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EXECUTIVE SUMMARY 

• China’s influence in the ASEAN countries, in particular on economic in-
tegration, has been argued to have surpassed that of Japan. Determined 
to change this trend, Japan’s Prime Minister Shinzo Abe is attempting to 
transform the mainly economy-oriented Japan-ASEAN relationship into a 
multifaceted one that entails mutual cooperation with security and strate-
gic elements.

• China and Japan are major trading partners of ASEAN and important 
players in nearly all ASEAN-led regional schemes that affect investment 
and trade. However, both countries have different interests and strategic 
considerations in developing economic relations with ASEAN, and the re-
gion has become a key battleground in Sino-Japan rivalry. This has placed 
ASEAN in a difficult position. 

• ASEAN’s approach of neutrality in conflict resolution may just be the key 
needed to alleviate mistrust between China and Japan. Institutionalized 
cooperation in Southeast Asia is essential for mitigating antagonistic 
competition and increasing mutual trust between the two Northeast Asian 
powers.
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INTRODUCTION 

Once occupying a dominant position in the region, Japan’s presence and influence 
in Southeast Asia has been on the decline since the 1990s. China’s influence in the 
ASEAN countries, on the other hand, has been argued to have surpassed that of 
Japan,1 and China is now ASEAN’s largest trading partner. Determined to reverse 
this trend, Japanese Prime Minister Shinzo Abe has made several trips to Southeast 
Asia since returning to power in December 2012. Demonstrating renewed interest 
in the region, he recently hosted the Japan-ASEAN Summit in Tokyo and pledged 
to provide 2 trillion yen ($19.39 billion) in official development assistance to the           
regional grouping. 

In the 1950s post-war period under Prime Minister Yoshida, Japan’s interest in 
Southeast Asia was mainly commercial as the region was seen as a substitute for 
the loss of the Chinese market after China turned communist in 1949.2 Since then, 
Tokyo has attached varying but significant economic importance to its relations with 
countries in Southeast Asia, as was reflected in fluctuations in foreign policy under 
Prime Ministers Sato, Tanaka and Fukuda.

Unlike Japanese leaders of the post-war era, Prime Minister Abe is attempting to 
transform an economy-oriented Japan-ASEAN relationship into a multifaceted one 
that entails mutual cooperation with security and strategic elements. In particular, 
maritime and security cooperation with ASEAN is now part of Tokyo’s broader dip-
lomatic strategy to hedge and balance China’s influence in the region. The bilateral 
Diaoyu/Senkaku Islands dispute in the East China Sea thus becomes the concern 
of a broader regional-international community through this strategy, which associ-
ates it to territorial disputes in the South China Sea and to the wider concern about 
Beijing’s growing military ambitions.3 

THE ‘CHINA FACTOR’ IN JAPAN’S SOUTHEAST ASIAN POLICY

Japan began to cultivate its ties with Southeast Asian countries long before China did. 
In fact, Southeast Asia was the first target of Japan’s post-war economic diplomacy 
already in the 1950s. An indication of the importance of the region in Japan’s foreign 
policy is its choice of state visits — since 1957, each prime minister after taking of-
fice followed his visit to the US with one to Southeast Asia. Although anti-Japanese 
sentiment—for example, the country gained the reputation of being an “economic 
animal”—and anti-Japanese demonstrations were prevalent in Southeast Asia in the 

1 “Japanese Foreign Ministry’s Investigation: China Surpassed Japan in Terms of Influence in ASEAN”, Chinese 
Youth Daily, 23 July 2008.
2 Dennis Trinidad, “Abe’s ASEAN Tour”, East Asian Forum, 4 September 2013.
3 “Japan and Southeast Asia: Hand in Hand”, The Economist, 1 June 2013.
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1970s, then-Prime Minister Takeo Fukuda introduced a series of principles (which 
became known as the “Fukuda Doctrine”) in August 1977 which had since guided 
Japan’s relations with Southeast Asia4, abating ill-feeling and promoting better rela-
tions with ASEAN countries while it sought a more prominent position in the region. 

The 1997 Asian financial crisis provided an opportunity for Japan to augment its 
role in the region. It began offering a series of aid programmes to provide ASEAN 
countries with a total of $80 billion to adjust their economic structures and growth 
models in the wake of the crisis, as well as a proposal to establish an Asian Monetary 
Fund.5 But for various reasons, the regional fund did not take off and progress in 
Japan-ASEAN relations has been slow.6 For example, although Japan and ASEAN 
held their first summit in 1977, the second did not take place until ten years later 
respectively (i.e., 1987). The third took place another decade later, in 1997.  

In contrast, China launched its ASEAN diplomacy much later than Japan and did 
not normalize its political relations with all ASEAN countries until the early 1990s. 
Although Japan remains a key player in the region’s economy, China was able to 
catch up with or even surpass Japan in advancing its relations with ASEAN countries 
in terms of economic integration. ASEAN’s perceptual change of China from “threat” 
to “opportunity” took place during the Asian financial crisis. In that crisis, China’s 
firm commitment in not devaluing its currency and in providing timely and generous 
financial assistance to some ASEAN countries turned out to be the most successful 
story of Chinese foreign policy in the Post-Cold War era.7

Moreover, China was among the first countries outside of ASEAN to sign the 
Treaty of Amity and Cooperation in Southeast Asia in 2003; the first to propose 
and sign an agreement to establish a FTA with ASEAN; the first to forge a Strategic 
Partnership for Peace and Prosperity with ASEAN; the first to pledge accession to 
the protocol to the Treaty on Southeast Asia Nuclear Weapon Free Zone; and the 
first to sign a ‘strategic partnership’ with ASEAN at the October 2003 Bali Summit. 
Since 1988, China has been an important supporter of Myanmar at a time when trade 
embargo and political sanctions were being imposed by Western countries. China’s 
‘flexible diplomacy’ towards ASEAN and its member countries has allowed Beijing to 
play a greater role in Southeast Asia, suddenly leaving Japan to play catch-up.

In fact, many Japanese policy initiatives involving ASEAN and its individual coun-
tries in the last decade were either influenced by or were a result of China’s moves. 
One example is the China-ASEAN FTA in 2001 when China promised Southeast 
Asian countries’ participation in China’s economic boom. This initiative caught Japan 

4 Wang Jianwei, “Great Power Relations and Their Impact on Japan-Southeast Asian Relations”, in Japan’s 
Relations with Southeast Asia — the Fukuda Doctrine and Beyond, edited by Lam Peng Er, 2013.
5 Bai Ruchum, “Japan’s ASEAN Policy and China-Japan Relations,” Chinese Foreign Affairs, no. 3. 2007,              
p. 55-56.
6 Wang Jianwei, “Great Power Relations and Their Impact on Japan-Southeast Asian Relations”, in Japan’s 
Relations with Southeast Asia — the Fukuda Doctrine and Beyond, edited by Lam Peng Er, 2013.
7 Ibid. 
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by surprise and prompted Tokyo to chase Beijing in forging FTAs. In 2003, following 
China’s footsteps, Japan formally signed the framework for comprehensive economic 
partnership with ASEAN.

COMPETING FOR GOOD TIES WITH ASEAN 

Investment and trade

Both China and Japan are major trading partners of ASEAN and important players in 
nearly all ASEAN-led regional schemes on investment and trade. Although Japan’s 
economic position in ASEAN has been declining vis-à-vis China’s, it is still ASEAN 
countries’ top economic partner in terms of investment and bilateral trade. For exam-
ple, Japan’s outward foreign direct investment (OFDI) in ASEAN countries reached 
$15 billion in 2011, accounting for 13 per cent of the total FDI inflows to ASEAN, 
while China’s reached $6 billion, accounting only for 5 per cent (Table 1). 

Table 1 — Chinese and Japanese FDI in Southeast Asia (US$ million)

2003 2004 2005 2006 2007 2008 2009 2010 2011

China
186.6
(0.8)

735
(2.1)

608.4
(1.5)

1,045.6
(1.9)

1,684.3
(2.3)

2,109.5
(4.3)

1,509.5
(3.8)

2784.6
(3)

6034.4
(5.3)

Japan
3908.4
(16.1)

5667.4
(16)

6,644.7
(16.3)

10,439.7
(18.5)

8,8828.7
(11.9)

4,657.8
(9.4)

5,308.4
(13.4)

10756.4
(11.7)

15015
(13.2)

Total FDI to 
ASEAN

24,234.7
(100)

35,341.9
(100)

40,713.6
(100)

56,354.9
(100)

74,395.8
(100)

49,499.8
(100)

39,481.0
(100)

92,278.6
(100)

114,110.6
(100)

Source: ASEAN Statistical Yearbook 2010; ASEAN Database as of 30 June 2013.

Both Japan and China have different interests and strategic considerations in their 
economic ties with ASEAN. In terms of investment structures, Japan’s FDI have 
mainly focused on the six ASEAN maritime countries, while China has geared its 
FDI mainly towards the four ASEAN mainland countries. For example, from 2002 
to 2009, the percentage share of Japan’s FDI to CLMV (Cambodia, Lao, Myanmar 
and Vietnam) was only 7.4 per cent of its total FDI in ASEAN, while China’s reached 
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70 per cent.8 In terms of sector structures, Japan’s investments are concentrated in 
manufacturing. For example, in 2009, the shares of manufacturing and non-manu-
facturing sectors accounted for 59 per cent and 41 per cent respectively of Japan’s 
total FDI into ASEAN.9 China’s FDI, on the other hand, is mainly in the infrastructure 
and resource sectors. Figures published by the Chinese Ministry of Commerce show 
that the share of mining and transportation accounted for 20.1 per cent, while the 
share of manufacturing was less than 12 per cent of China’s total FDI into Southeast 
Asia in 2011.10 On bilateral trade, while ASEAN trade with China was clearly less 
than its trade with Japan in 2000, it surpassed ASEAN-Japan trade in 2011 when it 
reached $280 billion.

Official development assistance to ASEAN countries

In addition to the endorsement of technical assistance and other development initia-
tives to support the regional grouping’s Master Plan on ASEAN Connectivity, a large 
part of Japan’s official development assistance (ODA) to ASEAN has been in the 
Mekong River countries. In December 2006, Tokyo established the Mekong-Japan 
Partnership Program, focusing on Myanmar along with Cambodia, Laos, Thailand 
and Vietnam. In February 2009, former Japanese Prime Minister Hatoyama Yukio 
travelled to Yangon to launch the “Japan-Mekong exchange year”, pledging $5.6 bil-
lion in aid over the coming three years for the five Mekong River nations.11

In 2011, Japan’s total grant aid and new loans to CLMV accounted for 44.5 per 
cent of its total ODA budget (Table 2). In addition to the goal of reducing intrare-
gional disparities through support for the Mekong countries, Japan has been contrib-
uting significantly to the Mindanao peace process in the Philippines by implementing 
various socio-economic development projects in areas affected by the conflict. By 
the year 2010, Japanese total bilateral ODA to ASEAN countries was $929.2 million, 
accounting for 36.8 per cent of its total bilateral ODA to Asia.12 However, it can be 
argued that the investments—while much higher in volume than China’s—benefitted 
Japan more than its Southeast Asian recipients as the bulk of the payments were 
commodity and service grants, and actually allowed for Japan to develop markets 
for its exports.13 On the other hand, China’s development assistance can be consid-

8 The ASEAN Secretariat, ASEAN Statistical Yearbook 2010, p.125.
9 Wang Yonghui, Zhou Yili, “Zhong-ri Dui Dongmeng Touzi De Bijiao Fenxi” A Comparative Analysis of Chinese 
and Japanese FDI in ASEAN), Dongnanya Yanjiu (Southeast Asian Studies), No. 5, 2012.

10 Ministry of Commerce of China, 2012 Statistical Bulletin of China’s Outward FDI.
11 James Reilly, “China and Japan in Myanmar: Aid, Natural Resources and Influence”, Asian Studies Review, 
2013, Vol. 37, No. 2. 
12 Japan’s Official Development White Paper 2011.
13 Sueo Sudo, The International Relations of Japan and South East Asia: Forging a New Regionalism, Routledge, 
2002, p.57.
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ered more straightforward and timely.14 Many of China’s aid activities in the region 
appear to provide relatively greater and diversified long-term diplomatic benefits and       
comparatively fewer short-term economic ones, than in Japan’s case.

Table 2 — Japan’s ODA to ASEAN countries in 2011 (US$ million)

Grants Loan aid Total

Rank Countries
Grant 

aid

Technical 
coopera-

tion

Total Amount 
disbursed

Amount 
recovered

Total

1 Vietnam 29.7 125.1 125.1 1,198.7 337.5 861.2 1,013.1

2 Cambodia 62.1 50.3 112.4 20.9 2.3 18.6 130.9

3 Laos 8.6 36.6 45.2 6.9 3.6 3.3 48.5

4 Myanmar 19.7 22.8 42.5 - - - 42.5

5 Malaysia 6.9 22.0 28.9 163.8 213.7 -49.9 -21.0

6 Thailand 7.3 45.9 53.1 240.9 478.0 -237.2 -184.0

7 Philippines 37.6 59.0 96.6 311.8 975.3 -663.5 -566.9

8 Indonesia 24.0 110.2 134.1 879.7 1,647.6 -767.8 -6,33.7

East Asia region 
Total

282.9 798.5 1,081.4 3,397.7 5,021.0 -1,623.2 -541.9

ASEAN total 192.8 473.0 665.9 2,822.7 3,658.0 -835.3 -169.5

Source: Japan’s Official Development Assistance White Paper 2012.

According to a 2011 Chinese white paper on foreign aid, China provided $39 billion 
in aid to foreign countries by the end of 2009. This includes $16.6 billion in grants, 
$11.6 billion in interest-free loans, and $11.19 billion in concessional loans, with 
Africa and Asia being the main beneficiaries receiving 46 per cent and 33 per cent of 
China’s foreign assistance respectively.15 Although the white paper does not provide 
a breakdown of the data by country, it is obvious that the amount of trade, investment 

14 Bronson Percival, “Japan-Southeast Asia Relations: Playing Catch-up with China”, A Quarterly E-Journal on 
East Asia Bilateral Relations, 
< http://csis.org/files/media/csis/pubs/0603qjapan_seasia.pdf>
15 China’s Official Development White Paper 2011.
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and ODA directed to Southeast Asia—in particular via infrastructure financing—has 
grown substantially in recent years.16

China has also been cultivating cordial economic relations with states neighbour-economic relations with states neighbour-
ing the South China Sea. In Vietnam, China has helped to construct railways, and to 
develop hydropower and shipbuilding facilities. In the Philippines, China has invested 
in infrastructure, energy, agriculture and mining. China’s ODA to the Philippines grew 
from $35 million in 2001 to $1.14 billion in 2010, reflecting its close ties with the 
Arroyo administration.17

China and the less developed mainland ASEAN countries are becoming increas-
ingly integrated economically even though these countries have sought to hedge 
against China’s rising influence. China’s economic aid to Myanmar, Cambodia and 
Laos has been substantial, financing a number of energy-related, infrastructure, agri-
cultural and other major projects in these countries. There are indications that Chinese 
aid in this part of the region is diversifying to include support for counter-trafficking in 
persons and counter-narcotics efforts; programmes involving Chinese youth volun-
teers (Laos), and assistance in historical preservation projects (Cambodia).

ASEAN BETWEEN CHINA AND JAPAN

Over the past four decades, ASEAN-Japan relations have focused on deepening 
economic collaboration and bridging the regional development gap. Such priorities 
have recently taken on a security dimension due to geopolitical changes in the re-
gion. The current Japanese government is determined to elevate Japan-ASEAN re-
lations as part of its “counter China” strategy. China incidentally overtook Japan as 
the second largest world economy in 2010; and its growing importance as both an 
economic and military power plus rising nationalism on the home front has made it 
possible for Beijing to consolidate its diplomatic and political influence in Southeast 
Asia.

The rivalry between China and Japan has put ASEAN in a difficult position. Since 
it recognizes China’s growing economic and strategic importance to the region and 
that ASEAN+3 is the main mechanism for building an East Asian Community, it is 
only logical that its member countries should work closely with China on regional eco-
nomic integration and mega-regional infrastructure projects, such as the Singapore-
Kunming Rail Link, bilateral assistance packages, FTA frameworks, and the Regional 
Comprehensive Economic Partnership (RCEP). The ASEAN-China FTA has been 

16 Thomas Lum, Hannah Fischer, Julissa Gomez-Granger and Anne Leland, “China’s Foreign Aid Activities in 
Africa, Latin America, and Southeast Asia”, Congressional Research Service, 25 February 2009. 
< http://www.fas.org/sgp/crs/row/R40361.pdf http://www.fas.org/sgp/crs/row/R40361.pdf>
17 Aileen San Pablo-Baviera, “The Philippines in China’s Soft Power Strategy”, ISEAS Perspective, 13 June 
2013.
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extremely beneficial to ASEAN because of China’s strong economic growth and its 
huge consumption market.

On the other hand, ASEAN also needs to establish closer strategic relations 
with other big powers such as the US and Japan in order to counterbalance China’s 
growing influence, especially where territorial disputes in the South China Sea are 
concerned. ASEAN is likely to face a strategic dilemma if tensions and competi-
tive relations between China and Japan cannot be moderated or resolved. It has to 
balance between its desire to maintain good relations with China given the latter’s 
growing economic and strategic importance and its need to develop multifaceted 
and security cooperation with Japan.

CONCLUSION: SOUTHEAST ASIA AS A PLATFORM FOR CHINA-JAPAN 
COOPERATION?
         
A survey conducted by China Daily and Japanese think tank Genron NPO in late 
2013 reports growing mutual distrust between the Chinese and Japanese as a result 
of the Diaoyu/Senkaku Islands dispute and other historical issues. Of the Chinese 
people polled, 92.8 per cent disliked Japan, up from 64.8 per cent in 2012. Similarly 
for the Japanese, 90.1 per cent of the Japanese polled had the same feeling toward 
China, up from 84.3 per cent in 2012.18 Recent tensions arising from China’s an-
nouncement of an air defence identification zone and Abe’s visit to the Yasukuni 
Shrine have made improvements in bilateral relations difficult. 

ASEAN is caught in the middle of the Sino-Japan rivalry. Both China and Japan 
have been wooing ASEAN vigorously, and both are major trading partners of ASEAN 
and important players in nearly all ASEAN-led regional integration programs. It goes 
without saying that ASEAN+3 schemes could be jeopardized if China-Japan rela-
tions go downhill, and negotiations over the RCEP which have just begun could be 
delayed. 

At the same time, ASEAN’s approach of neutrality in conflict resolution may just 
be the key needed to alleviate mistrust between China and Japan. Institutionalized 
cooperation in Southeast Asia is essential for mitigating antagonistic competition 
and increasing mutual trust between the two Northeast Asian powers. The annual 
Japan-China Mekong Policy Dialogue Forum, established in 2008, provides a venue 
for information sharing and discussion on joint projects in the region. Yet cooperation 
to date has remained limited to formal meetings between the two countries’ officials. 
More can be done on the ASEAN side to enhance information sharing, develop com-
munication arrangements and establish collaborative training programmes. 

18 Kavi Chongkittvorn, “Beijing-Tokyo Dispute Affects ASEAN”, China Daily, 15 August 2013.
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Another area for China-Japan cooperation in Southeast Asia is FDI-driven integra-
tion. Japanese FDI has created a large network for economic exchange within ASEAN 
and between ASEAN and other markets through imports and exports. After the global 
crisis in 2008, there has been a reallocation of Japanese FDI—less to China, more to 
ASEAN—and also an expansion of Chinese FDI in ASEAN. Considering China’s and 
Japan’s differing investment structures in Southeast Asia, this reallocation can create 
opportunities and new networks among Japan, China and ASEAN countries. In addi-
tion, an investment climate that enhances information sharing, incorporation of local 
partners into tripartite cooperation projects, and establishment of joint collaborative 
mechanisms will be beneficial for all concerned. 

Such collaboration would foster trust between Japan and China and enhance 
the effectiveness of their development efforts in the region. Further cultivation of a 
‘culture of cooperation’ in Southeast Asia should help both sides view their relations 
from a broader regional perspective than through the narrow lens of national inter-
ests, as exhibited in the Diaoyu/Senkaku islands dispute so far.
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