the middleman. 
Yet, we don’t do this intentionally as a money-making business. Let me 
explain. In the case of my collaboration, it actually started off with a 
woman who is my eldest daughter’s friend. She brought her child here 
to study. She is a proper woman so we helped her find a place to stay.  
It is a relatively cheap place and she is very happy. We also did not get any 
commission from her. In so doing, she has also found us to be very hon-
est and law-abiding. Hence, even if the authorities inspect us, they have 
nothing to fear because we run proper business, unlike those who don’t 
have legal means. My daughter opened a tourist agency. This woman 
helps bring Chinese tourists and also sometimes she wants to get some 
dried longans. She also asked my daughter to help. She has been here 
for a couple of years. She actually knows my daughter through another 
mutual friend. Her husband also came. He had previously bought the 
latex pillows here to sell them in China. After knowing us, he also felt 
that he should do restaurant business” (Interview, June 19, 2016).

In this account, the respondent demonstrated his active engagement 
in networking and building trust through the business connections of his 
son and daughter. In so doing, he has involved his trusted loved ones 
as an additional precautionary measure to help him ascertain the cred-
ibility of his potential partners. On the other hand, through providing 
free services such as recommendation of places for accommodation, he 
has secured the woman’s trust which subsequently led to her husband 
becoming a business partner.

There are also advantages to having cultural and culinary knowledge. 
Being in the fluid landscape of the catering business for more than a 
decade, he has largely captured the taste buds of the locals, as well as 
Chinese tourists. As such, he can capitalize on this local knowledge: “In 
terms of food taste, we are asking to learn how to prepare the taste that 
is suitable for Chinese tourists and we would also research Thai flavor. 
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Our restaurant intends to cater to both Thai and Chinese taste buds” 
(Interview, June 19, 2016). Their restaurant is in a prominent district in 
Chiang Mai city attracting tourists and locals.

Mutual Exploitation: Case Study of a Tour Company

The interviewee in the third case runs a newly-opened tour company. 
She takes an approach the author calls “mutual exploitation”. That is an 
approach where both parties benefit from each other while remaining 
autonomous. With regard to the AEC, the respondent candidly shared 
that it did not have any direct impact on her business. She felt that per-
haps the timing was not ripe for her to reap any benefits. She attributed 
it to the unstable political situation in Thailand and pessimistically stated 
that it might take a while for her business to experience the AEC’s posi-
tive outcomes.

Her diverse networking can be seen in the way she founded her com-
pany. From a networking perspective, her three business partners have 
wide and diverse connections: (1) A Thai citizen whose Thai husband 
works in Dubai; (2) A Thai citizen who works in Taiwan and often travels 
between both places; and (3) A Thai citizen who works as a tour guide. 
Those networks have provided a healthy stream of tourists from those 
places. She adopts both affective and instrumental networking approaches 
in various forms to secure business connections for her tourism business. 
First, she is sincere when assisting new PRC migrants. In one instance, she 
helped a Chinese woman, who was a mother accompanying her daughter 
to study (陪读妈妈) in Chiang Mai, Thailand. She gave her practical help 
with housing, transportation, schooling, and other parenting matters, and 
soon their friendship became a trusted and instrumental business rela-
tionship. They started discussing bringing Chinese tourists into Chiang 
Mai for mutual benefits. With that arrangement, she draws profit from a 
regular stream of customers while her friend earns a commission through 
the price difference between the price charged by the tour agency and the 
marked-up fees collected from tourists. That “mutual exploitation” strat-
egy provides profit for both parties while offering freedom and flexibility 
to each without any long-term legal entanglements.

To enrich the “mutual exploitation” strategy, the respondent employs 
a niche marketing approach to tourism. She expands her conventional 
tour packages and caters to nontraditional but creative niche versions 
to meet emerging needs. For instance, she develops an education tour 
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package known as “charity education” (爱心教育). In that model, she 
targets children who have “lacked culture and ethical values due to their 
communist upbringing environment” (Interview, July 2, 2016). In the 
same vein, her agency organizes rural and countryside tours for the chil-
dren to view nature and do simple horticulture art for donating to the 
charity. Beyond education tourism, she has also explored new concepts 
such as health and retirement tours to attract the older group.

Romanticization Strategy: Case Study of a Mobile Café

The last case is of a business owner of a mobile café, as well as a self-em-
ployed transnational multilevel marketer with Addwell Beauty (Thailand) 
Company Ltd (Interview, March 1, 2016). In contrast to the previous 
cases, her example demonstrates drawing of optimal gratification from 
the inherent advantages of the AEC and the rise of China, termed as the 
“romanticization strategy.” The respondent is full of praise for the AEC. 
She believes that the AEC has ushered Chinese capitalism and tourism 
into the region and has brought prosperity to the entire economic land-
scape. From a transnational business perspective, the AEC has opened 
regional markets where she can sell herbal sanitary pads and other 
skin beauty products to other countries such as Myanmar, Cambodia, 
and Laos. She believes that in the broader context, through the AEC, 
ASEAN countries could help one another more with their respective 
unique strengths.

Aside from the economic benefits, she thinks that the AEC has 
“forced us to develop ourselves” (Interview, March 1, 2016). With a 
more open regional ecosystem, there is greater interaction where one 
must adaptively learn without remaining complacent in insularity. She 
explains, “Look at the PRC. They are very industrious because they 
would not have food to eat if they were lazy. But the Thais can wake up 
as late as they want” (Interview, March 1, 2016). She started reading 
up on ASEAN and other regional countries to learn about their differ-
ent values and strengths. She has also started picking up the English and 
Chinese languages. While embracing the positive impact of open region-
alization, she thinks that the AEC has served as an impetus for her to 
appreciate and capitalize on Thai cultural strengths. For instance, she is 
aware that many Laotians are big fans of Thai celebrities and Thai pop 
culture in the same way as many Thais are obsessed with Korean pop 
culture. She believes that Thai people need to preserve their “Thainess” 
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and typical characteristics such as gentleness and their warm hospitality. 
Additionally, she also believes that Thai people need to be proud and 
safeguard their cultural heritage of handicrafts, which cannot be dupli-
cated elsewhere.

She works to establish networks with PRC Chinese. She genuinely 
looks out for them when they are setting up businesses in Chiang Mai 
and she takes the initiative to caution and guide them. She shared: 
“Whenever a Chinese business seems to flourish, some of the neighbor-
ing Thai rivals will not be happy. They will report to the immigration 
department, which will send officials to interrogate and thus interrupt 
the business. In a certain case, the Thai competitors spread rumors and 
ganged up on the Chinese. Consequently, many Chinese have bad expe-
riences even though they have legitimate companies. Hence, I often 
advise them to make sure that they employ reliable and capable Thai 
nationals” (Interview, March 1, 2016).

In that way, she gradually secured many lasting and trustworthy 
networks through providing practical tips for business survival to the 
Chinese. Moreover, she strengthened networks by providing Chinese 
with her time and care. In one particular instance, she volunteered her-
self as an educator and babysitter to the Chinese. She shared: “Once, 
I saw a child of a Chinese woman misbehaving quite badly in public. 
The mother was quite distraught and helpless. I felt that I could help 
her. I then offered to spend at least an hour of personal time with the 
child over a period of time. I taught the child good values and helped 
him to be gentle and polite instead of being aggressive and ill-behaved” 
(Interview, March 1, 2016).

This example illustrates the kind of care she provides the Chinese, and 
has helped to build her network effectively with the newcomers. Finally, 
she is protective over the foreigners. She often thinks that any negative 
encounters experienced by foreigners will reduce economic opportuni-
ties for Thailand. Hence, she hopes that Thai laws will be evaluated and 
tightened to protect foreigners from unfair treatment.

Because of her optimism, she adopts several innovative and diverse 
perspectives to capitalize on the growing transnational PRC market in 
Chiang Mai. For instance, she is taking a course that will enable her to 
acquire an official license to be a tour guide. She can then tap into the 
opportunities brought about by the phenomenal growth of tourists in 
Chiang Mai. In the same train of thought, she is preparing to set up 
homestay services for Chinese travelers, which will provide a safe and 
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authentic immersive experience for them. She intends to extend her sales 
of herbal sanitary pads and skin beauty products into the Chinese mar-
kets through subsidiary PRC marketers.

Conclusion

The case studies in this chapter are not meant to be exhaustive and the 
strategies are not static and rigid. They are but a sampling of the multi-
plicity of responses adopted by Thai-Yunnanese entrepreneurs in Chiang 
Mai to mitigate the rise and business practices of Chinese transnational 
entrepreneurs in Chiang Mai. The table in Fig. 13.1 summarizes the 
various strategies against the social topographies (Urry 2000) of region, 
network, and fluids in capital accumulation.

The multiplicity of strategies shown in this research has aptly demon-
strated the flexibility involved in mitigating the challenges and seiz-
ing opportunities posed by the Chinese transnational entrepreneurs in 
Chiang Mai. There is a need to reevaluate the underlying assumptions in 
the existing policies and perspectives. One respondent commented:

Resistance Collaboration Mutual 
Exploitation Romanticization

Region
(AEC)

Cultural 
exchange and 
capitalizing 

regional 
resources 

through the 
AEC

Utilizing Thai legal 
framework to gain 
superior ground in 

collaboration

No immediate 
benefits from the 

AEC

Rich opportunities in 
economic benefits and 

self-development 
through the AEC

Network
(Inter-

connectedness)

Mitigating 
through 

institutional and 
interpersonal 
networking 

tactics

Networking 
through family 

model in multiple 
services

Variegated forms 
of networking for 

business 
connections

Genuine, intricate and 
protective care in 

networking

Fluids
(Non-linear 
movements)

Local 
knowledge and 
diversification 
in mitigating 

uncertain 
factors

Local and 
translocal 

dimensions in food 
and geographical 

knowledge

Niche tourism as 
alternative 
measures

Innovative and diverse 
avenues to capitalize 

on growing 
transnational PRC 

market

Fig. 13.1  Summary of strategies and capital accumulation in social topographies  
as compiled by the author
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“Indeed, AEC has an impact on my export trading business. For 
instance, under the AEC implementation, there is zero tariff (零关税). 
With such an implementation, there will naturally be a reduction of rev-
enue for the government bodies that will affect the officials operating 
on the ground. This inevitably poses many barriers. With lesser income, 
customs officers would either accuse you for not meeting certain stand-
ards, or that your pesticide content has exceeded the limit, or that the 
insects found in your goods have been excessive. These would not have 
happened in the past. Back then, you would have easy access within 
these ten countries because the customs officers would be happy to 
serve you since they received adequate revenue due to the imposed tar-
iffs. However, their income has been reduced since the tariffs have been 
removed under AEC implementation. Hence, without such revenue, 
they begin to find fault with you either hoping to get some money from 
you privately or simply venting their frustrations on you” (Interview, 
June 7, 2016).

The respondent feels that although the AEC has facilitated the open-
ing of the region, it is pertinent to consider the impact on the ground. 
As far as business operations are concerned, the ASEAN countries should 
still retain their tariff collection which will sustain the revenue for the 
customs officers, who will ensure that operations run smoothly. Hence, 
there is a need to critically evaluate whether the existing policies are facil-
itating or obstructing SMEs. There are other existing stereotypes with 
regard to the transnational entrepreneurs that need critical evaluation. 
On one hand, they are viewed as wealthy saviors to the ailing Thai econ-
omy developing a false crippling sense of overdependence. For example, 
one respondent stated:

“Currently, Thailand’s economy is very bad. However, at the mar-
ketplace (Talat Mongmai), there are many Thai locals selling vegetables 
and fruits. With the arrival of Chinese, these Thai sellers are very happy. 
On the contrary, if the Chinese fail to come, businesses would truly be 
hard…if there are no Chinese, then they would surely perish” (Interview, 
June 19, 2016).

On the other hand, there are those who labeled the Chinese as preda-
tors who should be avoided at all cost. There is a need to strike a balance 
and seek to evaluate the underlying assumptions to find the appropriate 
strategy in meeting the challenges and capitalizing on the opportunities.

Most of the respondents appreciate the AEC from a cultural exchange 
perspective. They view AEC as an opportunity for them to learn new 
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languages, cultures, and other perspectives from other countries. While 
this is significantly true, it is equally important to identify, cherish, and 
strengthen local strengths. In this research, the respondents’ unique local 
geographical and cultural knowledge and networks provide them with a 
competitive edge. Hence, it is crucial to return to local roots and further 
add value to them.

Interestingly, one respondent talked about a national industry heritage 
that the Thai government needs to pay attention to. He shared that: “For 
the food and beverage industry to prosper, I believe that the farmers need 
to have their earnings and do well economically. For instance, in Thailand, 
bananas are on the decline. Consequently, the economy becomes bad. 
Also, when it comes to staple food like rice, farmers also do not earn 
much. Hence, the only way now is to help the rice farmers to have 
income. Traditionally, Thailand relies on agriculture such as rice, rubber, 
grains etc., thus if they prosper then they will generate economic growth. 
So, the Thai government needs to think of ways to help them, especially 
in terms of export. If there are more orders from foreign countries, it 
would be better…Thus, Thai government needs to help them. And they 
would be able to lead the growth engine for the country. However, if they 
don’t, then it will affect everyone else. So, the AEC must try to help. The 
earnings of the farmers are very crucial” (Interview, June 19, 2016).

The respondent could see not only the interconnectedness between 
industries but saw agriculture as a core strength of the nation. In other 
words, in a fast globalizing world with competing and distracting agen-
das, there is a need to stay sound in assessing one’s core strengths while 
learning new things from other countries. Another respondent reflected: 
“I think the world is smaller now than before. I think we have to think 
international. If the Chinese people were to come, then we should have 
some laws to manage them. While we do not want to obstruct them 
from entering Thailand, we should control the amount of profits, which 
they would like to transfer out of the country. This is crucial because we 
want to retain their investments. We should implement some measures 
that will reasonably cap the remittance amount gained from their prof-
its to their families in China. This is what is happening in China. If you 
are doing business or selling your products in China, then you could 
not simply bring your profit out. If you have made 1 million yuan, then 
you would have to buy something from China. This was the case with 
Walmart. In the case of Walmart, they earned a lot from Chinese people 
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in China but they could not bring their money back to USA. They had 
to import Chinese goods back so as to sell the Chinese products in USA! 
Chinese laws are very smart. Hence, in the similar fashion, we have 
to create a law to control and stop the flow of cash out of Thailand” 
(Interview, June 21, 2016).

The above comments best sum up the critical approach that is needed 
in crafting and implementing policies. Instead of blanket policies in a 
“one size fits all” approach, there is a need for policymakers to prepare 
smart options to a certain degree of sophistication. This chapter has tried 
to demonstrate the multiplicity of negotiation strategies utilized by the 
Thai-Yunnanese SME entrepreneurs in response to the transnational 
entrepreneurs from the PRC.
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CHAPTER 14

Chinese Capital and Chinese Cultural 
Capital: A Case Study of Singkawang, West 

Kalimantan, Indonesia

Bien Chiang and Jean Chih-yin Cheng

Introduction

This chapter addresses how the Sino-Indonesian community contributes 
to economic and business development in the city of Singkawang, West 
Kalimantan, Indonesia. Based on ethnographic case studies, the authors 
illustrate how “Chineseness” work as both a liability and an asset to busi-
ness operations. Sino-Indonesian entrepreneurs convert accumulated cul-
tural capital into fiscal capital, and vice versa, to ensure business success. 
The Sino-Indonesian community has accomplished economic and political 
status after surviving decades of government persecution, social expulsion, 
and the coming of a new wave of Chinese diaspora. The chapter argues 
that cultural capital is a significant asset to the Sino-Indonesian business 
community in Singkawang and is behind their current economic success.
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In the discussions of Chinese socio-economic history, four major 
issues stand out:

(1) � China had well established autochthonous monetary, market and 
production systems before the coming of Western capitalism in 
the eighteenth century. Then the Chinese economic and political 
superiority had been severely eclipsed by the Western capitalism. 
Why there was autochthonous capitalism development in China?

(2) � The inter-relation between European colonization of Southeast 
Asia and Oversea Chinese economic achievements in this area.

(3) � The cultural factors (whether or not the neo-Confucian values) 
that are supposed to be behind the rise of “Four Little Dragons” 
in the second half of the twentieth century.

(4) � The role of Oversea Chinese business communities in the liberali-
zation of domestic economics and the global economic expansion 
of the People’s Republic of China: whether or not it is justifiable 
to view the Oversea Chinese businesses as PRC’s economic “Fifth 
Column” in their respective hosting countries.

David Faure (2006) argued that the economic prosperity of China in 
the sixteenth and seventeenth centuries was in part attributable to kin-
ship and acquaintance networks in absence of institutional instruments 
needed for the development of capitalism. He argued that it took the 
entire twentieth century for China to establish the legal and institutional 
apparatus needed to create an environment where capitalism could flour-
ish. In previous centuries, China had developed a rather mature mone-
tary system with a somewhat influential mercantile social class, however, 
it had not nurtured the idea of capital that could assume a status inde-
pendent from the person or social grouping who generated or owned it. 
It was not possible for corporations to be established purely on the pool-
ing of capital without the social or legal institutions dedicated to reg-
ulating the flow of capital. Therefore, monetary capital was never fully 
distinguished from social capital or networks. Faure argued that there 
were always certain social prerequisites of capital in a traditional Chinese 
economy. An example is socially based capital pooling, the seeking of 
external patronage, and the expenditure of capital in socially obligated or 
culturally sanctioned manners. That may explain the economic success of 
the Overseas Chinese in Southeast Asia. Their economic success is driven 
by social networking, familial solidarity, political patronage, business dis-
position, and a culture of frugality. Indeed, most Chinese immigrants to 
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Southeast Asia in the nineteenth and early twentieth centuries did not 
possess much capital to invest and their economic security was a factor of 
cultural capital1 rather than financial or “Chinese capitalism”.

Another important point of view regarding the economic prominence of 
Southeast Asian Chinese is that western capitalism in Southeast Asia pro-
vided Chinese immigrants with opportunities to develop business interests 
beyond the constraints of cultural morals. Overseas Chinese were attracted 
to the region during the colonial period when they could capitalize on that 
system. Dutch historian Leonard Blussé (1991) argued that the expansion 
of western powers in the region paved the way for the expansion of Chinese 
trade. European colonialism became an enabling factor for capitalism to 
flourish in the region. When Chinese migrated to Southeast Asia they found 
a niche and thrived by adapting their business practices to capitalist norms 
in host countries. In this new-found niche in western-colonial capitalism, 
however, some traditional Chinese cultural norms remain powerful. The 
accumulation of material wealth was often burdened with social (or famil-
ial) responsibilities and overshadowed by moral skepticism. Pure material 
wealth and capital accumulation seldom represented moral value and was 
not invested with social agency found in other capitalist systems. Material 
wealth and capital was used to facilitate alliance, consolidate group loyalties, 
and affect decisions of political authority. Money was an asset to the eco-
nomically powerful yet it was still morally bounded by social agencies.

For centuries, Chinese people had been familiar with the principle of 
exchange and the usage of currency in daily life. Even traditional Chinese 
religious rituals were often centered on negotiating, pledging, receiv-
ing and rewarding between the mortals and the immortals, mediated 
by objects in either material or monetary forms. Calculation and profit 
making were central to the grass-root common-sense knowledge that 
a large part of Chinese population grew up with. However, the moral 
value of material wealth had always been problematic. This is evident not 
only in the elitist Confucian teaching but also in the common codes of 
conduct of the populace. For example, in one of the Chinese temples 
in Pontianak, we found a rather common decorative bamboo scroll, the 
kind of scroll you will likely find in many shops and offices in Chinese 
societies. On the upper half of the scroll, there is a portrait of “the 
three legendary sworn brothers”, Liu, Guan and Chang, which symbol-
izes the virtue of “yi” (義), meaning “commitment and trustworthiness 
toward friends” (see Fig. 14.1). The lower half of the scroll is printed 
with “Valuable Advices for Merchants”. A very common set f grass-root 
knowledge or code of conduct for business peoples. The “Advices” 
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were believed to be composed by the legendary entrepreneur Tao Zhu 
(536~448 B.C.) (Plate I and II). In addition to teaching “good business 
senses”, it also includes the following advices:

•	 Be able to know about people, tell good from bad, book will be 
balanced;

•	 Be able to receive people properly, treat people with courtesy and 
civility, social connection will grow;

•	 Be able to deliberate; accumulate wealth the right ways and 
enlighten those who are ignorant (so they can follow your ways);

•	 Don’t be coarse and raucous; befriend with the vulgars and you will 
lose good companions;

•	 Don’t be harshly argumentative; treating people with a turbulent 
heart and disasters will be unavoidable.

In their analysis of neoliberalism of the late twentieth and the early twen-
ty-first centuries, Comaroff and Comaroff (1999, 2001) propose to label the 
phenomenon “millennial capitalism” and focus on one of its prominent fea-
tures: “occult economy”. They defined occult economy as “the deployment, 

Fig. 14.1  Scroll found in one of Pontianak’s Chinese Temples. Plate I: 
Bamboo scroll with yi icons and “Valuable Advices for Merchants”; Plate II: 
Contents of “Valuable Advices for Merchants”
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real or imagined, of magical means for material ends” (Comaroff and 
Comaroff 1999: 279) and relate that to the social insecurity and mystification 
of capitalism in a neoliberal world. While a significant aspect of occult econ-
omy is the commodification of cultural things (rituals, heritages, and social 
memories), a recognized feature of neoliberalism following the invasion of 
market idioms and market principles into other domains, such as kinship, 
politics, and religion (Comaroff and Comaroff 2000; Coronil 2000; Lima 
et al. 2000), the Comaroffs proposed the concept of occult economy mainly 
to highlight the “darker” side of neoliberalism as reflecting the experience 
of the underprivileged population about government corruption, economic 
scams, precarious market, and widening of the income gap, and resorting to 
occult means as a form of resistance (Ortner 2011; Taussig 1980).

The ethnographic case study presented in this chapter provide exam-
ples of occult economy, but they also propose an expansion of the 
application of the concept. The most prominent revival of traditional fes-
tival-cum-tourist attraction in Singkawang in recent years is the festival of 
Chap-Go-Meh, celebrated on the fifteenth day of the first month of the 
Chinese lunar calendar. The festival features processions of hundreds of 
spiritual mediums down the streets to rid the city of evil elements. The 
thriving economic strength of Singkawang’s Sino-Indonesian commu-
nity2 is behind this ever-enlarging celebration.

The Sino-Indonesians of Singakawang are considered economically 
prosperous when compared with other ethnic groups in the commu-
nity. Their success is despite decades of political persecution. The Sino-
Indonesian of Singkawang, not unlike those in other parts of Indonesia, 
have a history of being politically marginalized and insecure, who began 
to thrive at the turn of the twenty-first century relying on their famili-
arity with monetary and market economy, along with their cultural and 
fiscal capital to take advantage of emerging markets in an era of Chinese 
capitalism. Based on the concepts of cultural capital, commodification 
of culture things and occult economy, we now turn to the current eco-
nomic practices of the Sino-Indonesian community of Singkawang.

Singkawang: A History of Persecution and Prosperity

The coastal city of Singkawang has a population of 192,844 (accord-
ing to the 2014 census) with 42% Sino-Indonesian, 28% ethnic Malay, 
and 7% Dayak (indigenous tribes), the remaining 24% are ethnic 
Javanese, Bataks, Madurese, and Ambonese. The city is known as “the 
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city of thousand (Chinese) temples” in part due to the majority Sino-
Indonesian population. Because of its remote location from Jakarta and 
a more relaxed manner of the local authority in the enforcement of cen-
tral government policies, the temples have survived the rather oppressive 
Suharto era and have flourished under President Wahid’s 2001 decree 
which allowed the public display of Chinese characters, customs, and 
rituals.

Singkawang was one of the main points of entry for immigrants from 
China to work the gold mines of northwestern Kalimantan during the 
eighteenth century. In the nineteenth century, the port served to import 
Chinese goods and export gold. The Chinese community in Singkawang 
experienced some of the worst atrocities in modern Indonesian history. 
During World War II, the Japanese authorities carried out large-scale 
arrests and executions of prominent community leaders of all eth-
nic groups in West Kalimantan in 1943 and 1944. It is estimated that 
over 20,000 people were killed in the so-called “Pontianak Incident” 
or “Mandor Affair” (Hui 2011). The massacre left a long-lasting psy-
chological scar on all the residents of the northwestern part of West 
Kalimantan and a monument was built in the 1970s to commemorate 
the incident. After Indonesia achieved independence, Sukarno issued a 
Presidential Regulation in 1959 banning all foreign nationalities from 
operating retail businesses in the rural areas which resulted in the relo-
cation of tens of thousands of Chinese from the West Kalimantan inte-
rior to the coastal cities. After Suharto assumed the presidency, ethnic 
Chinese were targeted again because of their presumed connection to 
the communists.

A series of arrests and expulsions of Chinese took place in West 
Kalimantan as part of the nationwide communist purge. The expulsions 
were often carried out by the Dayak after being instigated by govern-
ment or military agents. “Estimates of refugees range from 50,000 to 
117,000, while the number of those killed range from a few hundred 
to about 2,000–3,000” (Hui 2011: 131). A large number of ethnic 
Chinese fled to the coastal cities of West Kalimantan and the influx of 
refugees made it difficult to find jobs or make a living in those places. 
After some years, many of those refugees, and particularly their children, 
chose to move to places like Jakarta or West Java to find a better future. 
In the early 2000s, many of the refugees, or secondary migrants, from 
West Kalimantan achieved financial security for themselves and their 
families in Jakarta. They established the Yayasan Bumi Khatulistiwa 
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(Equator Foundation) to assist the development of their hometowns in 
West Kalimantan and around Singkawang. That foundation represents 
the secondary diasporic Singkawang Sino-Indonesians whose interest 
focuses on the development of cultural and education affairs. Currently, 
many of the committee members of the foundation are renowned entre-
preneurs in both Jakarta and Singkawang and are particularly active in 
promoting the cultural and social connections between Jakarta and 
Singkawang. Although the official mission of the Equator Foundation is 
to promote education by providing scholarships for students to continue 
their secondary and higher education, it is instrumental in the success-
ful staging of Chap Go Meh celebration. Because it serves as a platform 
to connect successful entrepreneurs from Singkawang and now living all 
over the places. When there is a financial need, the organizing committee 
of Chap Go Meh would first turn to the Equator Foundation in order to 
reach potential benefactors. This has become a pattern in recent years.

Neoliberalism in West Kalimantan: Culture as a 
Commodity and as Capital

West Kalimantan is not considered an economically advanced prov-
ince of Indonesia. According to Indonesia Investment Coordinating  
Board, in 2014, West Java received the largest amount of foreign direct 
investment (FDI) (US$6561.9 million) while Gorontalo of north-
ern Sulawesi received the smallest (US$4.1 million). West Kalimantan 
received US$966.1 million, ranking the tenth among the total of 34 
provinces. Available information of FDI from the People’s Republic of 
China indicate that those investments are almost exclusively in natural 
resources extraction: rubber, palm oil, and bauxite. As a tourist destina
tion of Indonesia, Kalimantan is popular for river boating and jungle 
trekking, while West Kalimantan is usually not highlighted. In this con-
text, the people of Singkawang aim to put their city on the tourist map 
as a destination “to experience Chinese cultural heritage” in Indonesia. 
Following we will discuss two cases of commodification and capitalization 
of Chinese cultural heritage. The first one is the Chinese festival, Chap 
Goh Meh, which is an iconic event the city of Singkawang has to offer to 
the international tourist market. The second one is a privately owned and 
operated theme park, the Poteng Water Theme Park, which utilizes the 
notion of Feng-shui (geomancy) and artificial landscaping to offer local 
residents a destination for weekend outing and bridal photo taking.
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Chap Go Meh Festival in Singkawang

According to the traditional Chinese lunar calendar, the fifteenth day 
of the first lunar month marks the end of the New Year celebration. 
Lanterns are the theme of this holiday ranging from handcrafted lan-
tern-making and contests, exhibitions, and processions, to a lantern rid-
dle contest. Lanterns symbolize light and the force capable of driving 
away evil elements in the community. The festival is therefore an occa-
sion of ritual cleansing.

In addition to the reputation of being “the city of thousand tem-
ples”, Singkawang is also known for the considerable number of spiritual 
mediums practicing in and around the city (Hui 2011; Chai 2017). Ever 
since the lifting of the ban on public display of Chinese cultural herit-
age, the routine practice of spiritual mediums in healing, fortune tell-
ing, and session of trance (being possessed by guardian deities) entered 
a period of revival. The celebration of Chap Goh Meh in Singkawang is 
known for featuring the procession of numerous spiritual mediums from 
their respective household shrines, neighborhood temples, and regional 
temples to pay respect to the Central Pak Kung Temple in downtown 
Singkawang. While all the spiritual mediums are in trance, indicating the 
embodiment of their respective guardian deities, each medium (along 
with his/her entourage) performs a ritual cleansing, whereby collectively 
cleansing the city of any evil elements. The spiritual mediums wear color-
ful, almost theatrical-like, costumes to represent the deities that they 
impersonate and, while possessed, perform assorted marvels to demon-
strate their spiritual power. Because of those extravagant ritual perfor-
mances, Chap Goh Meh in Singkawang has gradually earned fame among 
cultural tourism destinations of Southeast Asia.

In 2009, the Indonesian government started listing Chap Goh Meh as 
an item on the national tourism agenda (Chai 2017) and subsidized the 
celebration with government funds.3 Since then, two events have been 
added to the festival: a lantern and floats procession on the evening of the 
thirteenth day and a gathering of hundreds of spiritual mediums in front 
of the Mayor’s office to launch an all-out parade down the main streets 
on the fifteenth day. In addition to those officially endorsed and financed 
events, the more authentic rituals of spiritual mediums paying respect to 
Central Pak Kung (as well as some of the more prestigious temples that 
have relationship with the mediums) is scheduled for the fourteenth day. 
Household and neighborhood shrines performing neighborhood cleans-
ing and blessing to individual clients lasts for a week.
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Hui (2011) called the spiritual mediums parade of Chap Goh Meh a 
performance of multiculturalism. Chai (2017) documented in detail the 
life stories of some prominent spiritual mediums in Singkawang. Both 
researchers are impressed by the presence of Dayak mediums in what is 
largely categorized as Sino-Indonesian religious life. The presence of 
Dayak spiritual mediums is, however, not limited to the festival; they 
are also part of people’s daily lives, performing regular services befitted 
to their role in both traditional and contemporary settings. A common 
interpretation of the “syncretic” phenomenon resorts to the commonality 
between the traditional religions of the Dayak and the Chinese, because 
both retain strong animistic features in their cosmologies and ritual prac-
tices, plus a long tradition of Datuk Kong (Deity of Locality, an indig-
enous deity in Southeast Asian context) worship in Chinese temples in 
Malaysia and Indonesia. However, another noteworthy fact, as commonly 
known by the local residents, is that the costume worn by a medium 
represents the character of his/her guardian deity or the deity that pos-
sesses the medium during that particular session. The ethnic background 
or ethnic identity of the medium, on the other hand, is not really crucial 
in the determination of the appearance or the origin of the deities that 
he/she works with. In other words, there are mediums that are categori-
cally Sino-Indonesian in terms of ethnicity but occasionally or frequently 
possessed by Dayak deities and therefore dress in Dayak costume in these 
sessions. Conversely, there are ethnic Dayak mediums that regularly work 
with deities of Chinese origin and dress accordingly in Chinese costume.

In terms of organization, each year behind the Chap Go Meh celebra-
tion there is an ad hoc committee of three invited by the mayor or volun-
teered by community leaders and then mandated by the mayor. With the 
mandate from the mayor, the committee recruits and organizes a work 
team as well as invites other socially and financially resourceful commu-
nity leaders to join the committee. The funds for each year’s celebra-
tion come partially from the city government and partially from private 
donation. Having resourceful and respectable persons on the committee 
becomes a crucial factor for the success of that year’s celebration. For the 
year 2017, the total budget for the festival was said to be around 4.7 bil-
lion IDR or US$350,000. According to some sources, the government 
has furnished between one to two billion IDR this year, and the balance 
is made up of private donations, including lesser amounts from local 
businesses and bigger sums from prominent enterprises that are either 
based in Singkawang or in other parts of Indonesia or Asia but who have 
a Singkawang background.
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In 2017, over 500 spiritual mediums, with entourages consisting of ten 
to 20 people each, signed up for the official parade, which had about 200 
more units from the year prior but less than the year 2009, which is said to 
have had around 800 units. The 2016 committee was thought to be cor-
rupt and was boycotted by some of the local religious groups. This year, 
each spiritual medium unit is awarded 1.5 million IDR for their attend-
ance-a sum that many complain is hardly enough to cover the expenses. 
“But this is not entirely for the money, right? It is our heritage!” said a 
number of participants. While the figure of government funding, number 
of spiritual mediums taking part in the parade, and the amount of dona-
tions from the private sector can vary from year to year, one thing remains 
constant: the main corpus of funding for the festival comes from the busi-
ness owners of the Sino-Indonesian community especially those sizable 
enterprises of former Singkawang residents who now operate elsewhere. 
Many of those business owners are members of the Equator Foundation.

One of such benefactors is Mr. Pui Sudarto, President Director 
of the PT. Pulauintan Bajaperkasa Construction Company, which 
is based in West Jakarta and is one of the major construction compa-
nies in Indonesia. The Company joined with PT Bauing Construction 
Group Indonesia (a joint venture between Bauing Construction Group, 
Shenzhen China, and Sioeng’s Group Inc, Indonesia) to build an army 
hospital, the cornerstone laying ceremony of which in 2015 was attended 
by Indonesian President Joko Widodo. The group is also the construc-
tion company of the major industrial park invested by Chinese com-
pany, the Indonesia China Integrated Industrial Zone, in West Java. On 
February 11, 2017, the Pulauintan Company hosted a grand opening for 
the 117 rooms of the Hotel Swiss Belinn, Singkawang (the first inter-
national chained-brand in Singkawang), which is attached to the Grand 
Mall (the first modern shopping mall in Singkawang) that had opened 
two years before, also built by the Pulauintan. The grand opening is 
scheduled to coincide with the main parade of Chap Goh Meh. The hotel 
will accommodate at least 26 foreign diplomats and dignitaries who are 
Mr. Pui’s personal guests for the festival. Mr. Pui started this gesture of 
hospitality a few years ago as chairman of the Chap Goh Meh committee.

Although Singkawang has a majority Sino-Indonesian population and 
the area is generally spared from recent anti-Chinese strife in Indonesia, 
interethnic tensions, mainly between the Muslim and the non-Muslim 
groups, are never deep beneath the surface. Not only does the city’s 
landmark dragon statue become the focus of protests and become the 
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victim of vandalism, the size of the Chap Goh Meh celebration fluctuates 
according to the general political atmosphere or the precarious situation 
of the local election. Although recognized by the central government as 
one of Indonesia’s public holidays, and promoted by the local govern-
ment as one of the city’s major tourist attractions, that does not guaran-
tee the celebration is without interference, at least in the minds of many 
Sino-Indonesians. One strategy is to recognize the celebration as multi-
cultural and widely known internationally to safeguard its continuation. 
Although Mr. Pui does not publicly claim that that is his intention, the 
hospitality he extends to foreign diplomats and dignitaries is in line with 
that strategy. It helps to consolidate the legitimacy of the festival as an 
annual official event of the city.

According to Mr. Lim, a mid-size import-export business owner in 
Singkawang, and a member of the Equator Foundation, most of the funds 
for Chap Go Meh come from individual donations including from local 
enterprises, businesses, and temples. The fundraising capacity differs from 
year to year, depending on the social standing and connection of com-
mittee members. The fluctuations in the amount of funds raised in recent 
years also depend very much on the general economic situation of the 
nation, and there is also a political factor to be considered. Says Mr. Lim:

This year is the election year. Usually the national government does not 
want to see too much excitement among the local communities during 
the election year. So they (the government) want us to size-down the cel-
ebration this year. But we resist the demand on the base that the Chap Go 
Meh has become the representative festival of Sino-Indonesian nationwide 
and the most important tourist attraction of the city. Tourists from Hong 
Kong, Singapore, Malaysia and even China and Taiwan are all coming and 
expecting to see a grand celebration! How can we size it down?

Beside, with the effort of Mr. Pui, who has invited all these foreign dig-
nitaries to Chap Go Meh in recent years, now the whole world is watching 
the Chap Go Meh of Singkawang!

In 2017, among the much advertised tourist attractions, there is a 
178 meters long dragon in the parade; it is said to be the longest ever. 
According to Mr. Lim, each year one organization would step forward to 
sponsor the main dragon for the procession. The dragon sponsor would 
finance its making and recruit people for its playing. This year the dragon 
is sponsored by Santo Yosep School alumnus society. Listed on the Chap 
Go Meh celebration brochure is the “burning of dragon” ritual in front 
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of a Chinese temple on the outskirts of the city on the sixteenth day. In 
the afternoon of February 11th of 2017, watched by a huge crowd-amid 
beating of gongs and drums-the dragon is set ablaze and consumed by fire 
in a matter of minutes. It has become a custom that the dragon should 
be made anew each year by different sponsor. According to Mr. Lim, one 
year the senior craftsman who made the dragon passed away. Fearing that 
no qualified craftsman would be able to continue the making of new drag-
ons, the organizers of that year decided to keep the dragon for future use. 
The following year witnessed at least a dozen fires in the city and many 
houses were destroyed. People sought divination and learned that the 
dragon was mad because it was prevented from returning to heaven. They 
hurriedly burnt the dragon and ended the chain of misfortune.

Chap Go Meh is therefore still a ritual loaded with magical potency, 
regardless of its appropriation in recent years by civil, economic, and eth-
nic-political motivations. The recent development of the Go Meh celebra-
tion in Singkawang is both a combination of civil and corporal agencies 
commodifying culture for economic gains in a neoliberal world, and a 
boom of occult economy among a still somewhat marginalized and inse-
cure ethnic group in Indonesia, the Sino-Indonesian.

Poteng Water Theme Park

Another much publicized tourist project in Singkawang is the Poteng 
Water Theme Park. The park is located 7 km southeast of the city center 
of Singkawang. Originally called “Swallow Garden” because of the 
bird’s nest houses surrounding the park, it is now also popularly known 
as “Pajintan Love Park” because of the park’s landscape partially target-
ing the growing market of bridal photos. The 90,000 m2 park features 
a swimming pool, a splashing pool, a set of water slides coming out of a 
big dragon mouth, some rafting channels, a hotel, and a café.

The Park’s most amazing landscaping feature, however, centers on the 
integration of the surrounding mountains with manmade landscape. The 
main visitor center building faces a lake at the center of the park; and from 
the waterfront balconies of the building, visitors can have a panoramic 
view of Mt. Poteng. In Feng-shui terms, mountain ridges are commonly 
interpreted as lying dragon or dragon ridge. The auspiciousness or un-aus-
piciousness of a site is, to a large extend, decided by its relationship with 
the “dragon” in its vicinity. While standing on the balcony of the main vis-
itor center building, appreciating the tranquil scenery of the nearby water 
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and the distant mountains, one would be struck by the sight that at one 
end of this lying “mountain dragon” stands a man-made dragonhead that 
is over 20 meters high, bright red and constructed with rebar and cement. 
Although the mountain dragon is at a distance and the dragonhead is in 
the Park, about 200 meters from the viewing spot, perspective of the view-
ers connects the mountain dragon with the colorful man-made dragon-
head. A set of 70-meter-long water slides extend out of the mouth of the 
dragonhead. That is a uniquely envisioned and executed appropriation of 
Feng-shui. Combining two auspicious elements, dragon and water (both 
symbolizing prosperity), the park provides a surrounding that is filled with 
heavenly bliss for wedding couples to take photographs and share the aus-
piciousness. According to the owner of the park, the Feng-shui of the site 
was investigated and interpreted by a consultant from Taiwan.

The visionary-cum-owner of the Park, Mr. Chen Chao-sheng, is a 
native Sino-Indonesian of Singkawang who left West Kalimantan in the 
1970s. He established his business in Jakarta as an authorized dealer of 
China-made computer-controlled embroidery machines. He still consid-
ers Singkawang his hometown as both of his parents were buried here. 
The Poteng Water Theme Park is his pet project for a semi-retired life. 
Originally the project had three shareholders, both of who were Chen’s 
good friends. After a while the other two lost interest in the project and 
withdrew their investment. It opened on December 25, 2016 but is still 
under construction. The project has cost him 50 billion IDR. Mr. Chen 
is rather happy with its current business which usually breaks even and 
sometimes makes a small profit. Mr. Chen likes to entertain guests, as 
well as staying in the Park by himself for a night every now and then, to 
enjoy the exquisite Feng-shui.

The lakes that constitute the main attractions of the Park are pit lakes 
from the gold-mining era. Surrounding the park’s premises stand six bird’s 
nest houses (see Fig. 14.2). They were once also Mr. Chen’s projects, but 
was not profitable. Therefore, the scene at the park is a representation of 
the various phases of the economic history of the Sino-Indonesian com-
munity in the area. The gold mining of the eighteenth and nineteenth cen-
turies, continuing with culturally invested enterprises such as bird’s nest 
farming of the late twentieth century (Chiang and Cheng 2017) and then 
moving into tourist industry of the twenty-first century.

There are two tasks in Feng-shui profession: (1) the interpretation 
of landscape according to a set of systematic knowledge, and (2) the 
evaluation of a particular site in the landscape according to a scale of 
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auspiciousness to decide whether or not this site would bring good for-
tune to the appropriator. Feng-shui knowledge has been available to be 
hired in Chinese society for a long time. A good Feng-shui site, either for 
grave or for house, can fetch a much better price in real estate market. 
Feng-shui is not only a commodity of the traditional time but also a com-
modity with ever-increasing demand in the occult economy of a neo-lib-
eral Chinese market. Being able to discover and to appropriate a good 
Feng-shui site is a sign of a person’s possession of abundant cultural capi-
tal. Now in addition to the appropriation of good Feng-shui for the ben-
efit of himself and his family in an occult way, Mr. Chen invests real fiscal 
capital into Feng-shui and turns the place into a money-making project. 
The market that Mr. Chen has in mind mainly consists of the domestic 
and international Ethnic Chinese customers who can appreciate the Feng-
shui that is encode in the scenery. However, from our observation in the 
park and interviewing Mr. Chen, currently it seems that he would also 
need the patronage of local non-Chinese customers to balance the book.

Conclusion

Both the Chap Goh Meh festival and the Poteng Water Theme Park repre-
sent cases of commodification of culture. The Sino-Indonesian commu-
nity, and to some extent the Dayak community, upholds the celebration 
as a symbol of ethnic identity in a precarious socio-political context. 
When we shared findings and understandings with Dayak friends in 
Pontianak about the relationship between culture and the economy, the 
occult appearance in many of the economic activities, and the status of 
Sino-Indonesian community in Singkawang, one Dayak friend sighed and 
commented: “All peoples have their cultural heritage, and all peoples have 

Fig. 14.2  View from the balcony of the main building, Poteng Water Park, 
Singkawang (Source Author’s picture)
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their cultural interpretations of the environment. But only the Chinese 
people can turn these things into tourist attractions in such a big scale.”

Chinese business practices are invested with cultural values and social 
responsibilities. The persecution and marginalization that the Sino-
Indonesians of Singkawang experience have become: (1) the historical 
causes of resorting to occult activities, (2) a reason for secondary diaspora 
and fortune seeking in other place, both inside Indonesia and abroad, and 
(3) the foundation for demonstrating hometown loyalty through investing 
in the improvement of Singkawang’s economy and education. The cases 
demonstrate that Sino-Indonesians from Singkawang link their identity to 
the area, and those with financial means use that to reinforce Chinese iden-
tity as a kind of cultural capital. These two cases demonstrate that occult 
economy is not limited to underprivileged people but that financially afflu-
ent people also resort to occult activities, both as a psychological protec-
tion and a cultural fulfillment. Occult activities can be transformed into 
occult economies that serve not only internal customers as clients but also 
external customers as tourists. These cases also demonstrate the tendency 
for commodification of cultural heritage in a neo-liberal environment.

Notes

1. � Bourdieu (1977, 1984, 1986) proposed the concept of cultural capital 
in his analysis of social mobility. Cultural capital consists of speech, dress, 
lifestyle, knowledge, and taste (mostly through family background and 
up-bringing). Cultural capital is used to enhance one’s chance of social 
mobility. The concept is also useful in the discussion of cultural factors 
behind business success (Purwanto 2016).

2. � Dr. Hui Yew-foong (personal correspondence) points out that the Sino-
Indonesians of Singakawang should be divided into three classes: the 
very rich, the petite bourgeoisie, and the majority poor, and that each 
class would have distinct roles and different shares in the economic gains 
brought about by the celebration. The point is well taken but a full inves-
tigation of the internal differentiation would need to wait for further 
research.

3. � Officials of Singkawang municipal government and the Sino-Indonesian 
are both organizers of the celebration and they both emphasize that the 
government fund is spent exclusively on the “civil celebration” parts of the 
festival, for example the lantern procession, procession of spiritual medi-
ums in front of the Mayor’s office, advertisement and public relations 
operations, etc., and never on the religious rituals.
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