4 June 2024
Economic Letter from Asia:
Trading Places J

A HAVER ANALYTICS® publication

Link to article online: https://haverproducts.com/economic-letter-from-asia-trading-places/
Written by Tian Yong Woon

Trading Places

In this week's newsletter, we explore shifting trade patterns between China and the rest of the world. These
shifts reflect changes stemming from the pandemic and, more importantly, from geopolitical pressures and
supply chain dynamics. While China's export dependency on Western economies like the US and the EU
has decreased, it remains substantial. Additionally, certain product categories, notably transportation
equipment, have gained ground in China's export portfolio. In addition to this, we delve into China's rapid
development in the electric vehicle (EV) sector, both domestically and internationally. This includes
achieving high retail penetration domestically and experiencing rapid export growth abroad. However,
concerns have been raised by several governments regarding overcapacity issues resulting from China's
escalating EV exports, leading to discussions of possible retaliation via e.g. increased tariffs to address
these concerns.

Expanding our scope, government concerns regarding overcapacity extend beyond EVs to other goods,
such as steel products and cement, among others. Additionally, we examine China's trade relationships
with its Asian neighbors, noting a diminished share of advanced Asian economies in China’s aggregate
trade, while relationships with Southeast Asian nations and India have strengthened. Lastly, we delve into
China's burgeoning bilateral trade ties with Vietnam, driven by deepening supply chain integration and
Vietnam's reliance on China-sourced parts for its electronics exports. These developments underscore the
intricate and evolving dynamics shaping China'’s trade landscape.
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Shifts in China’s export composition

In recent years, China's export landscape has undergone significant shifts, primarily influenced by the
rearrangement of supply chain dynamics stemming from the pandemic and, more recently, heightened
geopolitical factors. Chart 1 illustrates this transformation, depicting a decline in China's export share to
Western economies like the US and the EU compared to pre-pandemic levels. Conversely, there has been
an uptick in China's export share to Asian economies such as India and those in Southeast Asia. The
relative significance of product categories within China's export mix has also undergone notable shifts.
Specifically, China has witnessed a substantial increase in the export share of transportation equipment,
plastics, rubbers, and basic metals. This surge can be attributed to an increase of exports of specific
products, such as electric vehicles (EVs), a trend we will delve into further below.

Chart 1: Change in composition of China’s exports

Change in Share of China's 12M Rolling Total Exports between Dec 2019 and Apr 2024 (ppts)

US EU UK | JP SK TA HK IN|[AU NZ | ID MY PH SG TH VN |Others| Total
Animal and Animal Products|-0.0 -0.1 -0.0 |-0.0 -0.0 -0.0 -0.0 +0.0|-0.0 -0.0|-0.0 -0.0 -0.0 -0.0 -0.0 -0.0| -0.0 | -0.3
Vegetable Products| +0.0 -0.0 +0.0(-0.0 -0.0 -0.0 -0.0 +0.0{+0.0 +0.0(-0.0 -0.0 -0.0 -0.0 -0.0 -0.1| -0.0 | -0.2
Animal / Vegetable Fats and Oils| +0.0 +0.0 -0.0 |-0.0 +0.0 +0.0 -0.0 +0.0|(+0.0 +0.0|+0.0 -0.0 +0.0 +0.0 -0.0 +0.0| +0.0 | +0.1
Prep. Food, Bev., and Tobacco| +0.1 +0.0 +0.0|-0.1 +0.0 -0.0 -0.0 -0.0|+0.0 +0.0|+0.0 +0.0 +0.0 -0.0 +0.0 +0.0| +0.1 | +0.2
Mineral Products| -0.0 +0.0 -0.0 |+0.0 -0.0 +0.0 -0.0 -0.0|-0.0 +0.0|+0.0 -0.0 -0.1 -0.0 -0.0 -0.0| +0.1 | -0.2
Chemicals and Allied Industries|-0.1 -0.0 -0.0|-0.0 +0.1 -0.0 -0.0 -0.0(+0.0 -0.0 |+0.0 +0.0 -0.0 +0.0 +0.0 +0.1| +0.3 | +0.3
Plastics and Rubbers| -0.0 -0.1 -0.0|-0.0 +0.0 -0.0 -0.1 +0.1|+0.0 -0.0 |+0.0 +0.1 +0.0 +0.0 +0.0 m.l*
Raw Hides, Skins, Lthr, and Furs|-0.0 -0.1 -0.0|-0.0 -0.0 -0.0 -0.1 -0.0|+0.0 -0.0 |+0.0 +0.0 +0.0 +0.0 +0.0 +0.0( -0.1 -0.2
Wood and Wood Products| -0.0 -0.0 -0.0|-0.0 -0.0 -0.0 -0.0 -0.0[+0.0 -0.0 |+0.0 +0.0 -0.0 -0.0 +0.0 -0.0| +0.0 | -0.1
Pulp, Paper, and Paper Products| -0.0 -0.1 -0.0 [-0.0 +0.0 -0.0 -0.0 -0.0|+0.0 -0.0 ([+0.0 -0.0 +0.0 -0.0 +0.0 +0.0| +0.1
Textiles and Textile Articles[-0.4 JS08 -0.1 [-0.3 -0.0 -0.0 -02 -0.0|+0.0 -0.0|-0.0 +0.1 -0.1 +0.1 +0.0 -0.1| -0.1
Footwear and Headgear|-0.2 -0.2 -0.0|-0.0 -0.0 -0.0 -0.0 -0.0|-0.0 -0.0|+0.0 +0.0 -0.0 -0.0 +0.0 +0.0| +0.1
Stone and Glass| -0.0 -0.2 -0.0|-0.0 -0.0 -0.0 -0.0 -0.0(-0.0 -0.0|+0.0 -0.0 -0.0 -0.0 +0.0 -0.0| -0.0 I
Precious Stones| -0.0 +0.0 -0.0 |+0.0 +0.0 -0.0 +0.1 +0.0|+0.0 +0.0|+0.0 +0.0 +0.0 +0.0 +0.0 +0.0| +0.0 | +0.1
Basic Metals| -0.0 -0.3 -0.0g -0.0 -0.0 -0.0 +0.0(+0.0 -0.0 |+0.0 +0.1 +0.0 +0.0 +0.0 +0.1| +0.6
Machinery and Elect. Equipment 0.1 03 -0.0 1504 -00 -0.0[+0.1 +0.1 -0.1 -02 +0.1 +0.3
Transportation Equipment : +0.2(+0.0 +0.1 -0.0 +0.1 +0.0(+0.1 +0.0|+0.0 +0.0 +0.0 +0.0 +0.1 +0.0
Prec. and Musical Instr., Clocks| -0.1 -0.2 -0.0 [-0.1 -0.1 -0.0 ﬂ@w.o +0.0 +0.0|-0.0 -0.0 -0.0 +0.0 +0.0 -0.0
Arms and Ammunition| -0.0 -0.0 +0.0|+0.0 +0.0 -0.0 -0.0 +0.0|+0.0 -0.0 +0.0 -0.0 +0.0
Misc Mfg Articles| -0.1 - -0.1|-0.0 +0.0 -0.0 -0.1 -0.0|+0.0 -0.0 |+0.0 +0.1 +0.0 +0.0 +0.1 +0.0| +0O.
Works of Art| -0.0 +0.0 -0.0 |-0.0 +0.0 -0.0 +0.0 +0.0|-0.0 -0.0 -0.0 -0.0 +0.0 -0.0
Special Classification +0.3 +0.1|+0.0 +0.1 +0.0 +0.0 -0.0 [+0.0 +0.0|-0.0 +0.1 +0.0 +0.0£+0.1
Total -0.2 02 02 +0.2 +0.0]+0.1 405 -0.1 104 +

Note: Missing monthly USD trade figures were estimated via interpolation.
Source: General Administration of Customs, China / Haver Analytics

Despite the shifts noted above in China's export shares, Chart 2 underscores the enduring importance of the
US and the EU as export destinations. Specifically, these destinations account for shares of 14.7% and
14.5%, respectively, based on a 12-month rolling total of exports. However, the relative significance of
Chinese exports to these economies has diminished. For instance, Mexico displaced China as the primary
source of imports for the US in 2023, driven by the US’s greatly reduced shipments from China. Despite
these trends, China's vast export output has solidified its position as a vital global provider of
manufacturing goods. Consequently, rather than entirely substituting for China, many manufacturers have
adopted a "China Plus One" strategy instead. While not replacing China entirely, this approach has served
to diversify supply chain exposure, mitigating geopolitical risks to some extent. Also digging into the
product breakdown illustrated in Chart 2, machinery and electrical equipment continue to dominate China's
export profile, followed by textiles, basic metals, and transportation equipment.
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Chart 2: Composition of China’s exports

Share of China's 12M Rolling Total Exports (as of Apr 2024, %)

US EU UK | JP SK TA HK IN|AU NZ | ID MY PH SG TH VN [Others| Total

Animal and Animal Products| 0.0 0.1 00|01 00 00 01 00|00 00|00 00 00 00 0.0 00| 01 0.4
Vegetable Products| 0.1 0.1 00|01 00 00 01 00|00 00|00 00 00 00 0.0 01 0.2 0.9
Animal / Vegetable Fats and Oils| 0.0 0.0 0.0 |00 00 00 00 00|00 00|00 00 00 00 00 00| 00 0.1
Prep. Food, Bev., and Tobacco| 0.2 0.2 0.1 (02 01 00 01 00|00 00|00 01 00 00 01 0.0 03 1.4
Mineral Products| 00 0.1 00|01 01 00 03 00|01 00|00 01 01 03 00 0.1] 05 48

Chemicals and Allied Industries| 0.5 0.8 0.1 (03 05 01 01 05|01 00|02 01 01 01 02 02 1.6

Plastics and Rubbers| 0.8 0.5 0.1 |02 02 01 01 02|01 00|01 02 01 01 01 03 1.8
Raw Hides, Skins, Lthr,and Furs| 0.2 0.2 00|01 00 00 00 00|00 00|00 01 00 00 00 00| 03 12
Wood and Wood Products| 0.1 0.1 00|00 00 00 00 00|00 00|00 00 00 00 00 00| 01 0.5
Pulp, Paper, and Paper Products| 0.2 0.1 00|00 00 00 0.0 00|00 00|00 00 00 00 00 01| 03 1.0
Textiles and Textile Articles| 1.4 1.1 02|05 03 01 01 02|02 00|02 02 01 01 01 06 33
Footwear and Headgear| 0.5 0.3 0.1 (0.1 01 00 00 00|00 00|00 00 01 00 00 01| 08
Stoneand Glass| 0.3 0.2 00|01 01 00 01 01|00 00|00 01 00 00 01 0.1]| 06
Precious Stones| 0.1 0.1 0.0|00 00 00 06 00|00 00|00 00 00 00 00 00| 01
Basic Metals| 0.8 0.8 0.1 (03 04 01 01 03|02 00|03 02 02 02 03 29

Machinery and Elect. Equipment|l6iii6id 0.8 | 1.8 1.8 1.3 57 1.8 (07 01|08 10 04 07 08

Transportation Equipment| 06 1.2 03 (02 02 01 04 01|02 00|01 01 01 02 0.1
Prec. and Musical Instr., Clocks| 0.4 0.4 0.1 (0.1 01 00 02 01|00 00|00 01 00 01 00
Arms and Ammunition| 0.0 0.0 0.0 (0.0 00 00 0.0 0.0|00 0.0 00 0.0 0.0
Misc Mfg Articles| 19 1.1 03 (03 02 01 01 01|02 00|01 02 01 02 0.1
Works of Art| 0.0 0.0 0.0|0.0 0.0 00 00 0.0|0.0 00 0.0 0.0 0.0 0.0
Special Classification| 0.6 0.4 0.1 /01 01 0.1 0.1 00|00 00|00 01 00 00 0.1
Total 7 2.3 | ¢ Bl 21 0.2 |20 F26) 1.5 |23 23
Note: Missing monthly USD trade figures were estimat
Source: General Administration of Customs, China / Haver Analytics

Trends in selected Chinese exports

We shift next to China's EV market, which has undergone substantial expansion in recent years. However,
this growth has slowed, as illustrated in Chart 3, signaling the market's transition to a more mature stage,
coupled with effects from phased-out state subsidies. Despite this moderation in growth rates, the sector
continues to experience double-digit growth, with EV exports surging by 70.3% y/y in April 2024.
Nevertheless, China's EV market has gained significant prominence, initially within the domestic realm
and more recently on the international stage. Specifically, China’s retail penetration of new energy vehicle
sales has jumped from a mere 3.4% in October 2019 to nearly 44% in April 2024. Furthermore, earlier
reports this year revealed that China’s automaker BYD has overtaken its US counterpart Tesla to become
the world's largest EV manufacturer. China’s phenomenal EV exports growth has caught the attention of
the EU — a major destination for China's EV exports — leading to the EU government’s considerations of
tariffs on Chinese EV imports.

Chart 3: Growth in China EV production and exports
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We move next to delve into recent concerns raised by several governments regarding China's overcapacity,
particularly concerning its export practices in specific sectors. The export volumes of certain products from
China have consistently exhibited significant growth rates over the past few years, prompting discussions
about whether these trends signify strategies aimed at offloading excess capacity onto global markets. For
example, in April, in addition to the robust growth in EV exports mentioned earlier, there was a surge of
103.3% yly in cement exports. Similarly, other goods such as solar panels and steel products also witnessed
double-digit growth in export volumes, albeit at slightly lower rates. Despite the sustained increase in
export volumes for these products, China's overall export prices have declined during the same period. This
phenomenon has sparked a debate about whether China might also be exporting deflationary pressures to
the rest of the world.

Chart 4: China’s export volume growth of selected goods

China's Export Volume Growth of Selected Goods
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Source: General Administration of Customs, China/Haver Analytics

China and Asia

Directing our attention to China's evolving export relationships with its Asian counterparts, Chart 5
illustrates a decline in the proportion of shipments to advanced Asian economies, juxtaposed with a rise in
exports to other regions within Asia. Despite this trend, China has actively sought to enhance trade relations
with advanced Asian economies like Japan and South Korea. An indication of this effort was the recent
three-way summit held last week, marking the first such summit among the three countries since 2019.
Shifting our gaze to Southeast Asia, although there was a surge in China's export share to the region in 2022,
this share has since receded, albeit remaining higher than pre-pandemic levels. Additionally, India has
emerged as an increasingly significant destination for China's exports, partially driven by India's economic
growth. However, the share of exports to India still remains relatively modest, standing at approximately
3.5%.
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Chart 5: China’s share of initial export destinations
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Lastly, we examine Vietnam, which has witnessed a firming share of China's exports in recent months.
This enhancement in trade significance is reciprocal, as depicted in Chart 6, where China's presence in
Vietnam's exports mix has also shown improvement over the past year, while the shares of other
economies, including those within Southeast Asia, have moderated. The strengthening of bilateral trade
between China and Vietnam can be attributed to various factors, including deepened supply chain
integration between the two economies. Particularly noteworthy is Vietnam's heavy reliance on Chinese-
sourced parts for its electronic exports, highlighting the interconnectedness and synergy between the two

gconomies.

Chart 6: Vietnam’s share of export destinations
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Chart 1: Change in composition of China’s exports
*Please see Excel file included with VG3 download.

Chart 2: Composition of China’s exports
*Please see Excel file included with VG3 download.

Chart 3: Growth in China EV production and exports
Series 1: yryr%(N9241J8F@EMERGEPR) [China: Exports: Electric Cars (NSA, Thous.Metric Tons)]
Series 2: yryr%(N9240E@EMERGEPR) [China: New Energy Vehicles: Production (NSA, 10,000 Units)]

Chart 4: China’s export volume growth of selected goods

Series 1: ((yryr%o(N924IJHC@EMERGEPR) + yryr%(N9241J8F@EMERGEPR)) / 2)
N9241IJHC@EMERGEPR [China: Exports: Solar Cell (NSA, Mil.Units)]
N9241J8F@EMERGEPR [China: Exports: Electric Cars (NSA, Thous.Metric Tons)]

Series 2: ((yryr%(N9241JC8@EMERGEPR) + yryr%(N9241IJBO@EMERGEPR)) / 2)
N924|JCB@EMERGEPR [China: Exports: Steel Products (NSA, Thous.Metric Tons)]
N924IJIBO@EMERGEPR [China: Exports: Cement (NSA, Thous.Metric Tons)]

Series 3: yryr%(N924PFXI@EMERGEPR) [China: Export Price Index (NSA, 2010=100)]

Chart 5: China’s share of initial export destinations

Series 1: (movt((((N924IXJIP@EMERGEPR + N924IXHK@EMERGEPR) + N924IXKR@EMERGEPR) + N924IXTW@E
N924IXJP@EMERGEPR [China: Exports to Japan (NSA, Mil.US$)]
N924IXHK@EMERGEPR [China: Exports to Hong Kong (NSA, Mil.US$)]
N924IXKR@EMERGEPR [China: Exports to Korea (NSA, Mil.US$)]
N924IXTW@EMERGEPR [China: Exports to Taiwan (NSA, Mil.US$)]
N924IXT@EMERGEPR [China: Exports (NSA, Mil.US$)]

Series 2: (movt(N924IXO7@EMERGEPR,12) % movt(N924IXT@EMERGEPR,12))
N924IXO7T@EMERGEPR [China: Exports to ASEAN (NSA, Mil.US$)]
N924IXT@EMERGEPR [China: Exports (NSA, Mil.US$)]

Series 3: (movt(N924IXIN@EMERGEPR,12) % movt(N924IXT@EMERGEPR,12))
N924IXIN@EMERGEPR [China: Exports to India (NSA, Mil.US$)]
N924IXT@EMERGEPR [China: Exports (NSA, Mil.US$)]

Chart 6: Vietnam’s share of export destinations

Series 1: (movt(N582IXCN@EMERGEPR,12) % movt(N582IX@EMERGEPR,12))
N582IXCN@EMERGEPR [Vietnam: Exports to China, PR (NSA, Thous.US$)]
N582IX@EMERGEPR [Vietnam: Exports (NSA, Mil.US$)]

Series 2: (Movt((((N582IXTH@EMERGEPR + N582IXSG@EMERGEPR) + N582IXPH@EMERGEPR) + N582|
N582IXTH@EMERGEPR [Vietnam: Cumulative Exports to Thailand (NSA, Thous.US$)]
N582IXSG@EMERGEPR [Vietnam: Exports to Singapore (NSA, Thous.US$)]

N582IXPH@EMERGEPR [Vietnam: Exports to Philippines (NSA, Thous.US$)]
N582IXMM@EMERGEPR [Vietnam: Exports to Myanmar (NSA, Thous.US$)]

Haver Analytics | Economic Letter from Asia | June 4" 2024


https://www.linkedin.com/in/tywoon/

N582IXMY@EMERGEPR [Vietnam: Exports to Malaysia (NSA, Thous.US$)]
N582IXMY@EMERGEPR [Vietnam: Exports to Malaysia (NSA, Thous.US$)]
N582IXLA@EMERGEPR [Vietham: Exports to Lao PDR (NSA, Thous.USS$)]
N582IXID@EMERGEPR [V

Series 3: (Movt(N582IX@EMERGEPR - (N582IXCN@EMERGEPR + ((((((((N582IXSG@EMERGEPR + N582IXTH
N582IX@EMERGEPR [Vietnam: Exports (NSA, Mil.US$)]

N582IXCN@EMERGEPR [Vietnam: Exports to China, PR (NSA, Thous.US$)]
N582IXSG@EMERGEPR [Vietnam: Exports to Singapore (NSA, Thous.US$)]
N582IXTH@EMERGEPR [Vietham: Cumulative Exports to Thailand (NSA, Thous.US$)]
N582IXPH@EMERGEPR [Vietnam: Exports to Philippines (NSA, Thous.US$)]
N582IXMM@EMERGEPR [Vietnam: Exports to Myanmar (NSA, Thous.US$)]
N582IXMY@EMERGEPR [Vietnam: Exports to Malaysia (NSA, Thous.US$)]
N582IXLA@EMERGEPR  [Vietnam: Export
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