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China’s Potential for Economic Coercion in 
the South China Sea Disputes:
A Comparative Study of the Philippines and 
Vietnam
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Abstract: With tensions rising in the South China Sea, China’s use of its 
economic leverage over Southeast Asian countries has recently come into 
focus. With increasing economic and trade ties between China and South-
east Asia, the question being asked is whether China can successfully impose 
economic sanctions to gain policy concessions in the South China Sea dis-
putes. This paper examines China’s relations with the Philippines and Vi-
etnam and analyses the possibility of a successful economic sanction by 
China against these two countries in future disputes. The article concludes 
that Vietnam may be more vulnerable economically to Chinese sanctions 
than the Philippines. However, political factors would offset that vulnerabil-
ity in the case of Vietnam and amplify it in the case of the Philippines, mak-
ing the Philippines more likely to concede to modest political demands. 
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1 Introduction 
The South China Sea has become an area of focus lately. Economic ties 
between China and Southeast Asia have reached an unprecedented level. At 
the same time, maritime disputes in the South China Sea have strained rela-
tions between China and other Southeast Asian countries, especially the 
Philippines and Vietnam. This raises the following question: To what extent 
would China’s economic leverage over these countries help it gain political 
concessions? The standoff between China and the Philippines over the 
Scarborough Shoal in April 2012 has prompted some to comment that eco-
nomic coercion is becoming a norm for China (Glaser 2012). But does Chi-
na’s economic leverage translate into political gain? This paper seeks to 
examine the question of whether China can effectively apply economic sanc-
tions to obtain policy concessions from the Philippines and Vietnam over 
future disputes in the South China Sea. 

This paper1 uses the definition by Hufbauer et al. (2009) for the term 
“economic sanction” – or “economic coercion”:2 “the deliberate, govern-
ment-inspired withdrawal, or threat of withdrawal, of customary trade or 
financial relations” (Hufbauer et al. 2009: 3). While opinions are mixed re-
garding the effectiveness of sanctions, it cannot be denied that the populari-
ty of economic sanctions as a political instrument has grown in recent times 
(Drezner 2003). The increase in interdependence due to economic globaliza-
tion has itself widened the scope for sanctions, as pointed out by various 
studies detailing the relationship between trade linkages and economic sanc-
tions (Hafner-Burton and Montgomery 2012; Hirshman 1980). 

While analysing economic sanctions, there are three questions to con-
sider: Why and when do countries impose sanctions, and under what condi-
tions do they succeed? Theories on why states impose sanctions range from 
response to domestic pressure (Daoudi and Dajani 1983) to conflict expec-
tations, to a gap in opportunity costs (Drezner 1999). However, there is a 
general consensus that the primary factor determining the efficacy of eco-
nomic sanctions is political (Drezner 1999; Blanchard and Ripsman 1999). 
In general, the objectives of a country implementing economic sanctions are 
to elicit compliance from a target; to subvert a target regime; and to deter a 
target from pursuing an unfavourable policy, thereby sending a powerful 
signal to the world and its own population (Lindsay 1986: 153–154). How-

1  It is important to note that all views expressed here are the author’s own and do 
not, in any way, reflect the views of the organization he belongs to or the govern-
ment he represents. 

2  Sanctions literature does differentiate between “sanction” and “coercion”. Howev-
er, for the sake of simplicity, I will use the two terms interchangeably here. 
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ever, there is no consensus on when sanctions succeed. Extensive case stud-
ies by Hufbauer et al. (2009) found very marginal rates of success. In order 
to succeed, either the economic sanctions must magnify the political costs of 
non-compliance, or the political costs of compliance must be less than the 
economic costs of non-compliance for the target’s political class (Blanchard 
and Ripman 1999).  

Literature on the effectiveness of economic sanctions generally takes 
into account two variables: the economic and the political. Hufbauer et al. 
(2009) mention the following economic variables: cost imposed on the tar-
get, trade linkages between the target and the sender, relative economic size, 
economic health and political stability of the target, the type of sanctions 
used, and cost to sender. Some political variables to be considered are the 
type of concessions demanded, the history of relations between the sender 
and the target, political conditions within the target, “companion policies” 
employed by the sender, international cooperation with the sender, and 
international assistance to the target (Hufbauer et al. 2009). In general, suc-
cessful economic sanctions tend to have the following characteristics 
(Hufbauer et al. 2009; Drezner 1999):  

1. Sanctions targeting modest political goals are more effective than those 
targeting major concessions.  

2. Prior relations between the sender and the target country are cordial. 
3. The period of time sanctions are in place is short and the impact is 

maximal; the difference in opportunity cost between the target and the 
sender is large. 

4. There is little or no third-party assistance to the target (Bonetti 1998). 

There are also a number of studies that analyse the nature of target regimes 
that are most vulnerable to sanctions. Studies have shown that, generally, a 
democratic polity is more vulnerable to economic sanctions and more likely 
to give in to modest demands when the sanctions are directed at the general 
economy of the target or against particular interest groups (Allen 2005; 
Brooks 2002). A non-democracy may be more vulnerable if the sanctions 
target elite members of the regime (Kirshner 1997; Brooks 2002) or are 
implemented or ongoing during conditions of economic downturn, when 
the stability of the regime depends on a stable economy (Major 2012). 

A study of when economic sanctions work is especially significant now 
because there have been a number of commentaries on China’s increasing 
willingness to use economic sanctions to obtain policy concessions, especial-
ly in cases involving territorial disputes (Tong 2010; Glaser 2012; Ge 2012; 
Zhong and Wu 2012). However, while most of the sanctions described by 
Hufbauer et al. are explicit – meaning, the sender has made clear its inten-
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tion to impose sanctions – in regard to China, the cases described by Glaser 
(2012) are implicit: The intention to impose sanctions was never officially 
acknowledged, and sometimes even explicitly denied. Therefore, the targets 
have been forced to function in an unclear atmosphere where the imposi-
tion of economic sanctions has been identified only through sudden trade 
policy changes after a dispute surfaces. However, while there may be “deni-
ability” and “ambiguity” when seen from the Chinese side, what is more 
important is how the target perceives the policy changes – that is, whether 
the target considers the economic policy changes to be “sanctions”. Taking 
that into consideration, the targets in Glaser (2012) – meaning, either the 
governments of the target country or certain important sections affected by 
trade policy changes – have generally considered these changes to be “eco-
nomic sanctions” in response to particular disputes. 

Here, while analysing the effectiveness of economic sanctions by China 
against the Philippines and Vietnam, I will also examine the general political 
and economic relations between China and those two countries and specu-
late on the effectiveness of future sanctions in economic and political terms. 
The choice of these two countries is relevant because there are a number of 
similarities and differences between the two. Both have disputes with China 
in the South China Sea and have clashed with China in the region. However, 
with regards to the Philippines – a democracy with a free media – prior 
relations with China have been cordial. On the other side, Vietnam, a one-
party state, with a less-free media than the Philippines, has a history of con-
flict with China and a nationalistic narrative antagonistic toward China. 
Therefore, it is interesting to compare the effect of Chinese economic sanc-
tions on these two countries.  

Hufbauer et al. (2009) also include “companion policies” – such as 
threat of military action – in their analysis of the effectiveness of sanctions. 
Economic sanctions are seldom imposed in isolation and are often accom-
panied by other policies, including the threat of military action. However, 
the opinions in the sanctions literature about the impact that a military 
threat has on economic sanctions are mixed. Some scholars argue that eco-
nomic sanctions, per se, cannot achieve any major foreign policy goal, such as 
resolving a territorial dispute, and have to be accompanied by military threat 
(Pape 1997). However, others argue that threatening military action may not 
be a significant factor in determining the effectiveness of economic sanc-
tions, and that economic sanctions themselves function as a substitute for 
other measures (see Drezner 1999, 2003).3 In the present study, since we are 

3  For various case studies dealing with this issue, see Lam 1990; Morgan and Schwe-
bach 1997. 
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looking into territorial disputes, we may assume that there will also be cer-
tain “companion policies”, the inclusion of which does not significantly alter 
the analysis of economic coercion, per se.  

This paper proceeds in the following manner: In the second section, I 
will discuss the South China Sea disputes in brief and China’s relations with 
the two target countries. The third section will cover the economic effect of 
future sanctions, while in the fourth I will analyse the political impact of 
these sanctions with regard to their ability to elicit political concessions. The 
final section comprises concluding observations. 

2 The South China Sea Disputes and China’s 
Relations with the Philippines and Vietnam 

The disputes over the South China Sea are unique for three reasons: one, 
the sheer number of parties involved; two, the importance of the sea lanes 
there; and three, to a certain extent, the dispute has turned into a power 
struggle between China and the US with Southeast Asia caught in the middle 
(Kaplan 2011). Of the various parties to the dispute, the Philippines and 
Vietnam have been the most vocal opponents of China. Various incidents 
leading to increasing tensions since 2009 have been chronicled extensively 
(International Crisis Group 2012a; Thayer 2011a; International Crisis Group 
2012b). In this regard, the standoff that occurred between China and the 
Philippines in the waters surrounding the Scarborough Shoal assumes signif-
icance for the subject we are discussing here because this incident was seen 
as a successful application of economic coercion by China (Glaser 2012).4 
Hence, it merits further elaboration. 

In April 2012, in response to Chinese fishing vessels operating in the 
waters surrounding the Scarborough Shoal, the Philippines dispatched a 
naval vessel to the region. China responded by sending in its Marine Surveil-
lance vessels, resulting in a standoff. The Philippines withdrew its warship, 
and replaced it with a coast guard vessel, while China dispatched its Fisher-
ies Law Enforcement vessels. Barely one month later, it was reported that 
China had imposed strict phytosanitary restrictions on Philippine bananas. 

4  As mentioned earlier, the government of China did not overtly connect the trade 
restrictions to the standoff. The Philippine embassy in China also denied that there 
was a connection. However, it cannot be disputed that the existence of certain eco-
nomic measures, including phytosanitary restrictions on banana imports and the 
cancellation of tourist visits, were reported at about the same time as the altercation 
surfaced. Further, the banana industry in the Philippines considered these measures 
a direct response to the dispute (Avendano and Lacorte 2012). This ambiguity in 
economic sanctions has been characteristic of China in the past few instances. 
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Further, Chinese travel agencies also suspended travel to the Philippines 
(BBC News 2012). The Philippines later came to an agreement with China 
that entailed a simultaneous withdrawal of both countries’ vessels from the 
area. Though the arrival of a typhoon in the region and the imminent Chi-
nese fishing ban gave good reason for the Philippines to arrive at this face-
saving agreement, the impact of domestic pressure, especially from the ba-
nana traders, cannot be discounted (Avendano and Lacorte 2012; MindaNews 
2012). This has prompted analysts to question whether this behaviour is 
going to be the norm in future disputes involving China (Glaser 2012). In 
order to answer this question with specific reference to the Philippines and 
Vietnam, the following section goes into the relations that these two coun-
tries have with China. 

2.1 China–Philippines Relations 
China and the Philippines have widened the scope of their relations in all 
areas since the two countries established diplomatic relations in 1975. The 
disputes over the South China Sea, though, are a major irritant. China’s 
occupation of the Mischief Reef in the Spratly Islands in 1994 caused their 
relations to suffer. This issue led the Philippines to move toward interna-
tionalizing the South China Sea issue (Lim 1999). However, China was also 
more flexible in the South China Sea issue after 1995, as shown by the bilat-
eral agreement signed with the Philippines in which both countries agreed to 
settle the dispute in accordance with international law. Relations between 
the two countries peaked under the government of President Gloria Arroyo, 
when they decided to establish a “strategic and cooperative relationship for 
peace and development” and referred to a “golden age of partnership” (Phil-
ippine Embassy in China 2011). It was in 2005, during Arroyo’s time in 
office, that the Philippines agreed to the Joint Marine Seismic Undertaking, 
under which Chinese, Philippine and Vietnamese oil companies began a 
survey of the South China Sea. The agreement became controversial in the 
Philippines because it was seen as giving China and Vietnam access to what 
was considered Philippine territory (International Crisis Group 2012b: 6–7).  

Economic ties between the Philippines and China have burgeoned in 
recent years, with the latter becoming the former’s third-largest trading part-
ner. Bilateral trade grew from 874 million USD in 1995 (when the Mischief 
Reef incident occurred) to 2.7 billion USD in 2002 (when the China–
ASEAN free trade agreement (FTA) was negotiated), to 12.6 billion USD in 
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2011.5 Table 1 gives an account of the extent of the bilateral economic rela-
tionship between the two countries.  

Table 1:  Economic Relationship between China and the Philippines 

Bilateral Trade (2011) 12.6 billion USD

Major Philippine exports to China 

Electrical products
Copper cathodes 
Nickel ores 
Coal 
Copper ore 

Major Philippine imports from China 

Electronics
Parts and accessories for office 
machines 
Liquefied petroleum gas 
Urea 
Ceramic products 

Total Philippine investments in China 
(June 2011) 2.83 billion USD 

Total Chinese investments in the Phil-
ippines (June 2011) 251 million USD 

Major sectors of Chinese investment in 
the Philippines 

Power
Mines 
Manufacturing 

Official Development Assistance 
(ODA) commitments from China as a 
percentage of total ODA commit-
ments (2011) 

13% 

Sources:  Ministry of Foreign Affairs PRC; Philippine Embassy in China; UNCTAD; National 
Economic and Development Authority (2012). 

The importance to the Philippines of an economic relationship with China, 
especially in the case of FDI from China, at a time of slow GDP growth 
cannot be overstated. The first six months of 2011 saw investments worth 
33 million USD coming from China (Ministry of Foreign Affairs PRC 
2011a). During Philippine President Aquino’s visit to China in 2011, four 
mining agreements were signed with Chinese companies that are estimated 
to bring in 14 billion USD in investments by 2016 (Andrade 2011). At the 
same time, however, Chinese investments have also become controversial 
from time to time. In fact, one of the accusations levelled against former 

5  All economic data quoted in this paper, including figures for trade, GDP, FDI 
flows, etc., have been sourced from, or are calculations based on, statistics from 
UNCTAD, unless otherwise specifically noted.  
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President Arroyo is that she ignored the South China Sea dispute in return 
for Chinese investments (International Crisis Group 2012b: 6).  

In China’s eyes, the government of President Arroyo was seen as more 
accommodating of China’s concerns, especially those over the South China 
Sea (International Crisis Group 2012b). However, relations between China 
and the Philippines turned sour after President Benigno Aquino III came 
into office in 2010 (Cruz de Castro 2012). The South China Sea dispute 
soon took centre stage. In March 2011, one of the first incidents involving 
the Philippines and China occurred in the Reed Bank, when Chinese Marine 
Surveillance ships forced a Philippine seismic survey vessel to leave the area 
(Storey 2011). It was also in 2011 that the Philippines started referring to the 
South China Sea as the “West Philippine Sea”. The Scarborough Shoal inci-
dent is the latest in a series of events that has involved the Philippines and 
China since then.  

2.2 China–Vietnam Relations 
China and Vietnam have a long history of conflict and cooperation. To 
focus just on the recent history, the two sides fought a war in 1979 and had 
two skirmishes over disputes in the South China Sea, one in 1974 and the 
other in 1988, the former resulting in China taking possession of the part of 
the Paracels, which were under the control of the erstwhile Republic of 
Vietnam. Such a history, it is argued, has resulted in a situation where Vi-
etnam would not hesitate to go to war with China over disputes in the South 
China Sea in spite of the overwhelming superiority of the Chinese military 
(International Crisis Group 2012b: 3). 

On the political level, relations between the two countries have been 
good since bilateral relations were normalized in 1991. The situation benefit-
ted, to a certain extent, from the fact that China and Vietnam share a com-
munist ideology (Tønnesson 2003: 58). The two countries agreed on a land-
boundary settlement in 1999 and a maritime settlement in the Gulf of Ton-
kin in 2000. On the other hand, given the history of their relations, there is 
widespread distrust of China among the Vietnamese to the extent that even 
these settlements were criticized (Tønnesson 2003: 62–63). In fact, distrust 
of China also transforms into a level of distrust in the Communist Party of 
Vietnam’s (CPV) dealings with China (International Crisis Group 2012b: 4). 
To the Vietnamese leaders, this increases the political cost of relations with 
China. 

Bilateral economic relations between China and Vietnam have grown 
tremendously since the normalization of relations in 1991. China is Vi-
etnam’s largest trading partner, with bilateral trade amounting to 30.094 
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billion USD in 2010, up from 32.23 million USD in 1991. Table 2 shows the 
bilateral economic relationship between China and Vietnam. 

Table 2:  Economic relationship between China and Vietnam 

Bilateral Trade (2010) 30.094 billion USD

Major exports to China 
Natural rubber
Coal 
Petroleum 

Major imports from China 
Electrical and electronic equipment 
Machinery 
Industrial raw materials 

Vietnam’s investments in China 
(June 2011) 120 million USD 

Total Chinese projects in Vietnam 
(June 2011) 

792 projects with a total registered 
capital of 3.7 billion USD 

Major Chinese corporations in 
Vietnam 

TCL Corporation 
Geli 
Industrial and Commercial Bank of 
China 
Metallurgical Corporation of China 
China State Construction Engineering 
Corporation 

Sources:  Ministry of Foreign Affairs PRC; Ministry of Commerce PRC; Foreign Investment 
Agency, Ministry of Planning and Investment, Vietnam. 

Chinese aid to Vietnam is also estimated to be substantial (Lum et al. 2009) 
and involves financing hydro- and thermal power projects, ship-building 
projects, fertilizer plants, etc. The number of projects undertaken in Vi-
etnam by Chinese agencies is growing. According to one estimate, more 
than 90 per cent of EPC (engineering, procurement and construction) con-
tracts awarded in recent years to Vietnam’s industrial projects have gone to 
Chinese contractors (Le Hong Hiep 2011).  

With regards to the South China Sea, as noted earlier, the two countries 
had engaged in military confrontation twice in this area. Tension between 
the two countries soared from 2009 onwards. The visit of the general secre-
tary of the CPV, Nguyen Phu Trong, to China in October 2011 improved 
relations, as the two countries signed a six-point agreement to resolve mari-
time disputes. But, in June 2012, Vietnam passed a law asserting its jurisdic-
tion over the disputed islands in the South China Sea (Reuters 2012), and 
China announced the establishment of Sansha City on Woody Island 
(known as Yongxing Island in Chinese) in the Paracels and asserted its own 
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jurisdiction over the disputed islands (Xinhua 2012). Thus, tensions between 
the two countries have far from dissipated. 

2.3 Concessions That May Be Demanded 
There are two explanations for why the South China Sea disputes are im-
portant to the countries involved – the perceived abundance of energy and 
marine resources, and issues of sovereignty (Thayer 2011b).6 With this in 
mind, we may classify some of the concessions that China might demand 
from the Philippines and Vietnam in the South China Sea into two catego-
ries: “modest” and “major”, according to the sanctions literature. One mod-
est concession that may be demanded is that Philippine and Vietnamese 
officials refrain from arresting or harassing Chinese fishermen in the disput-
ed waters. Demand for the target countries to comply with the Chinese 
fishing ban may be regarded as modest or major, depending on the situation 
at hand. Similarly, demands that the target countries refrain from unilateral 
exploration of resources, or that the exploration for resources be a joint 
effort by the target countries and China, may be classified as modest or 
major depending on the situation. For instance, the strong anti-Chinese 
sentiment in Vietnam would regard such demands as major concessions, 
whereas the Philippines may or may not regard a joint exploration in the 
disputed waters as a major concession. While such a demand may have been 
regarded as “modest” in the Philippines before the Scarborough Shoal inci-
dent, it may not be now. China may also demand that the targets refrain 
from involving third countries or internationalizing the dispute. We may 
classify this as a modest concession depending on the situation. However, 
considering the fact that non-involvement of third countries would definite-
ly reduce the leverage of the two target countries vis-à-vis China, it is equally 
possible that such demands be regarded as major. Demands from China that 
Vietnam or the Philippines abandon claims to territory or recognize Chinese 
claims on the South China Sea either fully or partially would definitely be 
considered major. It should be clear that the target country’s perception 
would also depend on prior relations. Thus, the same kind of demands may 
be modest to the Philippines but major to Vietnam. Finally, it is important 
to note that whether a demand is modest or major depends entirely on the 
given situation at that time. Therefore, I will not go into detail on the exact 
concessions that may be demanded, but would rather restrict myself to the 
two general descriptions – namely, “modest” and “major” demands. 

6  There is no agreement on the exact amount of resources in the region. While some 
estimates, including Chinese estimates, tend to be high, there are also many others 
that downplay the presence of resources in the region. 
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3 Potential for Economic Coercion 
Economic sanctions may be imposed through three means: export re-
strictions, import restrictions, and financial sanctions that include the cutting 
off of aid (Hufbauer et al. 2009). According to the Hufbauer case studies, 
the method employed depends on the nature of economic relations between 
the sender and the target. In the case of trade restrictions, the effectiveness 
of sanctions depends also on the products traded between the two countries 
(Dorussen 2006).  

Table 3:  Economic Linkages of the Philippines and Vietnam with China 

The Philippines Vietnam* 
External trade as a percentage of 
GDP (2011) 49.68% 193.11% 

Trade with China as a percentage of 
GDP (2011) 5.6% 36.34% 

Trade with China as a percentage of 
total trade (2011) 11.28% 18.82% 

Exports to China as a percentage of 
total exports (2011) 12.70% 11.48% 

Imports from China as a percentage 
of total imports (2011) 10.21% 25.45% 

China’s share in total inflow of FDI 
(2010) 18.81% 3.81% 

China’s economic linkages with the Philippines and Vietnam 
Total trade with the targets as a 
percentage of China’s total trade 
(2011) 

0.89% 1.104% 

Exports as a percentage of total 
exports 0.75% 1.53% 

Imports as a percentage of total 
imports 1.03% 0.6% 

Flow of FDI as a percentage of total 
China’s outward FDI (2010) 0.3% 0.44% 

Note:  * Data for Vietnam for the year 2011 are UNCTAD estimates. 

Source:  Calculations based on data from United Nations Conference on Trade and Devel-
opment UNCTADSTAT and Ministry of Commerce PRC. 

Briguglio et al. (2009) have analysed the vulnerability of an economy from 
the perspective of the nature of goods traded. This vulnerability partly has to 
do with the existence or non-existence of alternative markets or suppliers to 
the target and the strategic nature of the goods traded. Another type of 
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sanction that is frequently employed is aid cut-off. The following section 
analyses the effectiveness of Chinese sanctions on the Philippines and Vi-
etnam from the above-mentioned perspectives. 

Table 3 shows the economic linkages between China and the Philip-
pines and Vietnam. Undoubtedly, China’s economy is much bigger than the 
other two. However, the size of the economy alone is not the determining 
criterion for the effectiveness of economic sanctions (Hufbauer et al. 2009). 
Therefore, it is essential to analyse other aspects of the relationship.  

China is a major trading partner to both the Philippines and Vietnam. 
However, while China is only the third-largest trading partner of the Philip-
pines, it is the largest of Vietnam. In addition, the level of dependence on 
total trade and on trade with China is different for each country. In this 
regard, Vietnam’s economy is much more dependent on external trade than 
is that of the Philippines. As shown in Table 1, trade with China amounted 
to 36.3 per cent of Vietnam’s GDP in 2011. In comparison, trade with Chi-
na amounted to only approximately 5.6 per cent of the Philippine GDP. 
Thus, as far as trade linkages are concerned, Vietnam is much more depend-
ent on China for its economic growth than is the Philippines. 

China is a very important market for the Philippines. Electronic prod-
ucts are the major exports of the Philippines to China. More specifically, 
they are automatic data-processing machines (Standard International Trade 
Classification (SITC) product no. 752), cathode valves and tubes (SITC 776), 
and accessories for office machines and data-processing machines (SITC 
759). These products are also among the major exports of the Philippines to 
the world. The Philippines’ reliance on the Chinese market can be gleaned 
from the fact that among the product groups SITC 752 and 759, the Chi-
nese market accounts for 50 per cent and 28 per cent, respectively, of those 
Philippine exports. However, this reliance does not translate into depend-
ence on China. This is mainly because a majority of Philippine exports to 
China are “manufactured goods with high skill and technology intensity” 
and hence not easily substitutable.  

The semiconductor industry is a case in point. China views integrated 
circuits as a strategic sector that needs to be promoted (Xinhua 2011). The 
electronics industry in China grew by 11.3 per cent in the first ten months of 
2012, higher than the average GDP growth rate for the same period, and the 
production of integrated circuits grew by 10.2 per cent (National Bureau of 
Statistics 2012). It is also a major employment generator in China, especially 
in the southern region. Therefore, the cost of implementing import sanc-
tions on this product would be high for China. Any disruption of these 
imports would raise the costs for the Chinese economy. 
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Other big exports from the Philippines to China are nickel ores and 
concentrates (SITC 284) and copper (SITC 682). Almost all nickel exports 
from the Philippines go to China. Looking at it from the other side, 21 per 
cent of China’s nickel imports come from the Philippines. While there are 
indeed alternative sources of nickel ores such as Indonesia and Australia, the 
sheer quantity of imports raises the cost of sanctions for China, as substitu-
tion cannot be effected in the short term. With regard to copper, the Philip-
pines is one of the major copper-producing countries in the world, and 
nearly 25 per cent of its copper exports go to China. But, only 2 per cent of 
China’s imports come from the Philippines, and the Philippines does not 
figure in the list of the top-ten source countries of copper for China. There-
fore, if only the trade linkages are considered, then the Philippines is more 
dependent on China as a destination for its copper exports. However, given 
that copper is an important industrial raw material, and considering the fact 
that China is also one of the major investors in Philippine copper, it is highly 
improbable that there will be any sort of restriction on this product.  

Another major category of Philippine export to China is fruits and nuts 
(SITC 057). More specifically, 16 per cent of Philippine banana exports in 
2011 went to China. The Scarborough Shoal incident showed how vulnera-
ble the Philippines was to Chinese restrictions on banana imports. Banana is 
the most important fruit crop in the Philippines, with production in 2011 
amounting to nine million metric tons (Bureau of Agricultural Statistics 
2012). It is also a major exporter earner. China’s quarantine restrictions are 
said to have caused losses of up to one billion PHP (Philippine Daily In-
quirer 2012). On the Chinese side, the import of Philippine bananas consti-
tuted merely 0.02 per cent of its total imports overall and just 12 per cent of 
its total imports of fruits. Thus, in the short term, the cost of implementing 
import sanctions on fruits from the Philippines is negligible for China. 

Manufactured goods constitute 77 per cent of total Philippine imports 
from China. Major imports include telecommunications equipment and 
parts (SITC 764), along with parts and accessories for office machines and 
automatic data-processing machines (SITC 759). More than 29 per cent of 
its imports of telecommunications parts come from China. This is important 
given the fact that telecommunications is a fast-growing sector in the Philip-
pines that is expected to grow even further (Export.gov 2011). Electrical ap-
paratuses (SITC 772), electrical machinery and apparatuses (SITC 778) and 
electrical power machinery (SITC 771) constitute other major imports, with 
a large percentage sourced from China. Most of the imports mentioned 
above are intermediate goods to be used in Philippine industries, especially 
in the fast-growing electrical machinery and electronics sector. Therefore, 
any disruption of supply of these products would be detrimental to the Phil-
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ippines in the short run. However, there is also a high opportunity cost for 
China in implementing such export restrictions as it may harm its own ex-
port-oriented industry. 

The Philippines may be more vulnerable in the services sector. The 
tourism industry, for instance, is an important part of the Philippine econo-
my. Travel services earned 3.1 billion USD in 2011. By one estimate, the 
tourism industry directly contributed to 2 per cent of the GDP of the Phil-
ippines, besides providing for 778,000 jobs in 2011 (World Travel and Tour-
ism Council 2012). China was the fourth-largest source of tourists to the 
Philippines in 2011 (Tourism Research and Statistics Division 2012). Cancel-
lations of tourist visits by Chinese tourists are estimated to have resulted in 
losses of up to one million USD for the tourist industry (Thayer 2012). The 
vulnerability of the Philippines in this sector becomes evident when we 
consider the fact that the opportunity cost for China in issuing a negative 
travel advisory for its citizens vis-à-vis the Philippines is minimal. 

China is also an important source of ODA, as noted above. China’s fi-
nancing in the Philippines primarily covers agriculture, infrastructure and 
mining (Lum et al. 2009: 16). A credit squeeze by China may inflict more 
harm to the Philippines than trade restrictions would. In fact, voices have 
already been raised in China suggesting aid cuts (Global Times 2012). But 
while imposing such restrictions, China should also consider the impact of 
doing so on Chinese investments. 

In sum, China possesses adequate economic leverage over the Philip-
pines only in terms of import restrictions on primary products such as fruits, 
and on restriction on travel. The opportunity cost for China of implement-
ing certain kinds of sanctions, including export restrictions on manufactured 
products, would be very high. Even in terms of import restrictions, we are 
looking at short-term effects here since the longer a country can resist sanc-
tions, the costlier it becomes for the sender and the less effective the sanc-
tions become. 

The case of Vietnam is quite different from that of the Philippines. As 
previously noted, trade with China amounted to 36.3 per cent of Vietnam’s 
GDP in 2011. China is the largest export destination for Vietnam’s primary 
commodities. Primary commodities accounted for 71.78 per cent of Vi-
etnam’s total exports to China. Primary commodities other than fuels con-
stituted 43 per cent of its total exports. Major exports of Vietnam to China 
include natural rubber (SITC 231), coal (SITC 321) and petroleum oils 
(SITC 333). Labour-intensive and resource-based manufactures that are 
highly substitutable constitute 39 per cent of its total exports of manufac-
tured products to China, chief among these being textile yarn (SITC 651). 
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Easy substitutability of these products makes sanctions less costly for China 
while, at the same time, making Vietnam more vulnerable.  

For instance, more than 62 per cent of Vietnam’s rubber exports go to 
China. The rubber industry is very important in Vietnam and the govern-
ment of Vietnam has developed a master plan to develop the industry by 
2015. Over-dependence on the Chinese market for rubber has been 
acknowledged, but attempts at diversification have not met with any consid-
erable success so far (Vietnam news 2012a, 2012b). This is just one illustration 
of Vietnam’s vulnerability with regards to import restrictions from China. 

Vietnam’s vulnerability becomes magnified when its imports are con-
sidered. In contrast to the Philippines, China is more important as a supplier 
than as a market for Vietnam. More than one-fourth of Vietnam’s imports 
in 2011 came from China. Manufactured goods constitute 84 per cent of 
these imports. More than half of the manufactured goods imported by Vi-
etnam are those with “medium and high skill and technology intensity”. 
Moreover, Vietnam’s major imports from China are also the products that 
constitute its major imports overall. For example, among the major imports 
of Vietnam, 61.6 per cent of telecommunications equipment and parts 
(SITC 764), which are also one of its major imports overall, came from 
China in 2011. Nearly half of Vietnam’s fertilizer imports come from China. 
Vietnam’s import dependence on China has been acknowledged as worri-
some, though there has not been any considerable shift so far (see Economist 
2012a). 

From an energy perspective, over 60 per cent of Vietnam’s imports of 
rotating electric plants and parts (SITC716), including motors and genera-
tors, are sourced from China. Approximately 4.65 billion kWh of power was 
estimated to be imported from China in 2012 (VGP News 2011). Any dis-
ruption in this supply could cause serious harm to the Vietnamese economy 
(see Vietnam Net 2011). The National Energy Development Strategy of Vi-
etnam hopes to cut down on the import of energy. However, as of now, this 
dependence represents a serious vulnerability for the Vietnamese economy. 

There is also widespread illegal trade and smuggling across the borders 
(Ha Thi Hong Van and Do Tien Sam 2009). In the event of trade sanctions, 
this illegal activity would reduce the effects of such sanctions a little. The 
existence of a porous border would make it very difficult for China to strict-
ly enforce sanctions on trade. Nevertheless, that does not neutralize the hold 
that China has on Vietnam’s trade and its capacity to inflict considerable 
economic harm upon Vietnam. 

Financial sanctions by China could take the form of an aid or invest-
ment cut. In fact, it was reported that China had cut aid to Vietnam in re-



��� 120 Madhu Sudan Ravindran ���

sponse to Vietnam inviting Taiwan to attend the APEC forum’s informal 
leaders summit in Hanoi in 2006 (Mitton 2006).  

On the flip side, the existence of Chinese investments in Vietnam may 
be a disadvantage for China when it considers sanctions. One study, for 
example, theorizes that the higher the percentage of wholly owned invest-
ments in a target country, the less the likelihood is of sanctions being im-
posed (Kim 2011). According to Chen (2011), over 67 per cent of Chinese 
investments in Vietnam are wholly owned, while joint ventures constitute 
only around 25 per cent of total. Thus, according to Kim (2011), though 
sanctions curtailing aid or investment may be detrimental to Vietnam in 
terms of job losses, they would also come at a very high cost to China.  

In sum, China’s economic hold over Vietnam is so strong that it can in-
flict heavy damage to Vietnam’s economy through trade sanctions. Though 
China has to consider how sanctions would affect its investments in Vi-
etnam, this does not remove the high degree of vulnerability that Vietnam is 
exposed to. In that sense, Vietnam is more vulnerable than the Philippines 
in terms of economic costs to be borne. However, the effectiveness of sanc-
tions does not depend on economic damage alone, though that is an im-
portant aspect. As was explained earlier, the effectiveness of sanctions has to 
be measured in terms of China’s capacity to transmit economic damage to 
the political realm. 

4 Political Impact of Economic Sanctions 
Some of the ways in which a political goal can be achieved using economic 
sanctions include using pressure groups and business interests within the 
target country to exert pressure on the government, and formulating public 
opinion against a government policy through the use of general macro-
economic sanctions.  

4.1 Sanctions Aimed at Particular Groups 
As stated earlier, various studies have surmised that sanctions would be 
more effective on a democracy, provided the demands are modest (Brooks 
2002). The nature of the relationship between politics and business in the 
Philippines may make the country more vulnerable to coercion. One of the 
characteristics of the Philippine political economy is the presence of a pow-
erful oligarchic class (Palanca 2006). This class dominates both the politics 
and the economy of the country and is very influential. The existence of a 
powerful class may lessen the economic cost for China of imposing sanc-
tions. Targeted sanctions, directed at particular groups in the Philippines, 
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would make political compliance easier to obtain. For instance, it was re-
ported that China had pressured Philippine legislators in 2009 to change the 
country’s baseline law in favour of China (Dutton 2012). 

As an example, let us consider China’s imposition of sanctions on ba-
nana imports from the Philippines. Banana plantations are concentrated in 
the Mindanao region of the Philippines and are an important export genera-
tor and employment generator in the region, as noted in Section 3 above. 
The fact that this large industry is concentrated in a particular region makes 
it a powerful lobby in a democracy. From the sender’s side, the objective 
was modest: the withdrawal of Philippine vessels from the area (also entail-
ing that Philippine officials refrain from harassing Chinese fishermen, as 
noted in Section 2). Moreover, China was also ready for a “compromise” by 
virtue of the fact that the annual fishing ban came into effect at the same 
time as a storm in the region blew in. Therefore, the sanctions were effective 
enough in eliciting the Philippines’ compliance.7 On the other hand, if China 
had implemented the same kind of sanctions but demanded a major policy 
concession, then, as pointed out by Hufbauer et al. (2009), powerful groups 
may have come together to back the ruling class. If that were to happen, 
economic sanctions may fail for two reasons: one, they are too inadequate; 
and two, they may be counterproductive to China’s objectives of gaining 
political concessions by exploiting the regional differences within the Philip-
pines. 

Vietnam, on the other hand, does not have such a large and powerful 
business class that can be exploited by China. However, the CPV itself func-
tions as the oligarchic class. In the case of Vietnam, which is not a democra-
cy, sanctions tend to be more effective when focused against the party elite 
or state-run organizations (Kirshner 1997; Brooks 2002). The close linkages 
between the CPV and the Chinese Communist Party (CCP) would tend to 
make coercion easier for China. But, the history of conflict between Vi-
etnam and China would mean that China can reasonably expect only modest 
concessions by using such methods (Drezner 1999). However, even in this 
case, there are strong incentives for the political class of Vietnam not to 
comply with China’s economic coercion, primarily because of the anti-
Chinese nationalistic sentiment in Vietnam (International Crisis Group 
2012b). Any concession toward China by the CPV is regarded as a “sell-out” 
in Vietnam (Economist 2012a). Thus, the ruling elite in Vietnam would have 
to consider the domestic cost of compliance with sanctions initiated by 
China. In other words, the incentive for the political class to comply with 

7  For more on the kind of pressure exerted by the banana plantation owners on the 
government, see Avendano and Lacorte 2012; MindaNews 2012. 
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targeted sanctions against them would most likely be offset by nationalistic 
sentiments in Vietnam. Therefore, in order to elicit a modest policy conces-
sion, sanctions have to be sufficiently large, thus increasing the cost to China. 
We can almost rule out major policy concessions using the same rationale.  

4.2 General Sanctions Aimed at Causing Macro-
economic Instability 

Sanctions may also be directed at the general economy of the target in order 
to elicit compliance. However, before dealing with that issue, let us first 
return to my description of the uniqueness of recent Chinese sanctions with 
regard to their “ambiguity” and “deniability”. When the sanctions are aimed 
at the economy of the target in general, such “deniability” may be difficult. 
With this important distinction in mind, I will proceed to analyse the effect 
of such sanctions on the Philippines and Vietnam. 

The year 2011 was politically difficult for the Philippines (Holmes 
2012). However, 2012 does appear to be stabilizing. For example, the Phil-
ippine government is moving fast toward bringing the Islamic insurgency in 
Mindanao to an end. On the economic front, GDP growth slowed to 3.8 
per cent in 2011. Though prospects for economic recovery do appear bright, 
with growth surging to 6.1 per cent in the first half of 2012 (National Statis-
tics Coordination Board 2012a), the projected growth for 2012 is still low, at 
5 per cent (World Bank 2012). The unemployment rate is still high, at 7 per 
cent as of July 2012 (National Statistics Coordination Board 2012b). There-
fore, on the whole, the Philippines appears to be a country with a number of 
economic and political problems, though it is recovering rapidly. According 
to Brooks (2002), therefore, the Philippines has to be vulnerable to econom-
ic coercion aimed at creating general economic instability. Thus, modest 
policy demands by China are likely to elicit compliance. However, the same 
democratic nature of Philippine politics that makes it more likely to concede 
to modest policy demands may backfire in cases where major concessions 
are demanded. In such cases, economic sanctions may, in fact, create condi-
tions for unity within the Philippine polity. Further, even when modest 
policy concessions are demanded, the cost of imposing such general sanc-
tions would be too high for China because some of China’s own industries 
are linked to trade with the Philippines. In other words, to paraphrase Drez-
ner (1999), the difference in opportunity cost may not be high enough for 
China to implement such sanctions.  

Vietnam was also beset by domestic problems, politically as well as 
economically, as the Vietnamese populace directly criticized the CPV 
(Fforde 2012). Growth rate also slowed to an estimated 5.2 per cent in 2012 
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(World Bank 2012). Inflation levels soared to 18.7 per cent in 2011 and 
comprise one of the main destabilizing factors in the Vietnamese polity 
(Economic Intelligence Unit 2012). Though inflation slowed to 5 per cent 
by August 2012, it has started rising again, and as of October it stood at 7 
per cent. In that context, as Major (2012) surmised for non-democratic re-
gimes, Vietnam would be very vulnerable in the present situation to eco-
nomic sanctions by China aimed at creating general macro-economic insta-
bility. However, this vulnerability also depends on the nature of political 
concessions that may be demanded by China. Modest concessions such as 
refraining from arresting or harassing Chinese fishermen in the disputed 
waters would be more likely to elicit compliance. Of course, the cost of 
obtaining such compliance would also be high for China since it has to im-
plement a general sanction aimed at all sectors of the economy. Moreover, 
the Vietnamese blame the political class in Vietnam for the increasing politi-
cal and economic clout of China (Fforde 2012: 184). Therefore, the political 
class may find compliance politically less costly if the economic cost of non-
compliance is significantly higher. For the same reason, a major demand by 
China may make the political cost of compliance higher than the cost of 
non-compliance for Vietnam’s leaders. 

4.3 Effect of Prior Relations on Sanctions Compliance 
Philippine–Chinese relations, as has been noted already, have been improv-
ing steadily. Nationalistic sentiments in the Philippines have more to do with 
concerns over the Muslim insurgency in the country than the South China 
Sea (International Crisis Group 2012b: 21). However, the value that the 
Philippines ascribes to the dispute seems to be growing (Sun Star 2012; Szep 
and Pomfret 2012). One reason for this is the assertive Chinese policy with 
respect to the South China Sea. Chinese assertiveness, including the recent 
economic coercion of the Philippines, would likely increase the political cost 
of compliance in future disputes, thus increasing the cost of economic sanc-
tions for China even for modest policy demands.  

China and Vietnam, in comparison, have conflicting interests not only 
in the South China Sea but also in other areas, such as China’s dam-building 
in the Mekong River, the widening trade deficit, etc. Hence, considering the 
conflict-expectation model (Drezner 1999), Vietnam’s expectations of a 
future conflict with China are high. We also have to consider the unfavour-
able nationalistic narrative: Even Chinese investments, such as those for 
bauxite mining in the Central Highlands, have run into opposition (Economist 
2009). Nationalism can, however, be a double-edged sword for Vietnamese 
leaders (International Crisis Group 2012b: 20). For one, Vietnamese leaders 
have to walk a tightrope in terms of balancing such sentiments against the 
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need for economic growth. Moreover, in the past, nationalist protests 
against China have easily shifted to protests against the CPV itself (Interna-
tional Crisis Group 2012b: 21; Shultz II 2012: 11). The dilemma is not re-
stricted to Vietnamese leaders, though. It also means that, for a successful 
economic coercion, the Chinese sanctions must be large enough that the 
Vietnamese leadership feels it necessary to prioritize economic stability 
while, at the same time, the political demands must be modest enough that 
nationalistic sentiments are not fuelled. In other words, economic sanctions 
on Vietnam would be a high-cost, low-return venture for China. 

4.4 Effect of Third Parties on Sanctions Compliance 
The cost of non-compliance with economic sanctions would be reduced if 
third parties were to come to the assistance of the target state. Such assis-
tance could consist of either economic support against sanctions, as was 
indicated in a number of case studies by Hufbauer et al. (2009), or political 
support that would incentivize the target country to resist the sender’s sanc-
tions. The Philippines has, for example, consistently tried to internationalize 
the dispute with China (Lim 1999). In the present instance, the US was per-
ceived to have neglected its ally, the Philippines (Spitzer 2012), which may 
have influenced the latter’s decision to comply. If the US comes to the assis-
tance of the Philippines, it would substantially alter the sanctions dynamic. 
Similarly, the improvement in the relationship between the US and Vietnam, 
including in the military arena (Wan 2012), would impact the ability of China 
to engage in a successful economic coercion. Further research may be need-
ed to specifically determine how third-party intervention would affect the 
sanctions imposed by China in the case of the South China Sea disputes. 

5 Conclusion 
This paper looked at the possibility of effective economic sanctions by Chi-
na directed against the Philippines and Vietnam in future disputes in the 
South China Sea. We find that both countries have a high degree of trade 
linkages with China. However, the Philippines is economically less vulnera-
ble to import and export restrictions from China. Vietnam, on the other 
hand, is highly vulnerable to any trade restrictions. Though I did not calcu-
late the exact cost to the Vietnamese economy, the level of dependence on 
China would be enough to predict that the cost borne by Vietnam would be 
much higher than the opportunity cost that China would have to bear in 
imposing trade restrictions.  
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On the other hand, Vietnam’s economic vulnerability would be neutral-
ized by political factors that make Vietnam less likely than the Philippines to 
concede to China’s demands, be they modest or major. This is mainly due to 
the unfavourable view of China among the Vietnamese public. However, it 
is possible that a large-scale economic disruption due to Chinese sanctions 
would make the cost of compliance less than the cost of non-compliance for 
Vietnam’s political class in the case of modest demands. At the same time, 
the Philippines is more likely to concede to modest demands from China. 
The political cost of compliance for major demands, on the other hand, 
would be very high. However, this equation may change in future. This is 
primarily because China’s handling of the Scarborough Shoal standoff has 
resulted in the development of negative opinions of China. This increases 
the political cost of Philippine compliance with China’s demands. Or, it may 
lead to a change in perception, whereby demands that would have been seen 
as modest in the past would now be seen as major. 

Finally, there are a few more factors that help form the basis for future 
research on the effectiveness of Chinese sanctions. One is China’s reputa-
tion with regard to economic sanctions. China’s use of its economic leverage 
to obtain policy concessions has been increasing lately (Glaser 2012; Econo-
mist 2012b; The Diplomat 2012). The recent impasse at the ASEAN summit, 
in particular, has been ascribed to China’s economic leverage over Cambo-
dia. There are two ways in which this can influence future actions by targets: 
The first possibility is that they may anticipate economic sanctions and re-
frain from pursuing actions that China may view as unfavourable. However, 
this is unlikely, given the inherent asymmetry of information regarding the 
extent of China’s demands, compounded by the element of “ambiguity” in 
Chinese sanctions described earlier. The second possibility is that expecta-
tions of future coercion may make the targets more reluctant to concede to 
any Chinese demand, even if it is modest, and may actually result in a tilt 
toward a third power such as the US. 

Another factor that can help form the basis for future research is the 
influence of third parties, including international organizations such as 
ASEAN and individual countries such as the US, a topic briefly touched 
upon in this paper. China, for instance, blames the involvement of the US 
for rising tensions in the South China Sea (Sun 2012). Further research in 
this regard could focus on how the involvement of third parties might influ-
ence the behaviour of the targets and of China itself.  
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