Diversifying Canada’s trade relations in the
Indo-Pacific: what role for ASEAN?

Introduction

U.S.-China economic decoupling and geopolitical competition are dictating global politics, and
Canada, like most other countries, is caught in the middle. This places Canada in a particularly
difficult position as the United States and China are its first and third biggest bilateral trading

partners, respectively.*

Already, Canada has experienced this tension on the political level during the Meng
Wanzhou affair. In late 2018, the United States issued an arrest warrant and filed a formal
extradition request for the Chief Financial Officer of Huawei on charges of bank fraud, wire fraud
and conspiracy to commit both bank and wire fraud.? A treaty between Canada and the U.S.
required Canadian authorities to arrest her for extradition. In response, China detained two
Canadian citizens, Michael Spavor and Michael Kovrig, on espionage charges, a move that both
Canada and the U.S. called “arbitrary detention” and was widely seen as a retaliatory measure.?

This marked the lowest point in Sino-Canadian relations.
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Although this was the most visible example of Canada being caught between the U.S. and
China, it was not the only time. Just a few months before Meng Wanzhou’s arrest in 2018, during
the negotiation of the Canada-United States-Mexico Agreement (CUSMA), American negotiators
added a clause that said that any party concluding a free trade agreement with a “non-market
country” could be cause for the other parties, notably the U.S., to withdraw from the CUSMA.
Although not explicitly named, it was understood that the clause was targeting China and aimed
to put a stop to the exploratory discussions on a possible Canada-China free trade agreement that
was ongoing at the time.* On the techno-political level, the U.S. also exercised pressure on Canada
at the Halifax International Security Forum in 2019, warning that the Government of Canada
would jeopardize its membership in the “Five Eyes”, the intelligence-sharing consortium, should
Canada not exclude Huawei from its 5G telecommunications infrastructure.® This is because the
U.S. saw Huawei’s close ties to the Chinese government as a potential security threat to the
intelligence consortium and painted the Chinese tech company as a potential “Trojan horse” that

could pose a danger to the Western democracies that are members of the “Five Eyes”.

There are numerous reasons to believe that tensions between the U.S. and China will
continue to simmer in the foreseeable future. The first is the American political rhetoric and
policies vis-a-vis China, particularly in high-tech sectors. The Trump administration depicted
China as an adversary whose unfair trade practices should be addressed, that has been meddling

in American democracy, and that poses an increasing threat in the Indo-Pacific with its ships
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patrolling around Japanese waters and its military expansion in the South China Sea.® The
administration imposed several tariffs on Chinese products in 2018, which the Chinese government
reciprocated by imposing tariffs on American products, leading to more tit-for-tat between the two
countries. The Biden administration has continued this economic stance towards China in the
interest of U.S. economic and national security, which it argues are intertwined. As U.S. Secretary
of the Treasury, Janet Yellen, mentioned in her speech in November 2023 on the economic
approach toward the Indo-Pacific, the Biden administration’s approach is one of derisking and
friendshoring: “strengthen our economic resilience through diversifying our supply chains across
a wide range of trusted allies and partners”.” The Biden administration and Congress have also put
in place policies such as the CHIPS and Science Act to bolster domestic manufacturing of high-
tech products and components and decrease American reliance on Chinese imports.® The Act also
prevents recipients of U.S. subsidies from building facilities in China. Other policies also aim to
limit Chinese technological development such as the executive order signed in August 2023
prohibiting U.S. investments in sensitive technologies like semiconductors and microelectronics,
quantum information technologies, and artificial intelligence systems in China.’ Based on their
rhetoric and policies, it is clear that both Republicans and Democrats will continue to maintain

their current views toward China.
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The second reason to believe that such tensions will continue is the geopolitical situation
around the Indo-Pacific, starting with Taiwan. Both Democrats and Republicans in the U.S. have
been openly supportive of Taiwan’s independence from China: from former Speaker of the House
Nancy Pelosi’s visit to Taiwan in 2022, which was supported by Republicans in the Senate,° to
President Biden affirming more than once that U.S. forces would defend Taiwan, to bipartisan
support for democracy in Taiwan ahead of its general election in January 2024.*> The U.S. has also
bolstered its alliances in the region to counterbalance China’s expanding influence. AUKUS, the
Australia-United Kingdom-U.S. security partnership, will provide Australia with nuclear-powered
submarines as a deterrence to China. AUKUS leaders are clear in their message with their
commitment to “protect freedom and respect human rights, the rule of law, the independence of
sovereign states, and the rules-based international order”,** although they have stopped short of
naming China. Similarly, the Quad, the security dialogue between Australia, India, Japan and the
U.S., is committed to a “free and open Indo-Pacific” and has pointed out the “challenges to the
maritime rules-based order in the East and South China Seas”,** a jab at China’s increasing military
presence and clashes with other countries in the area.® Taiwan will remain a point of contention

in Sino-American relations as long as China maintains its position of “One Country, Two Systems”
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in its constitution,'® i.e. reunification with Taiwan, and as long as the U.S. supports Taiwan’s

independence.

Another strain between the U.S. and China, and by extension between other democracies
in the West and China, is the current war in Ukraine. China has quietly supported Russia despite
publicly nurturing its image as a peace broker and has helped Russia evade Western sanctions and
imported Russian energy.” China’s position stems from the ideological alignment between
Beijing and Moscow, with China largely repeating the rhetoric and the justification for the war
that Moscow has used: that the war in Ukraine is largely due to NATO’s expansion and Russia is
simply pushing back on Western influence.® China’s leadership also believes that by supporting
Russia, it can offer itself as an alternative to “American feudalism” and bring countries dissatisfied

with the West under its influence.®

Where do these U.S.-China tensions leave Canada? Although the Trudeau government had
intentions to improve relations with China when it was newly elected, Canada’s interests and
ideologies still clash with those of Beijing. When Canada was caught between the U.S. and China,
the Trudeau government chose to exclude Huawei from its 5G infrastructure in the interest of its
relationship with its Western allies and its membership in the “Five Eyes” intelligence consortium.
The free-trade discussions with China were delayed due to politically-sensitive consular cases

where China and Canada respectively detained citizens from the other on charges of espionage
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and eventually broke down because China rejected Canada’s progressive trade agenda. ?°
Additionally, the Trudeau government has echoed the American call for “friendshoring”?! and

“decoupling”.?

Since the release of Meng Wanzhou and the “two Michaels”, anti-China sentiments among
the Canadian general public and in domestic politics has grown. A survey conducted by the Angus
Reid Institute in 2022 shows that Canadians are increasingly concerned about China’s conduct on
the international scene with 74% believing that Canada will not be able to change China’s
behaviour and 61% wishing that Canada decreases trade with China.? Allegations of the Chinese
government interfering in Canadian elections surfaced in February 2023 and led to fierce calls
from opposition parties for a public inquiry into the matter.?** Recently, the Canadian Security
Intelligence Service released documents on its investigation into the firing of two Chinese
scientists who were found to be working to benefit the Chinese government. The Conservative
Party has accused the Liberals of shutting down the debate on this issue and that this action is
“neglecting Canada’s national security”.? Domestic politics is increasingly putting pressure on the

Trudeau government to take a tougher stance on China.
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As the U.S. derisks its trade relations with China for geopolitical reasons, Canada has to
prepare to follow suit. And it has taken steps to do so, with the launch of the Indo-Pacific Strategy
in late 2022. In broad strokes, there are many parallels between Canada’s Indo-Pacific Strategy
and Janet Yellen’s speech on the Biden Administration’s Economic Approach Toward the Indo-
Pacific. Canada’s Indo-Pacific Strategy acknowledges that China is actively seeking to reinterpret
the rules-based international order to its advantage and that its coercive foreign policies pose a
challenge to the existing international order.?” The Strategy also underlines support for individual
and collective freedoms in Hong Kong, Canada’s promise to keep speaking up for universal human
rights for Uyghurs, Tibetans and other minorities in China, and its opposition to unilateral actions
that threaten the status quo in the Taiwan Strait. The Strategy’s objectives — promoting peace,
resilience and security, expanding trade, investment and supply chain resilience, and defending
and enforcing human rights — also echo American policies and public statements from the White

House.

The Strategy outlines four major countries and regions that Canada targets: China, India,
the North Pacific (Japan and South Korea) and the Association of Southeast Asian Nations
(ASEAN). Historically, of the four major players mentioned, Canada’s relationship in the Indo-
Pacific has focused on the first three; its relationship with ASEAN is the most underdeveloped.*®
But with demographics and a changing geoeconomic context, ASEAN is playing an increasingly
crucial role in the Indo-Pacific and Canada needs to build a deeper relationship with it. Formed of

ten countries in Southeast Asia, the total population across ASEAN is estimated to be over 660

27 Global Affairs Canada, ‘Canada’s Indo-Pacific Strategy’, GAC, 24 November 2022,
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million people,* with the majority under the age of 30. It is predicted that ASEAN will become

the world’s fourth-largest economy by 2050.%

Similar to Canada, ASEAN is caught in U.S.-China economic and political tensions. On
the economic front, China is its biggest trading partner, with trade in goods in 2022 valued at
US$722 billion, nearly one-fifth of ASEAN's global trade. But ASEAN-U.S. trade is also
significant for the bloc, totalling US$520.3 billion in 2022 according to the Office of the United
States Trade Representative.®* On the geopolitical front, ASEAN members are increasingly
seeking ways to counter Chinese military incursions in the South China Sea, pushing back on
Chinese claims through a public relations campaign and the filing of arbitration cases (Philippines)
or through the increase of military presence and infrastructure (Vietnam) to deter China from
outright using military force.*®* ASEAN’s initial reaction to the creation of AUKUS was mixed,
with both public and quiet support from some members (Singapore, Philippines, Vietnam) and
outright criticism of a nuclear arms race in the region from others (Malaysia and Indonesia).
However, the bloc’s slow and informal acceptance of AUKUS?* shows its strategy of “fence-
sitting”, a concept Matias Spektor describes as a strategy of maintaining relations with all sides,
keeping all options open in order to pivot foreign policies when needed.3* But Spektor argues that

this is an opportunity for the West to build deeper and more meaningful relationships with these
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countries. Canada should seize this opportunity to strengthen its relationship with ASEAN, starting

with its trade relations.

This paper seeks to answer the following question: how can Canada reduce its dependence
on trade with China by diverting strategic trade areas to ASEAN countries? The paper answers
this question by breaking it down into three parts. The first part examines the strategic trade areas
in which Canada heavily depends on China, meaning trade areas that are large in volume and
would need to be derisked because of their strategic importance to Canada’s security. Those sectors
would be agriculture and agri-food, natural resources, and electronics and manufacturing. The
scope of this paper is limited to merchandise trade only. The second section examines Canada-
ASEAN trade relations in the three sectors identified in the first section and determines which
areas have potential and which ones are lacking. The final section explores the steps that Canada
has already taken to expand Canada-ASEAN trade in the three sectors and prescribe strategies and

policies that can further improve Canada-ASEAN trade in areas that are still lacking.

1. In which sectors could Canada’s trade with China be vulnerable to
geopolitical tensions?

Since 2002, a year after China joined the World Trade Organization, bilateral merchandise trade
between Canada and China has increased fivefold, from $20 billion to $119 billion in 2023 (see
Figure 1). China is now Canada’s third largest trading partner after the U.S. ($1.3 trillion in both

merchandise and service trade in 2023)* and the European Union ($176.4 billion in both

36 Global Affairs Canada, ‘State of Trade 2024: Supply Chains’, 28 August 2023, https://www.international.gc.ca/transparency-
transparence/state-trade-commerce-international/2024.aspx?lang=eng.

9



merchandise and service trade in 2023).% Imports from China have increased significantly,
growing from 4% of the total value of Canadian imports in 2002 to a peak of 14% in 2020. Exports
to China are also significant but seem to have plateaued at around 4% of the total value of Canadian

exports since 2012 (see Figure 2).

Figure 1: Canada-China Trade, annually
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Figure 2: Canada-China Trade, Share of Total Value of
Canadian Trade
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To derisk from China, Canada needs to assess the different trade areas and identify the most
important sectors, both in terms of their size of trade with China and their potential exposure to
geopolitical tensions. This section examines closely Canada-China trade in the sectors of
agriculture and agri-food, natural resources, and electronics and manufacturing. It explains why

they are strategic to Canada’s economic and national security.

Agriculture and Agri-food

First is a close look at agricultural and agri-food imports and exports with China. Canada does not
import too many agricultural products from China. Since 2002, Canada’s imports of Chinese

agricultural, forestry, fishing and hunting products, as defined by the North American Industry
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Classification System (NAICS), has never exceeded 2.5% of all imports in that industry. Should
China impose export restrictions of certain agri-food products, Canada’s food security will not be

significantly affected.

On the other hand, the Chinese market is an important export destination for Canadian
agricultural products and it has become Canada's second agri-food and seafood export market since
2012, after the U.S.?® Canadian agricultural exports to China have grown exponentially, from 1.4%
of the total value of agricultural exports in 2002 to 24% in 2018 (see Figure 3). However, in 2019,
China imposed a ban on Canadian canola,* which is estimated to have cost the industry upwards
of $2.35 billion.*° In addition, China also imposed more customs process on Canadian pork,
soybean, pea and other agricultural products while providing little explanation for these
measures.*! These restrictions significantly reduced Canadian agricultural exports to China, with
the share of exports to China dropping to 13% of total agricultural exports the following year. But
it seems that agricultural exports are increasing again, reaching just below 20% in 2023 (see Figure

3).

38 Agriculture and Agri-Food Canada, ‘Overview of Canada’s Agriculture and Agri-Food Sector’, 5 November 2021,
https://agriculture.canada.ca/en/sector/overview.
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41 Kirby, Parkinson, and Vanderklippe, ‘Canada Braces for Trade Retaliation from China’.

12



$9
S8
s7
$6
$5
s4
$3
$2
s1

Billions

Figure 3: Canada-China agriculture trade

— el -.

H X »H L QN ®
Q" L K M & O O
BT AT AT AT AT AT AT A

s |mports from China

I Exports to China

==@==Share of imports from China as part of total agricultural imports

=@==Share of exports to China as part of total agricultural exports

25%

20%

15%

10%

5%

0%

Source: Statistics Canada. Based on calculations from Table 12-10-0136-01 Canadian international
merchandise trade by industry for all countries

Although China cites the detection of pests as the reason for the ban on Canadian canola, the

timing of the ban’s imposition and ending coincides with the arrest and eventual release of Meng

Wanzhou. The trade restrictions were a clear political retaliation from Beijing. The Chinese

government has also employed similar tactics against other countries. It imposed tariffs on

Australian wine and barley, and restrictions on coal, timber, lobster, red meat and cotton shortly

after the Australian government supported a call for an international inquiry into China’s handling

of the Covid-19 coronavirus.*? These tactics have been seen so often that after Canada expelled a

Chinese diplomat in 2023 following allegations of election interference, Canadian farmers feared

42 Saheli Roy Choudhury, ‘Here’s a List of the Australian Exports Hit by Restrictions in China’, CNBC, 18 December 2020,
https://www.cnbc.com/2020/12/18/australia-china-trade-disputes-in-2020.html.
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China would impose another ban on Canadian canola or other restrictions on agricultural

products.*®

Canada is the world’s 5" largest agricultural exporter, and the agriculture and agri-food sector
is an important component of the Canadian economy, generating around 7% of Canada’s GDP in
2022.% In that year, the sector employed 2.3 million people. Looking specifically at primary
agriculture, it provided nearly 250,000 farming jobs. China is a top export market for Canadian
principal field crops, which include grains and oilseeds; it represents 20.4% of all Canadian field
crops exports. A disruption to this trade can have a direct impact on job security for farmers,

particularly in the Prairies provinces, which are major producers of canola and wheat.

Leaving farming jobs vulnerable to Chinese trade restrictions could have an adverse political
effect. Farmers’ associations are organized on many levels, both geographically, with each
province having its own farm organization, and by commodity nationally.* Many of these farmers’
associations have also had a long history of organizing and representing farmers’ interests, many
of them existing from the 1930s.%¢ Although farming represents a small portion of jobs in Canada,
because of their history of organizing and farming jobs often associated with food security, farmers’
protests can often draw media attention with tactics such as driving tractors through the city streets.

Such disruptive stunts could make the issue more salient for politicians. This is seen recently with

the protests both in Alberta and Quebec to draw attention to the rising costs to their operations,

43 Kirby, Parkinson, and Vanderklippe, ‘Canada Braces for Trade Retaliation from China’.

44 Agriculture and Agri-Food Canada, ‘Overview of Canada’s Agriculture and Agri-Food Sector’.

45 Canadian Federation of Agriculture, ‘Our Members Organizations’, accessed 7 May 2024, https://www.cfa-fca.ca/about-
us/our-members-organizations/.
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calling those threats existential crisis to their livelihoods.*>*® The federal government needs to
consider the potential economic and political ramifications that Chinese trade restrictions could

have on Canadian farming jobs.

Natural Resources

Next in this analysis is the natural resources sector, which encompasses resources such as oil, gas,
coal, gold, silver, nickel, copper, zinc, potash and other metal ores and non-metallic minerals.
Canada is a resource-rich country and natural resources account for 19.2% of the country’s GDP
in 2022, both in direct and indirect contributions.*® Although Canada is a major exporter of natural
resources, it also imports natural resources from other countries, including China. Therefore, it is
important to identify potential areas where Canada would need to derisk from China to minimize
disruptions to exports and economic stability for the Canadian extractive sector but also disruptions

to imports and energy security for the country.

Overall, China is Canada’s third biggest export market for natural resources, valued at $12.7
billion in 2022. However, it only represents 3% of total sector exports, far behind the U.S., the
biggest market, which accounts for 78% of total exports of natural resources.* Almost all of

Canadian crude oil (96%) is exported to the U.S.>! Due to the difficulty to export natural gas, the

47 Laura Krause, ‘Farmers Protesting for Bill C-234’, CityNews Edmonton (blog), 20 November 2023,
https://edmonton.citynews.ca/2023/11/20/farmers-protesting-for-bill-c-234/.

48 Matt Gilmour, ‘300 Quebec Farmers Stage Protest, Saying It's Tough to Make a Living’, CTV Montreal, 5 April 2024,
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49 Natural Resources Canada, ‘10 Key Facts on Canada’s Natural Resources — 2023’ (Natural Resources Canada, 31 January
2024), https://natural-resources.canada.ca/science-and-data/data-and-analysis/10-key-facts-on-canadas-natural-
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50 Natural Resources Canada.

51 Natural Resources Canada, ‘Crude Oil Industry Overview’ (Natural Resources Canada, 31 March 2022), https://natural-
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U.S. is Canada’s only export market by pipelines for this commodity.>* From a trade stability and
job security perspective, the majority of Canada’s energy exports is relatively isolated from direct
Chinese import restrictions. But this could potentially change as Chinese demand for crude oil
increases. In 2023, refineries in China imported a record volume of 11.3 million barrels of crude
oil per day, a 10% increase compared to the previous year.>* In March 2024, the Chinese
multinational company Sinochem Group purchased a 550,000-barrel cargo of crude oil from
Alberta through the Trans Mountain Expansion pipeline.>* This pipeline transports crude oil from
Alberta to the Pacific Coast and is expected to add about 890 million barrels per day to Canadian
crude oil exports.> However, it is difficult to forecast how much of this crude oil Canada will
export to China as demand from the Petroleum Administration for Defence District on the U.S.
West Coast, one of the five U.S. refining district, will remain strong (markets closest in proximity
are more economical options for exporters).*® When it comes to imports, Canada is also reliant on
its biggest ally: in 2021, 66% of Canada’s crude oil imports and 76% of its imported refined
petroleum products came from the U.S.°” From an energy security perspective, Canada is not
vulnerable to Chinese trade restrictions due to the highly integrated energy markets and

infrastructure that it shares with the U.S.
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When it comes to critical minerals, however, Canada could potentially be vulnerable to
geopolitical tensions with China. As Canada and the rest of the world transitions to a green
economy, the demand for critical minerals is expected to quadruple by 2040.%® This is because
critical minerals like lithium, cobalt, manganese, nickel and graphite are needed to manufacture
electric vehicle batteries while others like gallium and germanium are essential components for
semiconductors. Presently, China dominates the global supply chain for critical minerals,
accounting for 60% of production and 80% of processing globally.>* It is also the country with the
largest reserve of rare earth elements, accounting for nearly 38% of the world’s reserve.® This
places the world’s transition to a green economy dependent on China. Drawing parallels to oil in
the 1970s and natural gas in 2022, U.S. National Security Advisor, Jake Sullivan, warns that this
Chinese monopoly puts the clean-energy supply chains at risk of being weaponized.®* Similarly,
in the Canadian Critical Minerals Strategy, Canada’s Minister of Natural Resources mentioned the
potential risks of depending on “non-like-minded countries” for strategic commodities like critical
minerals.®® These statements are not without claim, as China has used export controls of critical

minerals in the past as leverage in political disputes with Japan.®® Most recently, it has restricted
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export controls of gallium, germanium and graphite in response to the U.S.’s policies targeting

China’s high-tech sector.®

Being rich in minerals, Canada exports more primary mineral products, and smelting and
refining products (stages 1 and 2 in critical minerals processing)® than it imports, meaning that
the critical minerals Canada exports are mostly in the upstream of the value chain. But when
examining the downstream, meaning semi-fabricated and fabricated products, Canada imports a
higher value of those products than what it exports (see Figure 4), signaling Canada’s current lack
of processing capacity.

Figure 4: Critical minerals trade by stage ($ billions), 2022
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In 2022, China was Canada’s second biggest trading partner for critical minerals, after the
U.S., with a total trade amount of $7.5 billion, $3.6 billion in imports and $3.9 billion in exports.
When only examining critical minerals, Canada mainly exports copper and potash, which together
accounted for 79% of the total value of critical minerals exported to China.% Canada also exports
unfinished critical mineral products, the biggest category being unwrought nickel and nickel alloys
valued at over $220 million in 2023.%” The main critical minerals that Canada imports from China
in 2022 were mostly semi-finished products of aluminum and aluminum alloys, and magnesium,

which together accounted for two thirds of the total value of critical minerals imports from China.%

Aluminum is a key component in making metal alloy for electric vehicles parts and bodies. It
is a metal that allows for the vehicles to be lighter, which helps EV batteries to last longer before
needing to recharge. Magnesium is a versatile component that can go into the production of
rechargeable batteries. Magnesium alloy is lightweight, strong and has multiple industrial uses and

would serve a similar purpose to aluminum.

Canada has recently invested billions of dollars in EV manufacturing: Northvolt is receiving
$2.71 billion in total from the governments of Quebec and Canada for an EV battery plant;
Stellantis is receiving $10 billion from the Government of Canada and $5 billion in tax breaks
from the Government of Ontario; most recently, Honda received $5 billion in provincial and
federal funding to build four manufacturing plants that will produce EV components and assemble

EVs.% With Canada’s long-term plan to be a major player in the EV production, a stable supply
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of critical minerals input would be crucial. The second part of this research paper explores

ASEAN’s potential as a critical minerals supplier for Canada.

Manufacturing

Finally, this section examines the Canada-China trade in the manufacturing sector, an area where
Canada imports significantly more than it exports. Since 2002, Canada’s exports to China in the
industry, as defined by the NAICS, have hovered below 4.2% of the total share of manufacturing
exports and peaking in value at nearly $15 billion in 2018. In contrast, Canada’s imports of Chinese
manufacturing goods have been steadily growing from 5% of total manufacturing imports in 2002
to reach nearly 16% at its maximum, with the highest value of manufacturing imports at roughly

$100 billion in 2022 (see Figure 5).

Figure 5: Canada-China manufacturing trade
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According to a report by the Office of the Chief Economist of Global Affairs Canada, the
composition of Canadian imports from China has changed since 2000. At the beginning of the
millennium, China was considered the final assembly point for Asian supply chains and, so,
Canada was importing more consumer goods (57% of total imports) than intermediate goods or
capital goods (respectively 16% and 27% of total imports), meaning goods that feed into the
production of consumer goods. However, by 2019, Canada imported less consumer goods (41%
of total imports) but more capital and intermediate goods (respectively 26% and 32% of total
imports).” This is explained by China’s shifting role in manufacturing. As its economy has grown
and its workforce has become more skilled, it has transferred from low value-added manufacturing
like final assembly of products to higher value-added activities. Research by the National Bureau
of Economic Research had found that by 2014, Chinese exports were less focused on final

consumer products; China was also importing more raw materials to make intermediate goods.”

This shift in Chinese manufacturing also explains why Canadian imports from China have
become more concentrated, with machinery and electrical equipment accounting for 45% of total
imports.” Indeed, Canada’s imports of machinery and equipment from China have been increasing
steadily and reached its highest at $100 million in 2022. Most of the machinery and equipment
imported were electronic and electrical equipment like computer parts, medical machinery, or
communication and audio-visual equipment, which make up 55% of all machinery and equipment

imports from China. Industrial machinery, such as agricultural, mining, logging, metalworking,
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and construction equipment, is the second biggest category and represents 27% of machinery and

equipment imports from China (see Figure 6).

Figure 6: Machinery and equipment imports from China in 2023

Aircraft and other
transportation
equipment and parts

0,
Motor vehicles and 3%

parts
15%

Industrial machinery,
equipment and parts
27%

Electronic and
electrical equipment
and parts
55%

Source: Statistics Canada. Based on calculations from Table 12-10-0172-01 Canadian international
merchandise trade by principal trading partner, and by product section and group, customs-based.

There are some positive signs that Beijing is focusing its export controls on more advanced
technologies due to its “tech war” with the U.S. In December 2023, the Chinese Ministry of
Commerce updated its Catalogue of Technologies Prohibited and Restricted from Export in a
routine adjustment of the Catalogue.” The Ministry of Commerce removed a number of categories
from this list such as medical diagnostic instruments and equipment manufacturing technology

and agricultural machinery technology, among others in an effort to be perceived as “promoting

73 Ministry of Commerce of the People’s Republic of China, ‘The Head of the Department of Trade in Services of the Ministry of
Commerce Answered Questions from Reporters on the Revised “Catalogue of Technologies Prohibited and Restricted from
Export from China”’, 21 December 2023, http://file.mofcom.gov.cn/article/xwfb/xwsjfzr/202312/20231203462273.shtml.
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openness and cooperation”.” On the other hand, advanced technologies such as Lidar system, rare
earth processing technologies,” and solar technologies’ were added to the list. However, China
allowing the export of those technologies does not guarantee that there won’t be other export
controls on the equipment itself in the future. Geopolitical tensions and trade instability between
Canada and China could impact many industries that rely on machinery imports to operate and

could impair the Canadian economy.

Conclusion on geopolitical tensions and vulnerable trade sectors

Because China is Canada’s third biggest bilateral trading partner, the Canadian economy could be
vulnerable to Chinese trade restrictions. In terms of Canadian exports, canola and wheat farmers
are particularly vulnerable, as seen when China imposed restrictions during the Meng Wanzhou
affair. Other vulnerable categories of Canadian exports are crude oil and critical minerals, although
Canada would have the leverage as Chinese demands for these products means that Beijing is less
likely to impose import restrictions. However, considering the technological competition between
the U.S. and China, Canada should consider limiting its supply of these materials to China and
divert it to other potential markets. The next section of this research paper explores ASEAN’s

potential as one of those export markets.
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In terms of imports, Canada has a few potential vulnerabilities. According to the Office
of the Chief Economist at Global Affairs Canada, China is the top supplier for 158 different
limited supply products for Canada. A product is considered to have limited supply for Canada if
it imported the product from three or less supplier countries. For another 45 limited supply
products, China is an important supplier for Canada, meaning it represents at least 10% of
Canada’s import of those 45 limited supply products. Additionally, there are currently 108
limited supply products that Canada imports from China, where China represents least half of the
world’s market in that product. For 89 out of those 108 products, China’s share of Canada’s
imports is greater than 90%.”” These numbers show how Canada is currently dependent on China
for the supply of 158 products. In the short term, should Beijing place sudden export restrictions
on those products, it could affect Canadian consumers and businesses who will need time to
pivot and find other suppliers. But in the long term, Canada is particularly vulnerable in 89 types

of products because China dominates the global market for those products.

The next section will examine ASEAN’s potential as an alternative market for the

Canadian trade sectors that are currently vulnerable to geopolitical tensions with China.

2. In what ways could ASEAN be a strategic trading partner for
Canada in its efforts to derisk from China?

The Association of Southeast Asian Nations (ASEAN) is formed of ten countries, Brunei,

Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam,

77 Global Affairs Canada, ‘The Canada-China Global Commerce Picture and Supply Chain Links’.
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with a total population of over 660 million people.”® Their combined economic growth rate
averaged at 4.1% between 2013 and 2022. During this period, ASEAN’s economy only shrank in
2020 due to disruptions from the Covid-19 pandemic but recovered quickly, reaching its highest
growth rate of 5.6% in 2022.7 The group’s GDP is estimated at over US$3 trillion and the Asian
Development Bank forecasts this group to have a robust GDP growth of 4.6% in 2024 and 4.7%

in 2025.2° ASEAN is also projected to become the world’s fourth-largest economy by 2050.8

The economic potential of the group, coupled with its mixed geopolitical stance towards
China given the latter’s military incursions in the South China Sea, as mentioned in the
introduction, makes ASEAN an ideal partner for the West in its objective to derisk from China. In
fact, the U.S. has already taken steps to build more robust relationships with ASEAN countries,
like a stronger military partnership with the Philippines since the election of President Ferdinand
Marcos Jr.?? and the establishment of a Comprehensive Strategic Partnership with ASEAN as a
whole in September 2022, with Vietnam in September 2023% and with Indonesia in November

2023.% Australia has taken similar steps, establishing Comprehensive Strategic Partnerships with
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ASEAN in 2020,% with Malaysia in 2021, and with Vietnam in 2024.% The European Union
also established a Strategic Partnership with ASEAN in 2020 and committed to invest €180 million

for regional cooperation with the group between 2021 and 2027.%°

Canada first established diplomatic relations with ASEAN in 1977, becoming a dialogue
partner with the group but despite its length, the relationship lacked depth and has been
underdeveloped.® However, with the release of the Indo-Pacific Strategy, Canada is looking to
follow its Western allies and deepen its relationship with the region. This has been noticeable
through a number of initiatives, including the launch of negotiations towards a free trade agreement
with the region in 2021, an increase in high-level and ministerial visits since the release of the
Strategy in 2022,°%% and the appointment of a trade representative to the Indo-Pacific in 2023,

based in Jakarta, Indonesia.®* Canada also established a Strategic Partnership with ASEAN in
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2023.% In early 2024, the Minister of International Trade, Mary Ng, led a large Canadian

delegation of over a hundred representatives on a trade mission to Malaysia and Vietnam.®

Canada-ASEAN economic relations have been consistently growing in the last two decades.
In 2022, the ten ASEAN countries represented Canada’s fourth largest trading partner and
merchandise trade between the two reached $40.7 billion.” When examining the details, Canadian
imports of ASEAN merchandise represent three quarter of this trade and have grown much more
significantly (from $7 billion in 2002 to $30 billion in 2023) than exports to the region (from $2.5

billion to $8 billion in 2023) (see Figure 7).

Figure 7: Canada-ASEAN trade, annually
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This section delves into current Canada-ASEAN trade in the sectors of agriculture and agri-
food, natural resources, and electronics and manufacturing. It also examines ASEAN’s potential
as an alternative market to China for Canada, particularly in areas that are more vulnerable to
geopolitical tensions, as identified in the previous section: canola and wheat exports, critical

minerals exports, semi-finished critical minerals imports, and machinery and equipment imports.

Agriculture and Agri-food

Canada’s export of farm, fishing and intermediate food products to ASEAN has grown slowly
from less than half a billion dollars in 2002 to $2.5 billion in 2023 (see Figure 8). Following the
North American Product Classification System (NAPCS), this category of products would include
canola and wheat products® which, as mentioned in the previous section, have been shown to be

vulnerable to political and diplomatic retaliation from China.
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Figure 8: Canada trade of farm, fishing and intermediate food
products with ASEAN vs. China
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Agriculture and agri-food products make up an important part of ASEAN’s import of
Canadian merchandise. Of the top ten goods imported from Canada in 2022, four of those are
agricultural goods, with fertilizers ranked first at a value over US$2.2 billion dollars, cereals such
as wheat ranked third (US$974 million), meat and edible meat offal ranked seventh (US$354
million), and oil seeds and grains such as soybeans ranked eighth (US$346 million).%® Canada’s
current exports of canola to ASEAN countries remain limited: Vietnam is the biggest destination

among the group for Canadian canola, with a total value of a little over $600,000 in 2023.° Wheat,
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on the other hand, is well received in ASEAN countries: in 2023, the total value of Canadian wheat

export to these countries was $1.65 billion, with Indonesia representing over $1 billion. %

There is potential for Canada to export more agriculture and agri-food products to ASEAN,
particularly canola, which can be used as feed for swine, poultry, aquaculture, dairy and cattle
production in ASEAN’s agriculture industry.?®* In 2023, Vietnam and the Philippines were the
biggest producers of beef and pork among ASEAN countries, yielding 462,000 metric tons of beef,
which represent 0.8% of global production, and 4.6 million metric tons of pork, which is 4% of
global production. For poultry, Thailand, Malaysia, Vietnam and the Philippines lead in production,
with a combined yield of 7.7 million metric tons, almost 7.5% of global production.'®® When it
comes to aquaculture, four ASEAN countries feature among the global top 11 producing countries,
with a combined output of 22.5 million tonnes in 2021.** Meat production in Southeast Asia is
expected to continue growing but domestic soybean meal and corn meal production for animal
feed will not be able to meet domestic demands.*® This is an opportunity for Canada to promote
its canola products as an alternative option for animal feed. The Canola Council of Canada has
already taken steps to build market opportunities for canola meal in Southeast Asia, with visits to

the region in 2019 and 2022 to build relationships with importers.%
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November 2022, https://canoladigest.ca/november-2022/canola-meal-fuels-true-happiness-in-southeast-asia/.

30



With growing population, urbanization and increasing GDP per capita in Southeast Asia,
it is forecasted that demand for high-protein foods will continue to grow as rising income allows
people to purchase food richer in nutrients. However, Southeast Asia faces food security
challenges as production could decrease due to biodiversity loss and climate change.'®” Increases
in temperature and net zero emissions targets will make food production more expensive in the
region, with costs estimated to rise between 31 to 59%.'%® ASEAN countries accounted for 15%
of global wheat imports in 2021, 244 times more than the amount they can produce'® and they

have seen their imports disrupted by the war in Ukraine, one of their major wheat suppliers.**°

This represents a good opportunity for Canada to position itself as a partner for ASEAN in
food security and explore how it can increase exports of agriculture and agri-food products to
ASEAN, particularly canola and wheat products. However, China still represents a major export
market for Canadian farmers. Canada-ASEAN trade in farm, fishing and intermediate food
products is dwarfed by the level of growth of Canadian exports of these products to China, from
$3 million in 2002 to $8.5 billion in 2023 (see Figure 8). This presents a challenge in derisking

Canada’s agriculture and agri-food exports to China.

107 Nhuong Tran et al., “‘What Do We Know about the Future of Agri-Food Systems in Southeast Asia?’, CGIAR (blog), 27 April
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Natural Resources

This section examines energy products and minerals in particular, both in terms of potential
Canadian exports of crude oil to ASEAN and possible trade of critical minerals with ASEAN
countries. The latter has been identified in the first section as potentially vulnerable to geopolitical

tensions with China.

The majority of Canada’s oil and gas exports is relatively isolated from direct Chinese
import restrictions as 96% of Canadian crude oil is exported to the U.S. *** This trade area is not
one that would require immediate actions for derisking. However, as Chinese refineries could
import more crude oil from Canada, as seen this year when Sinochem purchased its first oil cargo
from the Trans Mountain Pipeline, it is worth exploring the potential of other markets in Asia

Pacific as well.

ASEAN is a net oil importer, meaning the group of countries imports more oil than it
exports. In 2021, its import of oil was US$189 billion, double the amount of oil that it exported.
This makes the Association vulnerable to potential risks of disruptions in the global supply chain
of energy imports, in particular Singapore, Thailand and Vietnam, which have been identified as
being at high risk.**? With the exception of Indonesia, the remaining ASEAN countries import at
least half of their crude oil from the Middle East and 30% of that import has had to take alternative
trade routes due to disruptions caused by the Houthis in the Red Sea.'** Although ASEAN

countries have made significant pledges to reduce their emissions by 2050, their economies will

111 Natural Resources Canada, ‘Crude Oil Industry Overview’.

112 ASEAN Centre for Energy, ‘Outlook on ASEAN Energy 2023 - Key Insights about ASEAN Energy Landscape and Trends in
2023, https://asean.org/wp-content/uploads/2023/04/Outlook-on-ASEAN-Energy-2023.pdf.

113 Yun Liu, ‘ASEAN Perspectives’, HSBC General Research Insights, Emerging markets, 21 March 2024,
https://www.gbm.hsbc.com/en-gb/insights/global-research/asean-perspectives-red-sea-red-flags.
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still be dependent on oil and gas imports while this transition takes places. Canada could position

itself as a potential energy security partner for the group.

Canada’s current energy products exports to ASEAN are minimal, especially compared to
energy exports to China. The highest export amount was less than $400 million in 2018 and it has
since declined to $62 million in 2023. On the other hand, energy product exports to China were
over $3 billion in 2023 (see Figure 9). However, as mentioned in the first part of this paper, the
opening of the Trans Mountain Expansion Project should help increase Canadian crude oil exports
to Asia Pacific and to ASEAN. In 2024, refiners in Asia are seeing a major drop in their margins,
which has prompted them to seek to import more crude oil from the Americas rather than the
Middle East.?* Canada has an advantage here as it has shorter seaborne transportation distances
to reach Asia, compared to other suppliers in Latin America,** meaning it could be less costly for

ASEAN countries to import crude oil from Canada.

114 Clyde Russell, ‘Weak Asia Refining Margins See Swing to Crude from the Americas’, Reuters, 14 May 2024, sec. Energy,
https://www.reuters.com/business/energy/weak-asia-refining-margins-see-swing-crude-americas-russell-2024-05-14/.
115 Canada’s Oil & Natural Gas Producers, ‘Canadian Exports of Crude Oil and Natural Gas’.
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Figure 9: Canadian exports of natural resources products to ASEAN
vs. to China
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When examining critical minerals, Canada exports five times more metal ores and non-
metallic minerals to China than it currently does to ASEAN (see Figure 9). As for imports of metal
and non-metallic mineral products, including processed and refined critical minerals, Canada also
imports 6.5 times more from China than it does from ASEAN (see Figure 10). This is explained
by China’s domination of the global supply chain for critical minerals, accounting for 80% of
processing globally.™¢ China is importing critical minerals in the upstream (unprocessed) in order

to refine and export the semi-processed and processed critical minerals. Because of this, it will

116 Castillo and Purdy, ‘China’s Role in Supplying Critical Minerals for the Global Energy Transition’.
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likely be difficult for Canada to find an alternative market of similar size to export unprocessed

critical minerals to and import refined critical minerals from, at least not in the short term.

Figure 10: Canadian imports of natural resources products from
ASEAN vs. from China
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Although Canada is resource-rich, it is richer in certain critical minerals than others. And
while the federal government is investing in geoscience and exploration, it would be important for
Canada to maintain a good partnership and trading relations with countries that have known
reserves of the critical minerals it lacks. For example, Canada’s reserve of rare-earth elements

accounts for 0.7% of the global reserve while Vietnam has the second largest global reserve at
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19%, behind China at 38%.” Other ASEAN countries are also rich in other critical minerals.
Indonesia and the Philippines account for 27% of the global reserves of nickel. Indonesia,
Myanmar and Malaysia account for 32% of global reserves of tin.'*® Although far from Chinese
capabilities, ASEAN countries also produce an important amount of critical minerals globally (see

Figure 11) and their refining capabilities are growing (see Figure 12).

Figure 11: Country-level production of selected minerals as % of global production (2020)
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Figure 12: ASEAN Refining and smelting of selected metals as % of global outputs
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ASEAN countries have the potential to be partners with Canada in critical minerals.
However, it will be years before either ASEAN countries or Canada can develop their production
and refining capabilities to compete with China’s current position in the global critical minerals
supply chain. In addition, based on the Canadian Critical Minerals Strategy, it seems that the
Government of Canada is already committed to developing domestic capabilities more so than
abroad, investing $4 billion to implement the Strategy, with $79.2 million to geoscience and
exploration, $47.7 million to upstream critical mineral R&D, $144.4 million to other research and
development.**® In Budget 2023, the federal government proposed another $500 million over ten
years for the development of domestic clean technologies and directed the Strategic Innovation

Fund to reallocate $1.5 billion of its existing resources towards projects for critical minerals and

119 Government of Canada, ‘The Canadian Critical Minerals Strategy’.
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clean technologies.® With these current commitments, and given the importance of critical
minerals to national security, it would be a better strategy for Canada to continue investing in

domestic critical minerals production and refining, rather than diverting this crucial funding abroad.

Manufacturing

This last section examines the current Canada-ASEAN trade in the manufacturing sector and
identifies whether ASEAN countries could be an alternative supplier of machinery and equipment,

allowing Canada to reduce its dependence on China for this type of commodity.

ASEAN’s manufacturing industry has grown to become a major part of the group’s
economy, generating 21.2% of the total GDP in 2022, a 5.2% growth compared to the previous
year.'! The top export that year was electrical machinery and equipment and parts, valued at
US$557 billion. It was also the top category of ASEAN exports to Canada.*® Since 2002, Canada
has imported as much electrical and machinery equipment and parts as it has imported consumer
goods from ASEAN. In 2023, imports of those categories reached its peak, with nearly $2.5 billion
worth of industrial machinery and parts, and over $10.5 billion worth of electrical equipment and
parts (see Figure 13). However, Canadian imports of the same commodities from China was still
more significant than imports from ASEAN: industrial machinery and parts were five times more

while electrical equipment and parts were 2.4 times higher.

120 Department of Finance Canada, ‘Chapter 3: A Made-In-Canada Plan: Affordable Energy, Good Jobs, and a Growing Clean
Economy | Budget 2023’, 28 March 2023, https://www.budget.canada.ca/2023/report-rapport/chap3-en.html.

121 ‘“The Structure of ASEAN Economy’, ASEAN Statistical Brief (Jakarta, Indonesia: ASEAN Stats, January 2024),
https://astnet.asean.org/wp-content/uploads/2024/01/00.-ASEAN-Statistical-Brief-on-GDP_19Jan2024.pdf.
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Figure 13: Canadian imports of manufactured goods from
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But this situation could change. According to the Asia Pacific Foundation of Canada,
ASEAN’s diverse manufacturing sector presents a good opportunity to integrate Southeast Asian
manufacturers into Canadian supply chains as each ASEAN country takes a different approach to
differentiate their manufacturing sector. Canadian companies can take advantage of Singapore,
Malaysia and Thailand’s high-value precision manufacturing, make the most of low-cost labour in
Cambodia and Myanmar for goods with less value added, and capitalize on Vietnam, Indonesia

and the Philippines’s broad range of manufacturing capabilities.*?*

123 ‘The ASEAN Advantage: Exploring Canada’s Trade Potential’ (The Asia Pacific Foundation of Canada, 2017),
https://www.asiapacific.ca/sites/default/files/filefield/asean_economic_study_final_1.pdf.
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There are also multiple indicators suggesting that the manufacturing sector in ASEAN is
growing and becoming more sophisticated, increasingly producing more of the commodities that
will have increased demands as the world transitions to a green economy. For example, Malaysia,
the Philippines, Thailand and Vietnam are increasingly participating in the manufacturing of
memory chips and microprocessors, specializing in downstream activities such as assembly,
testing and packaging. In fact, in 2023, 20% of the U.S.’s semiconductor imports were from
Malaysia.** Thailand, Vietnam, Malaysia and Indonesia are also all developing their EV industries,

and Malaysia and Vietnam are significant producers of solar PV panels globally.**

Another factor is the Manufacturing Purchasing Managers’ Index (PMI) for ASEAN. The
PMI is an economic indicator which provides insights into the business conditions and helps
anticipate economic trends. According to S&P Global, since 2013, the ASEAN Manufacturing
PMI has fluctuated but mostly remained above the 50-point mark, which signals growth in the

sector. %6

Finally, the level of foreign direct investment (FDI) into ASEAN’s manufacturing sector
has also significantly increased. In 2021, ASEAN surpassed China as the destination of choice for
manufacturing investments from OECD countries (see Figure 14). Due to strict Covid-19 measures
imposed by Beijing and China+1 policies from Western countries looking to derisk their operations,
many companies have shifted their investment to ASEAN countries. In 2023, greenfield FDI,

meaning FDI where a multinational company set-up a subsidiary in a country and builds new

124 Asian Development Bank, ‘Asian Development Outlook April 2024 (Highlights)’.

125 International Institute for Sustainable Development, ‘ASEAN-IGF Minerals Cooperation’.

126 ‘SR P Global ASEAN Manuracturing PMI’, News Releases, S&P Global, 2 May 2024,
https://www.pmi.spglobal.com/Public/Home/PressRelease/ece79ea9ccb746bbaf83b273880c2fc4.
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production facilities, distribution hubs and offices, reached nearly US$ 30 billion for ASEAN

countries compared to US$ 13 billion for China.*?’

Figure 14: Manufacturing FDI in ASEAN vs. China
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Conclusion on trade opportunities in ASEAN that can decrease the vulnerability of trade

sectors heavily reliant on trade with China

As ASEAN’s economies are growing, so does the potential for demand of products that Canada
exports such as canola, wheat, crude oil, and unrefined critical minerals. ASEAN’s manufacturing
capabilities are also growing more sophisticated as they are able to produce and refine an important

amount of critical minerals globally, as well as play a major role in the manufacturing of green

127 Alex Irwin-Hunt, ‘ASEAN Overtakes China for Manufacturing FDI’, fDi Intelligence, 24 April 2024,
https://www.fdiintelligence.com/content/news/asean-overtakes-china-for-manufacturing-fdi-83610.
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technologies such as PV solar panels. There are many opportunities for Canada-ASEAN trade to
grow, but Canada should prioritize in particular the areas that can alleviate Canada’s vulnerability
to China. Those areas are agricultural exports and machinery and equipment imports. For
agriculture, there is an opportunity for Canadian canola to be exported as animal feed for ASEAN’s
production of poultry, meat and fish and for Canadian wheat to help ease the risks of food
insecurity in the region. For machinery and equipment manufacturing, ASEAN already exports
these products to Canada and there are signals that its manufacturing industry could respond to a

higher Canadian demand.

Crude oil is a potential area where Canada could increase its exports to ASEAN but since
this is not an area where Canada could be vulnerable to trade restrictions from China, it is more of

an option that Canada could consider in the future rather than one it should act on now.

Finally, for critical minerals, although ASEAN is a promising critical minerals producer
and refiner, Canada has already heavily invested in domestic extraction, production and refining
as part of its Critical Minerals Strategy. As Western countries aim to reduce their dependence on
China for critical minerals as fast as possible, Canada should focus its investments on domestic
capabilities. Another reason to focus on the domestic front is because of the U.S. critical mineral
policies. The Biden administration is also focusing its efforts on a “Made in America” supply chain
for critical minerals, committing billions in investments for the U.S. to reduce its dependence on
China.'?® In fact, Canada and the U.S. have joined efforts, forming the Canada-U.S. Energy

Transformation Task Force and have announced a joint investment in two critical minerals mines

128 The White House, ‘FACT SHEET: Securing a Made in America Supply Chain for Critical Minerals’, 22 February 2022,
https://www.whitehouse.gov/briefing-room/statements-releases/2022/02/22 /fact-sheet-securing-a-made-in-america-supply-
chain-for-critical-minerals/.
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in Canada.'® Canada should take this opportunity to work with its closest ally to develop North

American supply chains.

Now that areas of trade with promising opportunities have been identified, the paper’s next
part examines the current tactics and initiatives Canada is undertaking to increase trade with
ASEAN in those particular areas. It also recommends other initiatives that Canada should consider
pursuing to further expand the trade relation with the region and potential challenges it might
encounter, like its competition with other countries also looking to ASEAN to derisk from China,

as well as China’s influence in the region.

3. What are the current challenges for Canada in expanding trade
with ASEAN? How are the current federal initiatives tackling those
challenges and what other actions should be taken?

Since the launch of its Indo-Pacific Strategy (IPS) in November 2022, the Government of Canada
has significantly increased its engagement with the region, with nearly fifty visits to the region by
the Prime Minister and Cabinet ministers.**® Some notable visits to ASEAN countries, in particular,
include the Prime Minister’s meeting with ASEAN,**! the Minister of Foreign Affairs visiting the

region two years in a row in 202232 and 2023, the Minister of Agriculture and Agrifood’s visit

129 Natural Resources Canada, ‘Government of Canada and the United States Co-Invest to Strengthen Critical Mineral Value
Chains’, news releases, 16 May 2024, https://www.canada.ca/en/natural-resources-canada/news/2024/05/government-of-
canada-and-the-united-states-co-invest-to-strengthen-critical-mineral-value-chains.html.

130 Global Affairs Canada, ‘Canada’s Indo-Pacific Strategy — 2022 to 2023 Implementation Update’, GAC, 31 January 2024,
https://www.international.gc.ca/transparency-transparence/indo-pacific-indo-pacifique/2022-2023.aspx?lang=eng.

131 ‘Prime Minister to Travel to the Indo-Pacific to Strengthen Ties’.

132 Global Affairs Canada, ‘Minister Joly Concludes Successful Visits to Indonesia and Vietnam’, news releases, 14 April 2022,
https://www.canada.ca/en/global-affairs/news/2022/04/minister-joly-concludes-successful-visits-to-indonesia-and-
vietnam.html.

133 Global Affairs Canada, ‘Minister Joly to Attend ASEAN Meetings in Indonesia’.
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to Malaysia and the Philippines in 202434 and the Minister of Trade leading a trade mission to

Vietnam in the same year.'*

However, as mentioned in the previous section, other countries are also looking to enhance
their partnership with ASEAN, as part of their China+1 policies. In some areas, Canada is
competing with its allies, such as the U.S., Australia, and the European Union, which are looking
to trade in similar areas as Canada does with ASEAN. In addition, Canada is also facing
competition from other major powers in the Indo-Pacific, such as China, which is the biggest
trading partner with ASEAN, and Japan, South Korea and India, which are among the top ten

trading partners with the group.*®

The IPS provides a ten-year framework for Canada’s relationship with the Indo-Pacific and
includes $2.3 billion of investment in initiatives for the first five years, from 2022 to 2027. The
IPS outlines five strategic objectives to engage with this wide region: (1) promoting peace,
resilience and security; (2) expanding trade, investment and supply chain resilience; (3) investing
in and connecting people; (4) building a sustainable and green future; and (5) Canada as an active
and engaged partner to the Indo-Pacific.**” This section delves into the challenges Canada may
face in expanding trade with ASEAN, such as competition and geopolitical considerations. Then,
it examines how the five strategic objectives of the IPS, specifically those focused on trade, could
overcome those challenges. Finally, the section includes recommendations on other initiatives the

federal government could implement as part of the IPS.

134 Agriculture and Agri-Food Canada, ‘Minister MacAulay Promotes Canada’s World-Class Products in Malaysia and the
Philippines’.
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136 The ASEAN Secretariat, ‘ASEAN Statistical Yearbook 2023’.

137 Global Affairs Canada, ‘Canada’s Indo-Pacific Strategy: New Initiatives and Resources’, backgrounders, 27 November 2022,
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Challenges for Canada in expanding trade with ASEAN
Canada’s trade with ASEAN in the last two decades has grown most significantly with the fastest
growing and biggest economies within the Association: Indonesia, Singapore, Malaysia, Thailand,

Philippines and Vietnam (see Figure 13).

Figure 13: Canada's trade with each ASEAN country
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Canada did not have a free trade agreement (FTA) with any ASEAN country until
December 2018, when the Comprehensive and Progressive Agreement for Trans-Pacific

Partnership (CPTPP) entered into force for Canada and Singapore and then at different subsequent
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times for Vietnam (January 2019), Malaysia (November 2022) and Brunei (July 2023).*3¥ It is
interesting to note that the existence of trade barriers did not stop Canadian trade with ASEAN
from growing before the CPTPP. In fact, Canada does not have an FTA with Indonesia, yet the
latter is its biggest trading partner among ASEAN countries. Another observation is that since the
removal of trade barriers through the CPTPP, Canada’s trade with Singapore and Vietnam has not
increased drastically (it may still be too early for the effects to show for Canadian trade with
Malaysia and Brunei). This draws attention to the fact that removing tariffs alone is not sufficient
to boost trade. Canada needs to further promote its products in Southeast Asia as well as encourage

Canadian businesses to explore opportunities in ASEAN markets.

The second challenge Canada faces is competition with other powers in the region. Western
allies like the U.S. and the European Union have already taken great steps and made significant
investment to deepen their relationships with ASEAN, establishing strategic partnerships with the
group and with individual ASEAN member states as mentioned earlier in part two of this paper.
In terms of trading relations, in 2022, the U.S. was the biggest export destination and the fourth
biggest import origin for ASEAN while the EU was ASEAN’s third biggest export destination and
sixth biggest import origin.”** ASEAN also has strong relations with Australia and New Zealand.
The ASEAN-Australia-New Zealand Free Trade Area has been in effect since 2010.1 In 2022,

Australia featured among the top 10 trading partners for ASEAN.**! Recently, Australia has also

138 Global Affairs Canada, ‘Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) - View the
Timeline’, 25 August 2023, https://www.international.gc.ca/trade-commerce/trade-agreements-accords-commerciaux/agr-
acc/cptpp-ptpgp/view_timeline-consultez_chronologie.aspx?lang=eng.

139 The ASEAN Secretariat, ‘ASEAN Statistical Yearbook 2023’.

140 Australian Government Department of Foreign Affairs and Trade, ‘ASEAN-Australia-New Zealand FTA’, accessed 8 June 2024,
https://www.dfat.gov.au/trade/agreements/in-force/aanzfta/asean-australia-new-zealand-free-trade-agreement,
https://www.dfat.gov.au/trade/agreements/in-force/aanzfta/asean-australia-new-zealand-free-trade-agreement.

141 The ASEAN Secretariat, ‘ASEAN Statistical Yearbook 2023’.

46



established a Comprehensive Strategic Partnership with the group?* as well as with individual

countries within the group.**14

Aside from Western allies, other regional powers that have strong relations with ASEAN
include India, Japan and South Korea. ASEAN and India have an FTA that entered into force in
2010 and have recently upgraded their relationship to a Comprehensive Strategic Partnership. ¢
Japan and South Korea both have FTAs with ASEAN, which entered into force in 20087 and in
2010, respectively.**® They are also important investors in the region and were the second and fifth
top source countries of FDI inflows in ASEAN.* Although ASEAN is expanding and building
relationships with a large number of partners, it may prioritize those with whom it has a longer,

more established relationship.

The third challenge for Canada to consider is China’s influence on ASEAN and how it
factors into ASEAN’s decision to build relations. ASEAN’s economies are deeply linked to China.
In 2022, China and the U.S. shared the top spot as the biggest export destinations of ASEAN goods,
each representing 15% of ASEAN’s total exports. For imports, China was the top supplier,

representing 23% of ASEAN’s imports, far ahead of the second biggest supplier, South Korea

142 Australian Mission to ASEAN, ‘The ASEAN-Australia Comprehensive Strategic Partnership’.

143 Australian Government Department of Foreign Affairs and Trade, ‘Joint Statement on a Comprehensive Strategic Partnership
between Australia and Malaysia’.

144 Dasey and Dziedzic, ““The Most Popular Kid in Class™’.

145 ‘ASEAN-India Economic Relations’, ASEAN Main Portal, accessed 8 June 2024, https://asean.org/our-communities/economic-
community/integration-with-global-economy/asean-india-economic-relations/.

146 ‘ASEAN, India Reaffirm Comprehensive Strategic Partnership’, ASEAN Main Portal, 19 March 2024, https://asean.org/24th-
meeting-of-asean-india-joint-cooperation-committee-convenes/.

147 Ministry of Foreign Affairs of Japan, ‘Notification of the Entry into Force of the Japan-ASEAN Comprehensive Economic
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(7.5%), while the U.S. took the 4™ spot (6.9%).%%° According to the Asian Development Bank, in

2020, a 1% increase in Chinese economic output led to a 6.3% increase in ASEAN’s output.*>*

But ASEAN’s heavy economic dependence on China could become an opportunity for
Canada. ASEAN’s economic dependence also means that when the Chinese economy shrinks,
ASEAN’s economies are also negatively impacted, as seen with the strict lockdown measures
imposed by Beijing during the Covid-19 pandemic. ASEAN, recognizing its dependence on China
as well as the U.S.’s growing engagement in the region, is welcoming the interest from other
countries to expand the relationship, as seen by the numerous Comprehensive Strategic
Partnerships mentioned previously. The Association is employing its strategy of “fence sitting”, a
strategy of maintaining relations with all sides, the U.S., China and other third-party partners,
keeping all options open in order to pivot foreign policies when needed,’*? or, as Vietnamese
officials have called it, “bamboo diplomacy”, referring to the plant’s resilience while being flexible

and bendable to the elements.*>

ASEAN’s strategy could also be due to public opinion in its countries on the growing
Chinese influence in the region. According to The State of Southeast Asia survey conducted by
the Yusof Ishak Institute in Singapore in 2024, 67.4% of respondents say that they are worried
about China’s growing economic influence in the region. The respondents’ top three worries are
China’s growing economic dominance and political influence in their country, China’s strong-arm
tactics in the South China Sea and the Mekong, and China’s potential use of economic tools to

punish their countries for foreign policy decisions. Respondents’ perception of the U.S. is slightly

150 The ASEAN Secretariat.
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more positive than China, with 52% welcoming American growing regional economic influence.
However, when asked to choose which rival ASEAN should align itself with between the two, if
forced to choose, respondents are split nearly down the middle, with 50.5% choosing China and

49.5% choosing the U.S..*>*

One interesting point from this survey is when asked which “third party” ASEAN should seek
out to hedge against the U.S.-China rivalry, the European Union came out as the top choice (37.2%
of respondents), followed by Japan (27.7%) and India (10.5%), all three more aligned with the U.S.
and its liberal and democratic ideals than with China.?** This presents an opportunity for Canada
to position itself as another “third party” option for ASEAN. It is also important to note, however,
that Australia and the United Kingdom, both members of AUKUS and therefore seen to be much
closer to American influence, are only the preferred “third party” partner for 9% of respondents,
suggesting that being perceived as “taking sides” between the U.S. and China could be a drawback

for Canada.

To increase its exports to ASEAN and make itself an attractive economic partner, Canada will
need to continue its efforts to remove trade barriers but also invest more in promoting its products
in ASEAN markets and differentiate them from other competitors. In addition, Canada should also
work with ASEAN countries to ensure that they increase their production capacity to respond to
demands in both Canada and other markets, rather than Canada compete with its allies for the
existing ASEAN outputs. But Canada needs to be careful in not antagonizing China while

deepening its relations with ASEAN as this could worry the public in Southeast Asia that China

154 ISEAS Yusof Ishak Institute, ‘The State of Southeast Asia: 2024 Survey Report’, 2024,
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would impose economic penalty on them. It is important to consider that despite their desire to

diversify relations, ASEAN’s economic output is still heavily dependent on China.

Canada’s current and planned efforts to expand trade with ASEAN

This section examines Canada’s current strategies to deepen its relations with ASEAN, particularly
its economic ties. Canada currently only has one free trade agreement with some ASEAN countries
through the Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP):
Singapore, Vietnam, Malaysia, and Brunei. This effort to expand trade with countries around the
Pacific Ocean started ten years before the launch of the IPS, when Canada joined the Trans-Pacific
Partnership, which was the precursor to the CPTPP, when the U.S. was still leading the

negotiations.

In June 2021, Canada and Indonesia launched negotiations towards a Comprehensive
Economic Partnership Agreement (CEPA), a free trade agreement. To date, there have been seven
rounds of negotiations with an eighth round anticipated in June 2024.%*® In November 2021,
Canada and ASEAN also announced the start of the negotiation process towards a free trade

agreement and to date, there have been five rounds of negotiations.*’

But as previously mentioned, only removing tariff barriers is not sufficient to increase trade.
A good understanding of the market and finding the right buyers are also necessary. The

Government of Canada has taken several steps to promote trade and investment with ASEAN

156 Global Affairs Canada, ‘Canada-Indonesia Comprehensive Economic Partnership Agreement — Background Information’, GAC,
14 June 2021, https://www.international.gc.ca/trade-commerce/trade-agreements-accords-commerciaux/agr-acc/indonesia-
indonesie/cepa-apeg/background-contexte.aspx?lang=eng.
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(measures that are either specific to Southeast Asia or to all of the Indo-Pacific but also benefiting

ASEAN countries). These include:

The commitment of $24.1 million over five years to establish a Canadian Trade Gateway
in Southeast Asia.*®

$45 million over five years dedicated to Team Canada Trade Missions to the Indo-Pacific***
with three missions to ASEAN countries already completed in 2023 and 2024 (Singapore,
Malaysia and Vietnam) and at least two more planned in 2024.¢°

$31.8 million over five years to establish the Indo-Pacific Agriculture and Agri-Food
Office based in Manila, Philippines, to promote Canadian agriculture and agri-food
products. ¢

The appointment of a trade representative office for the Indo-Pacific based in Jakarta,
Indonesia. ¢

The launch of a new funding program in 2023 of $1 million per year to help strengthen
regionally based Canadian chambers of commerce in the Indo-Pacific.'®

$37.7 million over five years to expand the CanExport program to support Canadian
businesses promote and export their products.*** The program has already approved

funding for nearly 500 initiatives in fiscal year 2023-24.%
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The concrete results of these investments are still early to be seen but there are several
signs that Canadian businesses are increasingly interested in expanding into ASEAN markets, as

shown by the Business Council of Canada advocating for an ASEAN-Canada FTA back in 2019.¢¢

Other trade-related initiatives planned but not yet implemented focus more on
strengthening collaborations and coordination between Canadian and Indo-Pacific industry

standards. They include:

$13.5 million to expand natural resources ties with the Indo-Pacific, with Singapore and

Indonesia as two ASEAN countries considered priority partners for this project.

e $65.1 million to strengthen science, technology and innovation partnerships with five key
partners in the Indo-Pacific, one of them being Singapore.

e $2.2 million to deepen partnerships with accreditation bodies in the Indo-Pacific and align
standards of certain sectors.

e $25 million to provide technical assistance to countries in the Indo-Pacific on labour

policies.*®’

Canada and ASEAN reached an important milestone in September 2023 when the leaders
established the ASEAN-Canada Strategic Partnership Agreement.®® Although this initiative is not
specific to trade, it showcases Canada’s commitment to engaging with the region more
significantly than it has done in the past. At the same time that Canada and ASEAN leaders

announced this Strategic Partnership, they also issued a joint statement on food security and

166 Goldy Hyder, ‘Letter to the Honourable William Morneau, P.C., M.P., Minister of Finance on Budget 2019’, Business Council
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nutrition.®® This is an important strategic move that establishes Canada as a partner in food
security to the region, which can help in promoting Canadian agriculture and agri-food products.
A complementary initiative was the Asia Pacific Foundation of Canada hosting a Canada-in-Asia
conference series with support from the federal government and several government agencies, with

one focused on agri-food.*”

What Canada should do next to tackle the challenges

The IPS implementation’s first year was positively received by academics and experts but there is
still a sense that these announcements are more signals rather than concrete responses on what
Canada’s role in the Indo-Pacific and in ASEAN, a “semi-autonomous middle power or an integral
component of a grand U.S.-led initiative”.?”* Given ASEAN’s hesitation to choose between the
U.S. and China, their countries’ economic dependence on the Chinese economy, and public
opinion in ASEAN favouring other democratic powers over those closest to the U.S. in the region,
Canadian political leaders should keep in mind that actions perceived as “taking sides” between
the U.S. and China could be negatively perceived by ASEAN leaders. Canada should emphasize
on the similar geopolitical situation that it shares with ASEAN, being caught in between two major

powers and needing to diversify its trade to lessen the economic impact of the U.S.-China rivalry.

165 ‘/ASEAN-Canada Joint Leaders’ Statement on Strengthening Food Security and Nutrition in Response to Crises’, Prime
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This would help frame strengthening the ASEAN-Canada relationship as mutually and equally

beneficial.

In the IPS implementation’s next years, Canada should consider some of the following
concrete initiatives. The first is showing public support for other ASEAN countries that have
expressed interest to join the CPTPP, particularly Indonesia,'’? the Philippines,*’® and Thailand. "
This effort may seem redundant given that Canada is already in the process of negotiating an FTA
with ASEAN, but it is a show diplomatic goodwill that could help paint Canada as a trustworthy
partner. Canada should use its chairing of the CPTPP Commission in 2024 to do so. Another reason
for this is that Myanmar’s place in the ASEAN-Canada FTA could be a potential roadblock in the
negotiations process, given the civil war in the country and Canada’s sanctions on the military
junta in power.'”> The third reason is that the CPTPP already includes clauses on protection and
transparency for investors.'’® To protect and help Canadian investors compete with domestic
investors, Canada has multiple Foreign Investment Promotion and Protection Agreements (FIPA)
in place, one with the Philippines since 1996 and with Thailand since 1998.*” Through the new

2021 FIPA model, investment promotion and protection are also included in the CPTPP*”® and
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likely in the ongoing Canada-Indonesia Comprehensive Economic Partnership Agreement. If not
through the CPTPP, Canada should consider an agreement on investment protection with ASEAN
countries to promote FDI from Canada into ASEAN and vice versa, perhaps even including clauses
on protection and transparency for investors in the negotiations of the ASEAN-Canada FTA.
Having such an agreement in place could boost investors’ confidence in setting up manufacturing
facilities in ASEAN that could satisfy Canada’s demand for imports from the region, most

importantly for electrical machinery and equipment.

To further Canada’s position as an ASEAN partner in food security, Canada should explore
different strategies to tackle factors hampering agriculture and agri-food trade with the region.
First is identifying Canadian products that would most fill the immediate needs for ASEAN
countries. According to the International Trade Centre’s gap-analysis of regional trade potential,
Canadian soybean, seafood, and pork products could fill a growing demand in Indonesia and
Vietnam.'”® ASEAN agricultural industries have also not largely used canola in their production
and could benefit from learning more about its versatility as animal feed. As for human
consumption, canola oil presents a nutritious alternative to other types of cooking oils. The Indo-
Pacific Agriculture and Agri-Food Office should consider strategies to promote this product in the
region, in partnership with the Canola Council of Canada, which has begun establishing contacts

with potential buyers.®

Canada should also address non-tariff barriers such as sanitary and cultural practices. 8!

For example, due to its large Muslim population, Indonesia requires halal certification for meat
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and food products. This could be another task for the Indo-Pacific Agriculture and Agri-Food
Office to partner with local non-governmental organizations to gain knowledge and provide
assistance to Canadian exporters seeking to get the required certifications. Partnerships with local
academics and think-tanks could also help share knowledge and information so that Canadian
exporters can understand taste preferences and economic trends and adjust or develop products

tailored to the ASEAN markets.

Canada should also consider the advantages it can bring to its partnership with ASEAN on
food security, notably its research in agricultural technology and biotech and Canada’s agri-food
and food safety standards. The Government of Canada can support and provide funding for
Canadian agri-food companies to host trainings, organize visits and form applied research

partnerships with Southeast Asian partners. '

One of the five strategic objectives that the IPS has outlined is the need to expand trade
and strengthen supply chains. However, not once does the IPS mention the potential of imports of
goods or influx of investments from ASEAN that could benefit Canada. To deepen trade relations
with the region, Canada should consider a two-way view of the flow of trade and investments.
While increasing exports to ASEAN is important, the region is one of the most dynamic in the
world in terms of innovation. For example, Malaysia and Vietnam are already important exporters
of solar panels. In addition, with the influx of FDI into ASEAN manufacturing industry, there is
potential that it could respond to a higher Canadian demand with increased technological advances
and infrastructure over time. Federal and provincial governments should explore how ASEAN

could become an important supplier of goods and services to Canadians. One way to do so it to

182 Canada-ASEAN Business Council (CABC), ‘A PARTNER IN FOOD SECURITY: Canada’s Opportunity for Agri-Food Trade with
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have trade commissioners on the ground also paying attention to what Canada can import from
ASEAN, and not only looking for export potential. Another tactic could be to organize sectoral
meetings, exposition events or even inviting ASEAN trade missions to Canada where Southeast
Asian manufacturers can connect with potential Canadian buyers. More consideration for what the
region can offer would also align with the framing of the ASEAN-Canada relationship as mutually

and equally beneficial.

Finally, one thing for the Government of Canada to consider is the potential impact that its
political actions could have on its work to strengthen trade relations, particularly its desire to join
AUKUS. Australia and the U.K., two members of AUKUS, are not seen as favourably by the
public in Southeast Asia as other “third parties” partners such as the European Union and Japan.
Additionally, with the announcement of Our North, Strong and Free: A Renewed Vision for
Canada’s Defence in April 2024, Canada should consider how it can feasibly fulfill its
commitment to NATO and the defense of the Arctic region while taking on other military

commitments in other regions.

Conclusion on recommendations

ASEAN has been clear on its position in the U.S.-China rivalry: it does not want to take sides. In
the ASEAN Outlook on the Indo-Pacific, the affirmation that ASEAN published in 2019 that has
guided its foreign policies, it has highlighted its vision of an “Indo-Pacific region of dialogue and

cooperation instead of rivalry”.*® The public in Southeast Asia has also shown preference for
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“third parties” perceived to be semi-autonomous from either American or Chinese influence, like
the European Union and Japan, rather than those visibly closer to the U.S., like Australia and the
U.K. through the AUKUS partnership. Canada should focus on its similar position to ASEAN,
being caught in the middle of the U.S.-China rivalry and looking to diversify its partnerships and
trade to mitigate the negative economic impacts cause by this geopolitical tension. The continuing

implementation of Canada’s IPS should respect ASEAN’s preference for neutrality.

Canada should focus its partnership with ASEAN on the less traditional sense of security:
food security, economic security and supply chain resilience. By positioning itself as a partner for
ASEAN on food security, Canada would be able to grow its agricultural and agri-food exports to
the region. By seeking ASEAN’s help to be a partner in economic security and supply chain
resilience, Canada would be able to expand ASEAN’s production capacity through FDI and source

more of its manufacturing, electrical machinery and equipment imports from ASEAN.

Concluding thoughts

The U.S.-China geopolitical rivalry is anticipated to drag on given American political rhetoric and
policies vis-a-vis China, the tensions in the South China Sea and in the Taiwan Strait, and the war
in Ukraine. All these issues have marked a clear divide between the U.S. and China. As the U.S.
continues to implement economic restrictions on China, most recently with the announcement of
100% tariffs on Chinese EVs,'® Canada needs to prepare to mitigate the negative impacts that
American policies on derisking could have on the Canadian economy. Canada is vulnerable to

both economic retaliations from Beijing in the form of tariffs and non-tariff trade barriers and

185 | arry Elliott, ‘Biden Announces 100% Tariff on Chinese-Made Electric Vehicles’, The Guardian, 14 May 2024, sec. Business,
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pressure from the U.S. if Canada does not implement similar policies to hinder China. The most
recent example is the pressure on the Trudeau government to impose tariffs on Chinese EVs: some
experts think that not following the U.S. policies could hinder with the CUSMA review while
others are worried about possible Chinese retaliation on Canadian canola, barley and coal exports

to China.%¢

Canada’s economy has certain vulnerabilities to China and it should explore other markets
that it could alternatively trade with. As identified in this paper, Canada’s three main strategic
trade sectors most vulnerable are (1) agriculture and agri-food products, in particular exports of
canola and wheat, (2) natural resources, mostly imports of processed and refined critical minerals,

and (3) manufactured electrical equipment and industrial machinery.

This paper focuses on assessing ASEAN’s potential to be an alternative trading partner for
Canada to derisk from China. The reason for analyzing ASEAN as potential derisking economic
partner for Canada is because of its fast-growing economies and increasingly sophisticated
manufacturing capabilities. In addition, some ASEAN countries have ongoing territorial
contestation with China in the South China Sea and the public in those countries express worry
about Beijing’s growing political and economic influence in the region. These elements make
ASEAN an ideal partner for countries to pursue their China+1 policies. Indeed, in recent years, the
U.S., Canada, the European Union, Australia, India and Japan have all established either a

Comprehensive Strategic Partnership or a Strategic Partnership with the bloc.

186 Mark Rendell, ‘Canada’s Trade and Industrial Policy in the Balance as It Contemplates Chinese EV Tariffs’, The Globe and
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In assessing ASEAN’s potential as a partner for Canada, this paper focuses on Canada’s
three main strategic trade sectors currently dependent on China. In the agriculture and agri-food
sector, Canada has the potential to position itself as a food security partner for the region,
considering that ASEAN countries are at risk of being food insecure due to climate change and a
growing population. This is an opportunity for Canada to promote its agricultural and agri-food
products, especially canola products, which are not yet widely used in Southeast Asia as animal
feed or as cooking oil. Although the Government of Canada has taken great steps to expand trade
with the region in this sector, notably with ongoing FTA negotiations, it should consider initiatives
that can reduce non-tariff trade barriers such as building partnerships for knowledge sharing that
can provide market research to Canadian exporters and research collaborations that can further

establish Canada as a food security partner.

In the natural resources sector, ASEAN countries have rich critical minerals reserves. They
also already produce an important amount of critical minerals globally and are increasing their
refining abilities. However, through the Canadian Critical Minerals Strategy, the federal
government has already committed a substantial amount into developing domestic extraction and
refining capabilities. As part of the IPS, it has also committed $13.5 million to expand natural
resources ties with Singapore, Indonesia and other countries in the Indo-Pacific. At this time, it
would be more important for Canada to focus on critical minerals domestically rather than divert

this investment abroad.

In the manufacturing sector, ASEAN’s capabilities have grown significantly and there are
signs that Southeast Asia will continue to develop those capabilities, especially in green
technology manufacturing, such as solar panels, and semiconductor manufacturing. ASEAN

currently produces many of the electrical machinery and equipment that Canada needs. But Canada
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may be in competition with other major economic partners of ASEAN that are currently major
importers of similar products. The federal and provincial governments should consider incentives
for Canadian investors to increase FDI into ASEAN countries and formal agreements similar to a
FIPA, to not only protect Canadian investors but also allow them to compete on a level playing
field with domestic investors. The CPTPP could be an option given that it has a chapter that could
benefit many investors. Supporting other ASEAN countries ascension to the CPTPP could also be

a show of diplomatic goodwill that can pay off later for Canada.

Since the scope of this paper is limited to strategic trade sectors vulnerable to Chinese
economic restrictions, there is room for future studies on Canada’s vulnerability in other sectors
or aspects of trade. One such aspect could be digital trade, how to improve digital trade with
ASEAN and concrete measures the Government of Canada can implement to help Canadian small

and medium enterprises be able to reach this market.*®’

Overall, to expand trade and deepen relations with ASEAN, Canada needs to take into
account the delicate nature of ASEAN’s connection to and economic dependence on China, and
how that might factor into its foreign policy decisions. ASEAN’s desire is to remain neutral and
ensure that the Indo-Pacific is a region of cooperation rather than rivalry. Although the public in
Southeast Asia is worried of China’s growing influence in the region, their opinion is split between
the two rival powers. Democratic powers perceived to be more autonomous from the U.S. such as
the European Union, Japan and India are the preferred “third parties” that ASEAN would want to
partner with to hedge against the U.S.-China rivalry, over closer American allies such as Australia

and the United Kingdom, members of AUKUS. Taking these sentiments into consideration,

187 Hampson et al., ‘Strategic Reflections: APF Canada Analysis of Canada’s Indo-Pacific Strategy One Year After
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Canada should keep in mind the impact that its political actions could have on the perception of

ASEAN leaders, and potential negative repercussions on the trade relations.

Canada should focus its energy on partnering with ASEAN in the non-traditional sense of
security such as food security, economic security and supply chain resilience, and climate security,
as it has already done through FinDev funding programs for infrastructure, and other development
initiatives.

Ultimately, the success of the IPS and Canada’s ability to expand trade with ASEAN hinges

on Canada being able to overcome its past reputation as a “fair-weather friend” to ASEAN and

show that it can commit to a long-term partnership despite changes in domestic political leadership.
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