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Key Points and Policy
Considerations
• Economic coercion is
increasingly becoming a
preferred tool to compel countries
towards concessions.
• China, given its growing
economic power, is quite likely to
wield this power more, especially
if the target economy is
dependent on China and
inconsequential to the Chinese
economy.
• The DND and AFP need to
prepare for the possible impacts
of economic coercion to its
operations. This involves
ensuring that the supply chains
relative to military and defense
systems remain in friendly hands,
as well as increase stocks of key
materials to ensure operations.

Erick Nielson C Javier
Coercion, or the act of ‘making someone do something by force or
threats’1, especially in terms of defense and security, is often thought of
in terms of purely military activities. Military coercion, as described by
Thomas Schelling, is essentially use of “the power to hurt as bargaining
power”2 Invasion, fly-bys of armed aircraft, gunboat diplomacy, and
more recently, hybrid and gray-zone operations using deniable forces
and militias, are examples of such coercive acts. However, increasing
attention must also be paid to other, more subtle forms of coercion by
states.
Economic coercion, or compelling by way of economic instruments, is
one such subtler form. It is not a new avenue of coercion; in fact, since
the end of World War II, it has often been the preferred instrument of
pressure by the advanced economies both in wartime and peacetime.
This research aims to answer the following questions:
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What are the Philippines’ economic levers of vulnerability?
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•

What measures are being undertaken to minimize impact of
economic coercion and preserve Philippine strategic autonomy and
freedom of movement? How may these measures be
strengthened?
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This paper is divided into the following sections: First a backgrounder on
the nature of economic warfare and economic coercion, which will
include discussion of the various types of economic coercive tools that
can be used and a recent history of uses of economic coercion to
achieve political-strategic objectives. Next, a general overview of key
economic sectors of the Philippines which could be vulnerable to specific
economic coercive acts by likely adversaries. Finally, the paper is to be
capped off with recommendations for the defense sector, in the event
the Philippines faces such coercion.
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BACKGROUND OF THE ISSUE

products, finished goods, or components and tools
necessary for production and industrial operations.

General Rationales for Economic Coercion
Increased globalization and trade have long been
hoped to lead not only to prosperity but also peace.
The “commercial peace” concept posits that
economic interdependence and growing commerce
fosters peaceful coexistence of self-interested states.
One of the factors contributing to commercial peace
is signaling. When states ‘signal’ their intention to use
economic sanctions and coercion, despite possible
costs that may be incurred in their implementation,
such resolve deters or dissuades adversaries.3
Economic coercion features an attractive alternative
to military coercion as it does not involve direct killing
or destruction of property, thus making it more
politically palatable. It is also assumed that the threat
of economic losses from sanctions would result in, if
not capitulation, then a willingness to compromise or
abide by the desires of the sanctioning state. Thus,
economic coercion is often used to extract
concessions from target states, which can either be a
change in the target’s behavior, or abandonment of
planned or ongoing actions.
Types of Economic Coercion
According to Jonathan Kirshner of Cornell University,
there are four general types of economic coercion:
foreign aid, monetary power, financial power and
trade.4
o Coercion in foreign aid entails withholding
the financial and other resources provided by one
country to another, which are normally used to
address critical shortfalls in the recipient country’s
service provision or to build up the recipient’s
capabilities. Depending on the type and scale of aid,
as well as the level of dependency of the recipient
country to that aid, cutting it off could have outsized
effects on the target country’s population.5
o Monetary power refers to a state’s ability to
influence currencies of other states, whether via
buying or selling bonds, currency, and securities, with
an aim of manipulating a target country’s currency
and thus its overall financial and economic position.
o Financial power is related to monetary
power and refers to a country’s ability to influence
finance flows into or out of a country, either by capital
and investment controls, or asset seizures.
o Trade includes both imports and exports,
which can be influenced with tariffs or subsidies, or
active embargos of supply of goods. Such embargos
can be of raw materials, such as oil and agricultural

All four types of economic coercion can be done by
states or by international bodies such as the United
Nations (UN). They are scalable, either specific
sanctions for certain persons, groups or industries, or
comprehensive sanctions which target entire
economies.
Recent History of Economic Coercion
There are many examples of economic coercion in
the late 20th and early 21st centuries. In the past 33
years, economic sanctions of varying degrees of
severity have often been levied, particularly by the
United States (US) and the European Union (EU).
Due to the above-mentioned benefits of
demonstrating resolve and the relative political
palatability compared to direct military action,
economic coercion has become a frequently used
foreign policy tool by Western democracies, which
often also have the economic power to make such
threats credible. Between 1989 and 2015 alone, the
US issued 276 economic sanctions, either unilaterally
or with other states and institutions. The EU and the
UN are also significant users of sanctions, as shown
in Figure 1.
Most economic sanctions deployed by the US and EU
are in response to human rights violations. Sanctions
have also been utilized against states which sought
to develop nuclear weapons or other weapons of
mass destruction (WMD) outside of the Permanent
members of the UN Security Council. These included
the sanctions employed against Saddam Hussein’s
Iraq from 1990 to 2003, the sanctions regime
imposed against Iran for its nuclear weapons program
that was briefly interrupted by the Joint
Comprehensive Plan of Action (JCPOA) between
2015-2018, and the ongoing sanctions regime
against the Democratic People’s Republic of Korea
(DPRK). Most recently, comprehensive economic
sanctions6 targeting the Russian oil, natural gas,
defense industries and political economic elites tied
to Vladimir Putin, were imposed by Western countries
against Russia for its invasion of Ukraine in February
2022. Russia is the largest state yet to be subjected
to overt economic coercion.
The effectiveness of economic coercion in
shaping the behavior of target states features a mixed
record. Western and UN economic coercion have had
a success rate of 50.7% from 325 cases between
1989-2015.7 Furthermore, comprehensive economic
sanctions have largely fallen out of favor, in part due
to perceived overreach and negative humanitarian
harm. Such has been observed in the sanctions
imposed on Iraq which led to high rates of malnutrition
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and breakdown of social and economic fabric.
Sanction regimes then have evolved towards
“targeted measures”, which aim to punish elites of
countries directly, hopefully altering their behavior. 8
Although the West are the most frequent
users of economic coercion and sanctions, other
groups of states have been able to use economic
coercion. A notable example is the Arab oil embargo
of 1973, when the Organization of Petroleum
Exporting Countries (OPEC) organized an embargo
of petroleum products against the United States and
several other European countries in retaliation for
their support of Israel and to get them to pressure
Israel for concessions during the Yom Kippur War. 9
While not the first of such activity, the massive price
increase resulting from such an embargo led to a
large-scale economic recession with far reaching
effects,10 even though the embargo by itself did not
lead to long-term US abandonment of Israel or an
Israeli defeat.

More recently, Russia has capitalized on
economic coercion to shape its war on Ukraine. It
used its oil and natural gas exports to Europe as a
coercive lever against the EU and North Atlantic
Treaty Organization (NATO) members, for the
purposes of deterring intervention and overt support
in favor of Ukraine, as well as to retaliate against
sanctions levied against it.11 Responses to these
threats have been mixed; most of Europe came
together in support of Ukraine, and have somewhat
preempted the Russian leitmotif when they
announced a partial ban on Russian oil on 08 June
2022.12 At the same time, it is believed that these
kinds of economic threats still affects the decisionmaking of key countries such as Germany, which was
less than forthcoming in its aid of Ukraine in the
opening days of the 2022 invasion, as well as
Hungary, which imposed restrictions that led to
resupply/delivery flights of arms to Ukraine having to
be rerouted around their airspace (despite being a
NATO member).

Figure 1
Ongoing Sanctions per Year by the EU, US, and the UN.
Source: Schneider and Weber 201913

Research focusing on the People’s Republic
of China and its use of economic statecraft, including
economic coercion has begun to emerge in recent
years. With its increasing economic clout, being the
second largest economy in the world, the world’s
largest trading state, and the world’s largest holder of
foreign currency reserves, it is therefore unsurprising
that China is using its newfound economic power as
leverage in its dealings with other states. The extent
of how China will wield this power has become a
subject of increasing concern for many states,
especially those with outstanding disputes or

differences with China.14 Notable episodes of China
using economic coercion include:
(1) Freezing free-trade-area negotiations, imposing
new inspections on salmon, and snubbing of active
and retired diplomats of Norway, following the
awarding of the Nobel Peace Prize to dissident Liu
Xiaobao in 2010 (despite the Nobel Committee not
being a Norwegian government entity)15;
(2) Temporary embargo of rare earth mineral exports
to Japan, following the arrest of a Chinese fisherman
captain at the Senkaku islands, also in 2010 16;

3

(3) Multiple incidents with Australia since 2017, 17 in
the form of assorted indirect tariffs and embargos on
Australian consumer exports such as wine and beef,
both to punish it for taking increasingly pro-US foreign
policy stances, “interfering” in the South China Sea
disputes, and more recently following Australia’s
leading calls to investigate the origins of the ongoing
COVID-19 pandemic; and

It should be noted that not all these cases led to the
sanctioned state acquiescing to Chinese demands.
Norway normalized relations with China in 2016, but
this has not stopped them from criticizing Chinese
actions against the Uighur minority, via lending its
signature to a diplomatic letter condemning China’s
Xinjiang polices that was sent to the UN Human
Rights Council.19 While Japan did eventually release
the arrested Chinese captain, Japan continues to
contest and defy China in the Senkaku Islands.
Australia has not ceased its US engagements, and in
fact has become a very active member of the
Quadrilateral Security Dialogue (Quad) and
promoting its own version of an Indo-Pacific Strategy.
South Korea’s THAAD deployment continued.

(4) Economic sanctions on South Korea following that
country’s agreement to deploy the Terminal High
Altitude Area Defense (THAAD) system in 2017,
which included limiting commercial flights and putting
sanctions on Korea’s Lotte Group.18
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Figure 2
Philippines-China Economic Trade 2010-2019
Source: World Bank World Integrated Trade Solution (WITS) Database, Table by the author
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The Philippines has experience with economic
coercion, both participating in and being targeted by
such measures. In fulfilment to its international
obligations, the Philippines implements economic
sanctions aimed at preventing the transfer and
development of WMDs, such as with Iran and
DPRK,20 pursuant both to the relevant UN resolutions
and Republic Act 10697 or the Strategic Trade
Management Act. The Philippines also sanctions
individuals who provide support to transnational
terrorist organizations such as Daesh (Islamic State)
and al-Qaeda, and their local allies such as the Abu
Sayyaf Group, as well as those who support the
Communist New People’s Army.

The Philippines has also been on the receiving end of
economic coercion, both threatened and actualized.
The European Union has threatened at least three
times to withdraw trading privileges to the Philippines
in protest towards alleged human rights violations,
with the European parliament voting overwhelmingly
to withdraw the Philippines’ privileges under the
Generalized Scheme of Preferences Plus (GSP+) in
September 2020.21 The Wallonian regional
government of Belgium, home to several arms
manufacturers such as Fabrique Nationale (FN)
Herstal, had sanctioned the Philippines as well due to
human rights concerns, impacting the supply of
aircraft weapons for the Philippine Air Force.
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The most infamous recent examples of economic
coercion against the Philippines have come from
China. These acts are believed to be levied in
response to Philippine actions in defiance of Chinese
sovereignty claims in the South China Sea/West
Philippine Sea (SCS/WPS). During the April 2012
Panatag (Scarborough) Shoal standoff, wherein
China began blocking imports of Philippine
agricultural products, particularly bananas. China
also began discouraging Chinese tourist groups from
the country in 2014, ostensibly due to “security
concerns”, only lifting the ban in 2016. 22 Additionally,
Chinese trade to the Philippines dipped significantly
from 2014-2016, which was the period after the
Philippines pursued legal proceedings with the
Permanent Court of Arbitration, as seen in Figure 2.

in critical junctures and the Duterte Administration
pushing back at times especially in 2021 25. The third
criteria is uncertain; the US now is comparatively
more engaged in the SCS/WPS than it was during the
Panatag Standoff in 2012, but the ongoing RussiaUkraine war and domestic concerns may yet pull the
US’ attention from the region. Increased regional
presence by fellow Quad members Japan, Australia
and India may make up some of the difference.

MAJOR CASE ISSUE

The structure of the economy is also a key concern in
accessing possible levers of economic coercion.
Electronic integrated circuits, machinery parts and
accessories, copper and nickel ores comprised
majority of Philippine exports to China in 2020.27 Due
to their importance to China’s industrial activity, it is
unlikely China will preemptively target these exports
for geopolitical purposes. By contrast, bananas
comprise 3.54% of Philippine exports in 2020 and
could be substituted for produce from other countries.
This explains the ease with which China targeted
Philippine bananas during the 2012 Panatag standoff.

Risks and Impacts from Economic Coercion
for the Philippines vis-à-vis China
The possibility of material strangulation is always a
major concern for any country, due to the wideranging effects such acts could have on specific
industries and national economy. As indicated above,
the signaling value of economic coercive instruments
and its potential impacts makes economic coercion a
tempting instrument.
The risk of economic coercion from China can be
considered significant, as the Philippines and China
continue to have outstanding territorial and maritime
disputes. Worse, the 2012 Panatag standoff showed
that economic coercion could have impacts; banana
and exporter industry leaders were among those
calling on the Philippine government to end the
confrontation for fear of losing exports 23, which China
will likely exploit again in future coercions.
Keitan Zhang of Stanford University argues that
China would engage in coercion, economic or
military, if:
1) Such coercion can be used to send
messages to other claimants to not test China;
2) Demonstrating resolve can come at low
economic cost as the target economy is considered
inconsequential, and
3) Coercing the target will not entail significant
geopolitical cost, i.e. it does not further encourage
external powers such as the US to interfere.24
The first criteria may not necessarily apply; as
mentioned above several countries who have
experienced Chinese coercion have resisted despite
the repercussions of economic coercion. The
Philippines itself has not completely acquiesced to
Chinese demands, keeping the Arbitral Award for use

The second criteria is a significant concern; according
to pre-pandemic data26 the Philippines only barely
comprised 1% of China’s total imports, while 1.6% of
China’s exports went to the Philippines, which implies
that China could stand some decreases in trade with
the Philippines if it were to impose economic coercion
again as it did during 2012-2016.

Figure 3 shows China’s export portfolio to the
Philippines as of 2020, notably it shows that the
largest export of China to the Philippines is in refined
petroleum products, followed by integrated circuits
and broadcasting equipment.28 Considering the
importance of petroleum products to overall
Philippine economic activity, the continuing increases
in fuel prices, and the importance of broadcasting and
circuitry especially in the telecommunications and
digital sectors, these could be potentially important
levers of coercion, should China choose to press on
these specific areas.
These items are also important to Philippine defense
and security; the modern AFP and its forces depend
on steady supplies of petroleum, oil and lubricants
(POL) products both for fuel and maintenance, with
the demand only expected to increase as AFP
Modernization proceeds and more new assets are
brought online. The supply of integrated circuits and
broadcasting equipment are also an area of concern;
apart from the well-known concerns on cybersecurity
that were brought up by the United States and others
regarding Chinese-made systems, smooth supply
chains are necessary for reliable functioning of
electronic systems. Any impact to these supply
chains resulting from economic coercion would have
knock-on effects to defense as well as the wider
consumer market.
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Figure 3
Composition of Chinese exports to the Philippines
Source: Observatory of Economic Complexity 2022.

POLICY CONSIDERATIONS
The primary responsibility for countering
economic coercion against the Philippines ultimately
falls on the country’s economic planners in the
National Economic Development Agency (NEDA)
and the Department of Trade and Industry (DTI) as
the mechanisms of coercion tend to fall on their
respective fields of expertise. The crucial measures
required to resist economic coercion, be it by China
or by any other power, would include:

o Diversifying import sources of the Philippines
and export customers for Philippine goods, via the
necessary material incentives;
o Compensating industries targeted by
economic coercion to counter lobbying;
o Building up foreign exchange reserves to
ensure resiliency in event of economic shocks; and
o Moving Philippine industries up the value
chains to higher value products that cannot be treated
as “inconsequential”, and easily can be sacrificed by
a state seeking to engage in economic coercion
against the Philippines.
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The DND and AFP also must increase its resiliency
from such coercions so that they can continue to
perform their duties even under an economically
strained environment. Options to achieve this include:
a.
Review
existing
policies
regarding defense supply chains to identify
potential vulnerabilities to embargos. In AFP and
DND procurement of critical items, an assessment
must be done to ensure that suppliers of defense
goods will not be easily disrupted in event of crisis,
especially those critical to the performance of the
AFP’s missions,
b.
Accelerate and revive the SelfReliant Defense Posture programme to
establish Philippine supply chains and improve,
if not total self-reliance, then at least a measure
of selective sufficiency29 in key defense goods
vital to national defense. The recent conversion of
Government Arsenal property for defense industrial
purposes is a necessary step, but more must be
done. Due diligence should also be made in
ensuring that firms that the defense establishment
chooses to cooperate with are reliable and are not
susceptible to economic coercion and supply chain
disruptions.
c.
Investigate the creation and/or
expansion of strategic reserves of crucial
resources such as petroleum, oil and lubricants
(POL), of circuits and spare parts for vital
systems. This initiative must be informed by
analyses of how much the Philippines and key
agencies may need in event of a major economic
shock. The Philippine National Oil Company
(PNOC) has already indicated it shall establish a
Strategic Petroleum Reserve (SPR).30 Although the
SPR is presently envisioned to be sufficient for 90
days of the country’s domestic oil requirements, it is
uncertain if this proposed stock would include the

Erick Nielson C Javier is a Defense Research Officer II at
the Research and Special Studies Division of the
National Defense College of the Philippines (NDCP). For
comments
and
suggestions,
please
email
ericknielson.javier@ndcp.edu.ph.

AFP’s requirements, especially if the reserve must
be utilized during a crisis or wartime scenario where
the AFP will logically increase its consumption of
POL for operations. Consider that the Marawi
Crisis, the most recent large-scale multi-battalion
combat operation the AFP conducted, lasted almost
six months from May to October 2017, so it is not
inconceivable that future combat operations may
last as long if not longer depending on the threat
being engaged. It is imperative that should
economic coercion be applied to the Philippines,
key agencies such as the AFP should not be
immobilized by restrictions to fuel or spare parts
supply chains.
CONCLUSION
Economic interdependence and globalization
are double-edged swords. On the one hand,
increased trade has brought prosperity and benefits
to countries that participate. However, as seen in this
paper, such trade can also be used as weapons and
instruments of coercion, the threat of which can make
would-be victims pause. And unlike kinetic warfare,
which is, at least nominally, seen as a last resort,
economic coercion is likely to be used more often,
especially by great powers such as China
Despite the increasing tensions in the
security environment, the trend for increased trade is
unlikely to be reversed. Scenarios of “decoupling” are
less likely for middle-income and developing
countries like the Philippines, for whom the
imperatives to grow their economies and deliver
prosperity via trade are very difficult to resist, even if
their largest trading partners are also major security
threats. Ensuring the benefits of trade accrue without
undue compromise of national interest and
sovereignty will be an enduring challenge for national
economic and defense planners.

Please scan the QR code to
access our Feedback Form for
your comments, opinions,
and suggestions. Thank you
very much and we look
forward to hear from you!
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