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| Note from Lead Analyst – 2020 ctrl-alt-del 
 
In the past months, we at S. ASEAN International Advocacy & Consultancy (SAIAC) has changed our 
strategy in terms of how we do our advocacy & other works for our clients, so is the same with other 
corporations, who have been going through various processes to comprehend the ways of doing 
business in times of Covid19. Yes, we are all in the same boat, globally. It will do justice to say that 
2020 is the year of “crtrl-alt-del” the year of “agility” and the year of “stepping stone into the new 
realm”, or what is commonly known as the “new normal”. 
 
There are no signs that the pandemic will provide respite soon, if any, the predictions points towards 
an upward curve as we approach the year end. The International monetary Funds (IMF) has declared 
that the world is experiencing a far worse recession worse than that caused by the 2008 global 
financial crisis. 

 
| Liquidity – Liquidity – Liquidity 
 
The economic disruption has been fairly distributed in all countries, globally, worldwide! Yes, we are 
all facing a simultaneous, an almost near minus, if not minus GDP growth and cash crunch. The 1998 
and 2008 crisis were different in the sense that there was a “bailout” solution, loans from “friends” of 
other governments/ countries were available. This crisis brought most countries to their knees in 
terms of liquidity, and a possible threat of inflation or a certainty of it. The governments in Japan, US 
and now UK have resorted to using “quantitative easing”, which is a form of printing money. 
 
Will printing money help? Let us see the impact of printing money, as follows: 
 

(i) Printing money faster than the GDP growth will reduce the value of money and cause 
inflation. 

(ii) The prospect of deflation is much worse than inflation. Deflation could make a minor 
recession into a prolonged depression and it discourages spending, thus increase the 
burden of debts. 

(iii) Printing money reduces the value of our currency, inflation reduces the value of domestic 
securities making investors leave the economy. 

 
With the dire situations and the uncertainty of the impact and duration of COVID19, the governments 
are now resorting to (a) borrowing money or (b) printing money. Both had its consequences, but the 
desperations are seen increasing by the days as confinements brings businesses into closures, 
downsizings and bankruptcies. Government stimulus will and has helped, but it will not be for a 
duration of more than 6 months. The financial health of a county depends solely on three things: 
 

1. Investments 
2. Employments 
3. Spending 
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Spending has taken a steep drop; liquidity crunch is increasing as people tend to safe rather than spend 
money. The challenges are that shops and offices are closed, the “essential lists” has been protected 
to ensure people have access to the daily necessities. 
 

| SAIAC – Member of the Task Force on Logistics, Healthcare & eCommerce 
 

 
SAIAC attended several meetings with Minister 
Luhut Panjaiatan, Minister Johnny Plate, 
Minister Teten Masduki, Minister Wisnutama, 
Minister Agus P, LKPP and several other 
Ministers along with Industry Associations and 
related businesses. The message during the 
meeting is clear, “ease on everything that is 
essential for health, livelihood of public”. This is 
a regular meeting that clearly portrays 
Indonesia’s serious intent to safeguard public 
interest and to ensure minimum economic 
disruptions. These meetings direct the 
government US$34 billion stimulus into the right directions, working with inter-Ministerial and private 
sectors. A regular meeting is conducted to ensure that government efforts are efficiently and 
effectively conducted. 
 

| Geopolitics & Geo-economics & the “New Normal” 
 
The economic crisis in 2020 is driven by governments and their mass quarantining of populations and 
not by financial sector meltdown. Unprecedented social control has created simultaneous negative 
supply and demand shocks. The speed of economic collapse in 2020 also far outpaces that of 2008–
09, or indeed any of the other recent recessions. The downturn is also tightly synchronised.  The 
collapse in the economic activity is evident from the data of China, US and other major economies, 
shrinking the economy close to the scenarios of the end of Second World War. 
 
The instability and vulnerability caused by the economic dislocations have fuelled nationalism to the 
extent of a potential “Geo-Political Fallout”. In a 
Video Conference arranged by SAIAC with 
Philippines and Indonesia, it was shared that 
governments are aware of the increasing 
nationalisms and the sentiments on China (with its 
aggression on South China Sea) and the project on 
One Belt One Road (OBOR) around Asia. While 
economically, China stands out as “financially 
resilient”, the unavoidable “go to China” for 
assistance might create a geopolitical imbalance, 
which needs to be carefully managed. Philippines 
government is fully aware of this and are trying to 
contain China’s influence whilst protecting the 
national sovereignty. 
 
China played a driving role in the 2010 global recovery via an unprecedently large economic stimulus 
worth around RMB4 trn (US$590 billion), or nearly 13% of its then GDP. China’s rebound helped to 
propel global trade to a strong expansion in 2010 and to lift commodity prices, so buoying many 
emerging markets and exporters such as Germany and Japan.  
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But the legacy of high levels of domestic debt left by this stimulus will constrain Beijing’s willingness 
and capacity to repeat a cash injection into the economy on this scale. Any fresh Chinese stimulus will 
be more targeted, probably towards strategic sectors such as technology and away from traditional 
infrastructure projects, than in 2009–10 and smaller in scale. The government may also prefer to wait 
until the domestic economy has normalised further later in 2020 before implementing fresh measures. 
As such, the global recovery could be slower and more fitful than many had hoped. 
 

| Corporate Restructuring 
 
The “new normal” today translate into downsizing. We started receiving inquiries from some of our 
clients to downsize, to re-structure and we are cognisant of the fact that in US, one of the biggest 
economy has prompted hundreds of layoffs 
over the past weeks and halted a historic 11 
year bull market in stocks. The same trend is 
seen to seep through in Asia and other parts of 
the world. As the pandemic takes its toll, digital 
services from both consumers and corporations 
has taken a dive and venture capitalist is drying 
up, hitting a seven-year low. The few 
exemptions are sectors such as healthcare, food 
delivery, online educations and online 
shopping/ eCommerce. The team from SAIAC Law Firm conducted a video conference with the 
Employers Industry Association to drive companies in implementing a re-structured plan while 
considering the severance pays to the employees. One of the speakers are Mr. Hariyadi Sukamdani, 
Chairman of APINDO (Indonesia Employers Association), the timing for Omnibus Law has been seen 
as “off” and the revisions to “manpower” law has been again halted. Covid 19 pandemics has shifted 
most of the government policy reforms agenda and re-focused all resources into ensuring public safety 
and security measures. 
 

| SME’s Driving Market Supply 

As a member of ASEAN Mentorship Entrepreneur Network (AMEN), 
SAIAC coached five SME’s to provide Personal Protective Equipment 
(PPE) for domestic and for export purposes. SAIAC has been 
mentoring SME’s in Southeast Asia since 2016 and during the times of 
liquidity distress, the small businesses are the first to dip into the 
minus economic graph. SAIAC worked closely with 
different Ministries to ensure that SME’s have 
access to the 
stimulus and 
policy assistance 
and are on the 
forefront to grab 
any opportunities 
that will allow 
them to earn daily 
livelihood and avoid any layoffs. The most feared scenario is the inability 
of SME’s to survive the pressure of economic crunch.  
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REGIONAL NEWS 
 
|INDONESIA 
 

Hanging on a thin thread, this is the rightful description of Indonesia’s current economic situation, the 
several revisions of growth numbers is projected to 0.5% and remains at risk of further decline as the 
country relies heavily on the export of commodities rather than finished goods. 
 
The IMF projects the country’s unemployment rate to rise to 7.5% from 5.3% last year, this is mainly 
due to the dependence of supply chains. As for the global economy, a contraction of 3-4% is eminent, 
reflecting the 1930 Great Depression. 
 
On top of the COVID19 impact on economy and unemployment, the country is poised to get a small 
break from the decline of oil price. The substantial decline in global oil price will have positive impact 
to manage the inflation and Rupiah exchange. The Rupiah exchange rate is poised to stabilize in the 
near term due to lower onshore demand for US$, especially from the declining oil imports (from lower 
prices). Risk to our call is if the capital outflow remained high. 
 
On the domestic demand, the external condition will be a drag which will be reflected in the bleak FDI 
number. Assuming there will be no FDI in 2020 versus US$20 billion in 2019 (mainly from China, 
Singapore and Japan), who are currently in the same boat with Indonesia, if not more severe. The 
State Budget reallocation from the infrastructure projects and lower oil import in value due to lower 
global oil prices will have further impact on the GDP growth.  
   
The country clearly faces momentous challenges, Indonesians have overcome many great ordeals 
before: devastating natural disasters, centuries of colonial rule, a struggle for independence, civil 
conflict, and the chaos that ensued from the 1998 Asian financial crisis, which led to the downfall of a 
dictatorship and the reformation of the country’s political and economic systems. 
 
Through all this, evidence suggests that Indonesians have learned to band together when times are 
tough, both feeling a responsibility and taking great joy in helping each other when needed. 
 
In the 2019 Legatum Prosperity Index, Indonesia ranked fifth in the world for social capital and first 
for civic and social participation, with the highest levels of volunteering of any country. In the 2018 
Charities Aid Foundation (CAF) World Giving Index Indonesia also topped the list for frequency of 
donating and volunteering. 
 
It therefore comes as no surprise to see the many crowdfunding campaigns that have been launched 
on local platforms like kitabisa.com to help those in need. This includes raising funds to support 
informal sector workers, such as street food sellers, scavengers, and motorcycle taxi drivers, and to 
purchase personal protective equipment (PPE) for healthcare workers. By late March, 15,000 medical 
students from 158 universities had also signed up to volunteer. 
 
The level of innovation in Indonesia is also underestimated, with universities and tech companies 
contributing greatly to the country’s fight against COVID-19. For example, the University of 
Indonesia has developed ultraviolet-based disinfection booths for medical equipment, and is 
continuing research and development into PPE, COVID-19 rapid testing instruments, and treatments. 
The Surabaya Institute of Technology (ITS) has worked in cooperation with Airlangga University 
Hospital to develop a disinfectant chamber that uses ozone (O3) rather than unsafe chemical 
disinfectants, as well as a robot that can be used to remotely communicate with patients, monitor 
their condition, and deliver items such as food and clothes.  

https://www.prosperity.com/rankings
https://www.cafonline.org/about-us/publications/2018-publications/caf-world-giving-index-2018
https://www.cafonline.org/about-us/publications/2018-publications/caf-world-giving-index-2018
https://kitabisa.com/
https://www.thejakartapost.com/news/2020/03/27/15000-medical-students-ready-to-join-fight-against-covid-19-house.html
https://www.thejakartapost.com/news/2020/03/27/15000-medical-students-ready-to-join-fight-against-covid-19-house.html
https://www.kompas.com/sains/read/2020/04/14/120300623/bantu-lawan-corona-covid-19-ui-luncurkan-beragam-inovasi-berjangka?page=1
https://www.kompas.com/sains/read/2020/04/14/120300623/bantu-lawan-corona-covid-19-ui-luncurkan-beragam-inovasi-berjangka?page=1
https://surabaya.liputan6.com/read/4222075/3-inovasi-its-surabaya-hadapi-corona-covid-19
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Many manufacturing companies have also begun producing PPE and hand sanitizer, while others have 
partnered with universities to produce ventilators.  
 

| G20, World Bank & IMF Offers Debt Relieve in Difficult Times 

As we know it, while healthcare companies are racing to find a vaccine to COVID19, economic damages 
raced at a faster pace, plunging under-developed countries into a worst recession in a century. The 
Group of 20 nations has decided to intervene and announced a one-year debt standstill for the world's 
poorest nations as they struggle to deal with the coronavirus pandemic. 
 
With over two million cases and fatalities approaching 130,000 worldwide, many of the less developed 
countries are facing the heaviest burden since they do not have the spending power to deal with 
treatment and the economic fallout caused by widespread lockdowns of their economies imposed to 
contain the virus. 
 
The G20 finance ministers and central bankers endorsed "a time-bound suspension of debt service 
payments for the poorest countries. The initiative will "provide north of $20 billion of immediate 
liquidity" for poor countries to use "for their health system and support their people facing Covid-19.  
  
The International Monetary Fund and World Bank had been calling on the governments to provide 
debt relief to the country’s most in need, and finance ministers from the Group of Seven advanced 
economies agreed to do so on Tuesday providing the G20, which includes China and Russia, was in 
favour. 
 
The leaders of the IMF and World Bank hailed the announcement, calling it "a powerful, fast-acting 
initiative that will do much to safeguard the lives and livelihoods of millions of the most vulnerable 
people." 
 
The Washington-based lenders have rushed to roll out emergency financing and have received 
requests for aid from 100 countries. The IMF has $1 trillion in lending capacity and has doubled its 
fast-deploying emergency financing facilities and approved a new Short-Term Liquidity Line as a 
"renewable backstop" for countries with sound fundamentals. The immediate debt service relief to 
25 of the IMF’s member countries under the IMF’s revamped Catastrophe Containment and Relief 
Trust (CCRT) as part of the Fund’s response to help address the impact of the COVID-19 pandemic. 

The grants are directed to the most vulnerable members to cover their IMF debt obligations for an 
initial phase over the next six months and will help them channel more of their scarce financial 
resources towards vital emergency medical and other relief efforts. 

The CCRT currently provide about US$500 million in grant-based debt service relief, including the 
recent US$185 million pledge by the U.K. and US$100 million provided by Japan as immediately 
available resources. Others, including China and the Netherlands, are also stepping forward with 
important contributions.   

The countries that will receive debt service relief today are: Afghanistan, Benin, Burkina Faso, Central 
African Republic, Chad, Comoros, Congo, D.R., The Gambia, Guinea, Guinea-Bissau, Haiti, Liberia, 
Madagascar, Malawi, Mali, Mozambique, Nepal, Niger, Rwanda, São Tomé and Príncipe, Sierra Leone, 
Solomon Islands, Tajikistan, Togo, and Yemen. 

 

 

https://www.thejakartapost.com/news/2020/04/22/manufacturers-adapt-to-shifts-in-demand-but-layoffs-continue.html
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| Global Oil Price 
 
Global oil traders have shrugged off historic output-cutting deal by OPEC and its allies, with prices 
languishing not far from recent two-decade lows. The market failed to win traction from the deal, 
which fell short of expectations led by the Organization of the Petroleum Exporting Countries. 
 
On one hand, the European deals, international benchmark London Brent North Sea oil stood at 
$31.04 per barrel, compared with $34.36 and on the other, the US benchmark West Texas 
Intermediate (WTI) crude traded at $21.81 a barrel, down from $26.80. Both contracts had crashed 
late last month on virus-linked demand fears and a Saudi-Russia crude price war. 
 
WTI had slumped as low as just $19.27 per barrel on March 30, when Brent had also nosedived to 
$21.65 per barrel. Those levels were last witnessed in 2002. The collapse prompted top producers to 
tighten the taps to stop haemorrhaging precious oil revenues. 
 
OPEC producers are dominated by Saudi, and their allies led by Russia, thrashed out a compromise 
deal to cut production by 9.7 million barrels per day from May of 2020. Yet traders remain doubtful 
over the impact because the cuts nevertheless fell short of expectations, amid fears over plunging 
demand on COVID-19 fallout. While Saudi and its allies with pledges from G20 nations have removed 
19.5 mbpd from the market, while the market loomed with uncertainties if the reductions was enough 
and if OPEC has concerted sufficient efforts to prop ip prices in the near terms, albeit avoiding a 
complete collapse.  
 

The Future Outlook 
  
Global oil supplies are currently outstripping global demand by as much as 30 million barrels per day 
due to the supply-demand imbalances. The IMF meanwhile forecasted that oil prices will likely remain 
below $43 throughout 2023 due to "persistently weak demand" in a deep global recession sparked by 
coronavirus. However, the IMF did 
also admit that the rapidly falling 
cost of oil -- which greases the 
wheels of the global economy -- 
should nevertheless give a big 
boost to consumer nations. 
  
On the contrary, will OPEC deal be 
respected and will compliance 
among OPEC member nations 
over the cartel’s production 
quotas has been fairly viewed? It 
was also brought to the attention 
of many that in the past OPEC had 
struggled to comply with the production quotas and that the involuntary production outages and over 
compliance from the Saudi’s had greatly helped. Today, amidst COVID19, the group has agreed to 
historic cuts and hopefully will comply to the commitment. 
 
The historic cut did not spark the market reaction that oil producers were hoping for. Controversies 
among oil producer nations hinted that a further action is probably unlikely, and that rests the case. 
 
As for Indonesia, Indonesia’s upstream oil and gas regulator SKK Migas has cut its full-year production 
outlook for the country.   
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The coronavirus pandemic and lower oil prices have 
dealt a further blow to the southeast Asian 
country’s oil and gas production, which had already 
been expected to contract for a fourth straight year 
in 2020. Aging fields and delays to new projects 
have kept output levels below government targets.  
 
Indonesia’s crude oil lifting from January to March 
stood at 701,600 barrels per day (bpd) versus 
746,300 bpd in 2019, while gas lifting in the period 
stood at 5,866 million cubic feet per day (mmcfd) 
compared to 5,912 mmcfd last year. 
 
SKK Migas cut this year’s production outlook for 
both crude oil and gas to 725,000 bpd and 5,727 mmcfd respectively.  The productivity of the oil and 
gas workforce has slowed due to new protocols to curb the 
spread of the virus, this means that several projects which were 
supposed to come onstream this year, like the Merakes offshore 
gas field project, will see delays.  
 
Indonesia’s crude oil output has been declining for years from a 
peak of more than 1.5 million barrels per day (bpd) in the mid-
1990s to below 800,000 bpd now as key fields run dry. This year’s 
state gross revenue outlook from the oil and gas sector had been 
cut by nearly half, from $32 billion to $19 billion now. Oil prices 
fell to below $20 a barrel last month after Saudi and Russia 
launched a price war to try to increase their market share after 
ending a four-year production cut deal. The coronavirus 
pandemic has also slashed energy demand. As of Thursday, 
Indonesia has confirmed 5,516 novel coronavirus infections and 
496 deaths. 
 

| eMoney & eCommerce - The race to reach 180M unbanked Indonesians 
 
During COVID19 and the partial lockdown of the country, it has been noted that e-transactions/ e-
money has been the only resort for purchases of “basic necessities”. Indonesia is APAC’s most 
untapped e-money, there are 66% of “unbanked” population, those who do not own bank account 
and there are only 11% of its e-money app users are regular users, lead by younger Indonesian women 
for e-money adoption. 
 
Merchant partnership unlock opportunities for everyday e-money usage and are pivotal to e-money 
becoming Indonesia’s go-to payment medium for high frequency purchases. Today, the smartphone 
users and e-money app users have increased by 10 folds, fast forwarded by the Covid19 pandemics. 
 
The numbers of e-money users point towards female who are increasingly adapted to shopping online. 
During Covid19, most transactions are centred now around (i) food & beverage deliveries (ii) groceries 
online (iii) agriculture products (iv) healthcare related products, with 48% women users aged 25-40 
years of age. Compared to men with 28-32% in the same age groups, indicating that women are 
decision makers in household spending, in times of Covid19. It is important to note that half of 
Indonesians populations is under the age of 30 and more comfortable to be using digital and e-money. 
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It was also noticed that there are increased numbers of “Merchant Partnerships” between vendors, 
especially the SME’s and the platform/ marketplace owners during the quarantine time. 

 
| RCEP – Is India Back? 

The 29th RCEP Trade Negotiating Committee Meeting was held via video conference on 20, 22 and 24 
April 2020, attended by 15 RCEP Participating Countries (RPCs), that is, the Member States of the 
Association of Southeast Asian Nations (ASEAN), Australia, China, Japan, Korea, and New Zealand.  
 
The 15 RPCs reaffirmed their commitment to sign the RCEP agreement in 2020, stressing that as a 
region-wide free trade area, RCEP will provide a more stable and predictable economic environment 
to support the much-needed recovery of trade and investment in the region, which has been adversely 
affected by the COVID-19 pandemic. The 15 RPCs also agreed to step up cooperation and accelerate 
global efforts to enable a swift and resilient economic recovery from the crisis brought about by the 
COVID-19.  
 
Against this backdrop, the 15 RPCs reaffirmed their commitment to continue working with India to 
address its outstanding issues, as instructed by RCEP Leaders at the 3rd RCEP Summit in November 
2019. Recognizing India as a valuable original participant, the 15 RPCs would welcome India’s return 
to RCEP. 
 

| Indo Pacific – Global Diplomacy Shifts (courtesy of Economic Times, India & the edgemarkets.com) 

Covid19 has had dramatic changes not just in the lives of people, but also in  the Geopolitical 
and Geo-diplomacy within blocks, regions and globally. Let us look at Indo Pacific diplomacy 
that was moving at full thrust pre Covid19, what shape will Indo Pacific diplomacy takes post 
Covid10? What are the regional and plus regional actor approaches would look like with 
regards to Indo Pacific? Has COVID-19 contributed to trigger further shifts in the Indo-Pacific 
by signalling the onset of a more volatile involvement of China, alongside rebooting regional 
and extra-regional cooperation frameworks? 
 
Regional responses to COVID-19 via organisations like the ASEAN and SAARC with members 
of both these groupings coming together to establish  funds to respond to the crisis as well as 
discussing most effective ways of battling the spread of the contagion is discussed ahead. In 
South Asia, leaders regrouped virtually in a departure from their usual state of stagnancy and 
inertia. With China being the second-largest trading partner of ASEAN, the impact of the 
pandemic is intensified in countries of Southeast Asia. Inter-dependency among the workforce 
is also high within these countries — for instance, Singapore relies on a significant number of 
work force from Malaysia with the majority being low and semi-skilled labour. This has called 
for closer coordination in the context of supply-and-demand capabilities that can be 
resourced within ASEAN and which could make way for a more self-reliant sub-region in 
future. 
 
ASEAN members have also discussed other concurrent developments in the region, speciall y 
the importance of maintaining peace and stability in the South China sea amid the contagion. 
In the context of the Indo-Pacific, it is being speculated that the post-crisis World will see an 
even more hawkish China ready to exploit “free-market vulnerabilities” in order to offset its 
losses. This may in turn lead to further intensification of tensions between China and the 
United States with Southeast Asia becoming the theatre of this  resurgent competition. 
 
China has not put a pause on its salami slicing strategies in the South China Sea and continues 
to test the resolve of countries like Vietnam and Indonesia with which it is locked in 
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longstanding maritime territorial disputes. In April as of now, there have been two major 
instances: one in which a Chinese maritime surveillance vessel has been involved in an 
incident which led to the sinking of a Vietnamese fishing vessel and another in which the 
Philippine military accused China of pointing a radar gun at one of its navy ships. Chinese 
vessels are not only frequenting disputed areas where they are from time to time found, but 
also entering new territories for instance the Natuna islands and Laconia shoals together with 
military manoeuvres and large-scale deployment of military assets to the region. 
 
While such adventurism by China is not novel, it may also in part have to do with the fact that 
in 2019, countries like Malaysia which had previously refrained from voicing its position of 
maritime territorial disputes in the South China Sea have come forward in challenging Beijing’s 
presence in waters which are well beyond its legal maritime boundary. Simultaneously, in 
early April, the US military through the US Indo-Pacific Command requested an additional 
funding to strengthen naval, airborne and ground-based operations in the Indo-Pacific region 
through a spending plan, titled “Regain the Advantage.” The move is linked with US efforts to 
bolster its presence in and its ties with countries in the Indo-Pacific since the Pentagon 
designated the region as a “priority theatre” in the wake of increasingly aggressive posturing 
by China. 
 
One of the key areas of debate concerning the region has been the prospect of the 
Quadrilateral Dialogue or the Quad. The grouping comprising Australia, Japan, India, and the 
United States received a jumpstart a few years ago after a long hiatus resulting from 
inconsistencies in terms of purpose and action. The Quad countries are now working with 
South Korea, Vietnam, and New Zealand in what is being referred to as the Quad-Plus 
Dialogue. 

Leaders of the countries began a weekly teleconference in late March to exchange 
information, share their assessments of the pandemic and to coordinate efforts to address 
the challenges presented by COVID-19. Apart from appraising each other of the situation in 
their respective countries, the participants also agreed to coordinate on issues like vaccine 
development, challenges of students and workforce seeking to return to their home countries, 
financial assistance and possible ways to manage an uncertain future for the global economy. 
While the Quad has received a fair share of deliberation regarding whether it can become an 
effective cooperation mechanism, the fact that the members are collaborating d uring this 
period likely portends a promising development for the future of the grouping and its role in 
the Indo-Pacific. 
 
Even as the world continues to be engaged in fighting the pandemic, developments in the 
Indo-Pacific have taken on diverse forms. In the post-crisis period, the region will have to 
shore up support through concerted efforts to meet the ensuing geopolitical realities in 
addition to country-specific impacts which in turn would necessitate revisions in monetary, 
economic, social and environmental policies. Cooperation mechanisms such as the ASEAN and 
the Quad will no doubt be required to play a vital role in the post -pandemic world while at 
the same time re-adjusting to probable shifts in economic inter-dependencies among 
countries in the region. 

| India’s Caution on China’s post Covid19 - Power Play or Power at Play 

It has been known to many that India’s refusal to participate at RCEP stems in the fear of China’s access 
to Indian market through ASEAN (China has FTA with ASEAN). With the outbreak of Covdi19, China’s 
aura as the emerging superpower has been compromised, yet still, China continue to deploy economic 
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splurges, in combination with soft and hard power to rein in power in the region. It is still using its 
manufacturing and trade muscles to make the region over-dependent on it for export led economic 
growth (Covid19 related medical and safety supplies). In the past, it launched BRI (Belt and Road 
Initiative) to reconnect the region to reduce geographical proximity and increase control. 
 
China is the biggest trading partner of ASEAN and the largest import destination for the region. The 
significance of large imports from China lies with ASEAN’s export model economy. It depends largely 
for imports of inputs/ raw materials from China. Over one-fourth (26 percent in 2018) of its global 
imports of electronic and electrical items, which make base for its exports are from China. Eventually, 
FTA with ASEAN made a strong platform for its over-dependence on China for supply chain. 
 
It launched BRI (Belt and Road Initiative) to reconnect the region and boost the trade links through 
infrastructure development. “BRI is the most viable platform for advancing China’s neighbourhood 
diplomacy”, consequently, Indonesia, Vietnam and Malaysia are the top recipients of Chinese capital 
through BRI connectivity.  
 
Alongside, China used soft power to increase its influence in the region. It focused to reconnect the 
overseas Chinese in the region by altering its long-established policies towards overseas Chinese. 
Under the leadership of Chinese Prez Xi Jinping, China relaxed the visa systems for Chinese diasporas. 
The region holds biggest number of Chinese diasporas. There are 30 million overseas Chinese in the 
region, which accounts for 70 percent of overseas Chinese in the world. In terms of hard power, China 
carried out aggressive move in South China Sea, overreaching Vietnam’s right in the sea. 
 
With reports appearing for Covid19 engulfing China, cracks are developing in the supply chain in the 
region. It is said that Vietnam will be most affected due to its over-dependence. Hong and Singapore 
will be more severe, given the fact they are already experiencing slow pace of growth due to structural 
weakness before. 
 
The region’s most developed export-oriented industries like electronics, automobile, machine and 
textile sectors will be most affected by the disruption of supply chain. Over 20 percent of global trade 
in manufacturing intermediates originate from China according to UNTACD. Eventually, it will affect 
China’s manufacturing capacity and undermine the output elsewhere. 
  
Given the uncertainty of the duration of the virus, it is advocated that diversification of supply chain 
to multiple nations is the only solution, instead of overdependence on one nation. In other words, 
small nations in ASEAN should diversify their procurement from multiple nations in Asia, who can 
provide low cost manufacturing. This leverages scope for other nations as substitute to China, India is 
no exception to this.  
 
Every MNC is now looking for alternatives to reduce dependence on China. There are three ways to 
do it. First, they should move for sources back to home market. Second, they should move to the 
markets of its consumers and third, move to third countries. India stands for opportunities for the 
latter two sources. 
 
Given the demographic advantages of big population and low aging people, India has the 
advantage for a big consuming market. It is said that whatever you produce in India, you can sell. 
Automobile and mobile phone manufacturing exemplify the hopes. India is the fourth largest producer 
of passenger car and the largest producer of two-wheelers in the world. Over 86 percent of 
these vehicles produced in the country is consumed domestically, even though they are high 
priced. So is the case with mobile phones. India is the second biggest producer of mobile phones. A 
large part of the production is consumed domestically. 
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Recently, India was caught in the vortex of hope and despair due to contraction of GDP – from 7.0 
percent in July-September 2018 to 4.5 percent in July-September 2019. One of the main reasons 
was staggered domestic investment. Domestic investors were shy, owing to demonetization fear 
lingering and slump in demand. Amidst this, surge in foreign investment became some respite. 
Foreign investment surged from US$30 billion in 2014-15 to US$44.8 Billion in 2018-19. 
 
Given China’s influence gradually ebbing as a major supply chain hub in the region and Japan asking 
its investors to withdraw from China, new opportunities emerge for India to woo investment from 
these nations. With India having a big consumer market on the one hand and a large pool of working 
population embedded with IT skills on the other hand, India is likely to outbid China for an important 
investment destination. In consideration to this structural change in RCEP after the Covid19 outbreak, 
India can give a second outlook to join the trade block.  
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DISCLAIMER: The “Monthly Business Report” presented herewith are gathered from the various regional meetings attended, 
high level one-on-one dialogues, group discussions and workshops. This report is also a result of desk research. S. ASEAN 
International Advocacy & Consultancy (AIAC) do not make any guarantee, or representation, express or implied, as to the 
adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any 
information be doubtful, readers are advised to make their own independent evaluation of such information. 
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