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Abstract

Power and Stability: Promises and Perils of an Economically Strong China, by SSA Kreg S. Stonestreet,
Federal Bureau of Investigation, 107 pages.

In the first half of the twenty-first century, China represents perhaps the most critical and
complex factor affecting the national security interests of the United States. China'srapidly
rising economic and military power coupled with itsincreasing global activism present awide
variety of potential threats to the national security interests of the United States. 1n many
respects, China' s efforts appear focused on diluting American influence and power, and
preventing the United States from interfering in China s affairs. United States national security
policy and strategic planning formulation must appropriatel y address these concerns and
possibilities, and make key decisions as to when and how the United States embraces Chinaas a
key economic ally or treats them as an adversary. Where does the United States draw those lines
and when does it run the risk of it developing into a cold-war type relationship?

This monograph explores the question whether an economically strong China represents
more of athreat or an opportunity for United States national security interests, suggesting that
devel oping and supporting China s economic capacity presents less of athreat to United States
national security interests than seeking to contain such growth. America’s national security
interests are best served by global stability, and an economically strong China, not an
economically dominant one, provides the better opportunity for stability.

A rising Chinawill present complex challenges for the United States, for Asia, and for the
world. Containment of that power may not be either the possible or desired course of action;
using that power as an opportunity being a potentially more productive option.
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INTRODUCTION

In thefirst half of the twenty-first century, China represents perhaps the most critical and
complex factor affecting the national security interests of the United States. Much has been written about
China’ s dramatic economic growth over the past 20 years and considerable debate continues to take place
concerning China s emerging superpower status and its grand strategy. However, thereislittle debate
that Chinais agrowing world power that at a minimum desires to be the dominant regional power in
Asia. China srapidly rising economic and military power coupled with itsincreasing global activism
present awide variety of potentia threats to the national security interests of the United States. Of
particular concern to the United States are China’ s traditional alliances with Iran, Pakistan, and North
Korea; aswell as China s ever increasing alliances with former Soviet Republicsin Central Asia,
countriesin Latin America, in Africa, and other East, South and Southeast Asia countries. While much of
Chinese foreign policy appears to remain focused on expanding China s economic growth, a significant
portion appears strategic in design. In many respects, China s efforts appear focused on diluting
American influence and power, and preventing the United States from interfering in China s affairs.
China sinvolvement in weapons of mass destruction (WMD) proliferation with rogue states such as Iran
and North Korea seemingly fall under the latter.

The fact that China poses a significant potential threat to U.S. national security interestsis clear,
but the threat is a sophisticated one, only a portion of which is represented by China s military
capabilities. China s potentia ability to significantly affect the United States and global economy, the
global alliancesit continues to develop, and it’s technological advances (at U.S. expense in many
instances — no foreign country targets U.S military technology more aggressively than China) provide the
means to significantly affect the ability of the American military to act and achieve strategic objectivesin
many parts of the world, and present a host of concerns regarding space and cyberspace. At the same
time, the United States’ relationship with China presents unprecedented upside potential. United States
national security policy and strategic planning formulation must appropriately address these concerns and

possihilities, and make key decisions as to when and how the United States embraces China as a key



economic aly or treats them as an adversary. Where does the United States draw those lines and when
doesit run therisk of it developing into a cold-war type relationship? While the Middle East remains the
region most likely to cause global destabilization, China presents a potentially greater threat to United
States stabilization and global influence. China has the meansto influence and affect American global
interests and strategy more than any other country, and United States strategy related to Chinawill be the
key factor in determining the ability of the United States to achieve its national security and strategy
objectives. At atimein history when American global influence may bein decline, global stabilization is
of vital importance. American foreign and national security policy in regardsto Chinawill remain a
critical factor in ensuring global stabilization.

The purpose of this monograph is to explore the question whether an economically strong China
represents more of athreat or an opportunity for United States national security interests? Aswith any
complex issue, there is no clear-cut answer, but the monograph will attempt to explore and develop the
hypothesis that devel oping and supporting China' s economic capacity presents less of athreat to United
States national security interests than seeking to contain such growth. The strategy of the United States
should focus on continuing to develop a mutually beneficial strong economic alliance with Chinaand
support China' s economic growth, while alaying China fears that the United States seeks to contain such
economic growth. An economically strong China offers the most favorable conditions for stability in
Asia, and globa stability should be the end goal for U.S. national security. However, aswill be discussed
in some detail, caution should be applied in attempting to draw broad conclusions from such a hypothesis.
When it comesto China-U.S. relations and U.S. national security, complexity and exceptions dominate
and the United States must remain willing to aggressively challenge and take an adversarial position with
Chinain anumber of aress.

The development of the above referenced hypothesis will be attempted utilizing the following
methodology: Theinitial discussion will include a brief overview of China s dramatic economic growth
over the past thirty years, followed by a brief overview regarding Chinese culture and the important

perspective it provides in examining the implications of an economically strong China. In order to



comprehensively examine the implications of an economically strong China, it is helpful to look at the
sustainability of its continued strong growth. Thisincludesthe potential internal challenges to that
growth. That will lead into the discussion of the implications of an economically strong China. Efforts
are made to provide likely responses to a number of questions and issues:

What does economic strength potentially enable Chinato do;

What kind of power and influence does it provide China, and how does Chinaintend to utilize it;

What are China s strategic goals and how will its economic strength impact them,;

Will an economically strong China continue to work within the existing global economic system

or will it seek to change it;

e How will an economically strong Chinaimpact the United States and its globa and regional
power and influence;

e What challenges doesiit represent to U.S. national security interests involving nuclear,
proliferation of weapons of mass destruction, traditional military, space, cyber, espionage and
€conomic;

¢ How do these challenges differ from other significant threatsto America’ s national security

interests such as those associated with Iran, North Korea, Russia, and terrorism.

Understanding the nature of the challengesisjust part of the equation; from thereit isimportant
to consider what options America has in addressing that growth and their potentia implications. The
final step isto explore what opportunities exist for the United States and China and how the United States
can best pursue those conducive to its national security interests. That discussion encompasses the unique
complexity of the U.S.-Chinarelationship, and provides some recommendations on ways to promote
upside potentia of the relationship while mitigating the downside, including areas where the United
States should work more closely with China and those where a more aggressive or adversarial position is
warranted. From that point, it should be feasible to draw some reasonable conclusions as to whether an
economically strong Chinarepresents more of athreat or an opportunity for U.S. national security

interests.

THE RISE OF CHINA

The number of publications and communications which contain some variant of the theme “rise

of China’ could run the length and breadth of the Great Wall of China. A thesaurus could be worn out



trying to describe the “remarkable” growth of China's economy over the past 30 years. Indeed, the
growth has been impressive and it has, and will continue, to significantly impact the United States and the
global community. How, and to what extent, it will impact U.S. national security interestsis dependent
on any number of variables. Can China' s economic growth continue at asimilar pace asit has the past 30
years and for how long? What factors may impact that growth? How will China s continued strong
economic growth potentially impact the U.S.? Are there options available to the U.S. to contain that
growth in various ways, and should it attempt to do so if it can? What are the other global factors which
may impact that economic growth? What does the continued economic growth of China mean for China
and its long-term strategic goals, and what are those goals? Will Chinawork within the existing global
economic system or will it seek to change the system for its purposes? These are some of the questions
and variables which require further exploration in order to assess the impacts to U.S. national security
interests.

Any analysis must begin with at least a brief overview of China s dramatic economic growth
since 1979 and where China stands economically at present. In the past 30 years, China s economy has
morphed from a centrally planned system basically closed to international trade to a more market-oriented
economy, very open to international trade and with a growing private sector. During thistime, China has
been the world' s fastest-growing economy, expanding at an average pace of amost 10 percent annually.
Asaresult, Chinais now the world’ s third largest economy as measured by nominal Gross Domestic
Product (GDP) of approximately $4.4 trillion (behind the U.S. with approximate GDP of $14.4 and Japan
with approximate GDP of $4.9 trillion). It isthe second largest economy as measured by GDP derived
from purchasing power parity (PPP) (which most consider more relevant for comparison since it takes
into account the relative cost of living and inflation rates) with a GDP (PPP) just over half of that of the

United States ($7.9 trillion versus the $14.2 trillion of the U.S.)* In 2009, China edged Germany to

! GDP data from The World Bank: World Development indicators database, 1 July 2009, Gross domestic product
(2008), retrieved 2009-10-17. It should also be noted that the collective GDPs of the 27 European Union member



become the world’s largest exporter.? Regarding U.S.-China economic ties, Chinais the largest supplier
of goods to the American market, and the American market is second only to the European Union (EU) as
acustomer for Chinese exports. China represents the third largest export market for American goods.
The United States trade deficit with China was $268 billionin 2008.% Finally, in September 2008, China
surpassed Japan as the largest holder of U.S. Treasuries. The $800 billionin U.S. Treasuries China holds
consists of 23 percent of the total $3.4 trillion outstanding. It also represents over athird of China stota
$2.3 trillion in foreign exchange reserves, the world' s largest.* The further implications and dynamics of
this relationship will be examined in more detail in the sections to follow.

Clearly, China has rapidly become a major player in the global economy. How wasthis
remarkable growth achieved? Among the keys to this growth has been the continued prioritization by the
Chinese Communist Party’s (CCP) on economic devel opment and modernization, which began when
Deng Xiaoping succeeded Mao Zedong following Mao’' s death in 1976. Chinese leaders have reduced
the role of ideology in economic policy while embracing market forces, the opening of the economy to
trade and foreign direct investment and high levels of domestic investment, and basically the existing
global economic system. These are some of the key factors which have supported China slong-term
growth.®> The results have included the largest reduction of poverty and one of the fastest increasesin

income levels ever. Impressive, certainly, and prospects for future growth and increases in standards of

countries would make the EU the world’s largest economy were it a country at $18.4 trillion (nominal GDP) and
$15.2 trillion (GDP derived from PPP).

% Kansas City Star, January 11, 2010, citing data from Chinese Customs Agency; CIA World Factbook, 2009
estimates for world export data ranked top exporters as China ($1.2 trillion), Germany ($1.17 trillion), and U.S.
(1.1 trillion). Again, the EU would be the top exporter at $1.95 trillion were it a country.

2u.s. Department of State, Bureau of East Asian and Pacific Affairs, http://www.state.gov/r/pa/ei/bgn/18902.htm,
accessed 12/16/2009. U.S. imports from China (5340 billion) accounted for 16.1% of overall U.S. imports in 2008.
U.S. exports to China in 2008 ($71.5 billion) accounted for 5.5% of total U.S. exports.

* Ibid.

> China’s Rise: Challenges and Opportunities, CSIS/Peterson Institute for International Economics, China Balance
Sheet/Issue Briefs 2009.



living in China are promising. However, before crowning China as the heir apparent to the U.S. asthe
global economic leader and next superpower, a dash of perspective is helpful in understanding whence it
came, where it actually is, and the potential obstacles to itslong-term growth. Providing this perspective

will be attempted in the analysisto follow.

CULTURAL IMPACTS

“Give me your tired, your poor, your huddled masses yearning to breathe free, the wretched
refuse of your teeming shore. Send these, the homeless, tempest-tost to me. | lift my lamp
beside the golden door”

--Emma Lazarus, The New Colossus

Perhaps as much as anything else, this phrase and the Statue of Liberty within whichitis
inscribed, symbolize the profound differences between Americaand China. America, acountry in its
mere infancy in comparison to an ancient civilization like China, represents a true melting pot of cultures
from throughout the world.® Arguably, no other country in history has more successfully assimilated
such adiverse range of cultures and blended them into one nation. The process has not been without its
struggles and failures (slavery, segregation, and discrimination have certainly stained the racial and ethnic
tolerance of Americaover the years) and it forever remains awork in process, but what other country can
claim to have achieved more with such a diverse mix of cultures, and how many can match the sense of
nationalistic pride found in America? The diversity and multi-ethnicity of American culture has been a
key to the economic, scientific, and military strength which have made it a hyperpower.” From its

inception, America has promised that all men are created equal and endowed with certain unalienable

® U.S. Census Bureau’s 2008 American Community Survey includes following data: there are nearly 38 million
foreign born in the U.S. (12.5% of the total U.S population), 40% of U.S. population growth comes from
immigration, approximately 33% of total U.S. population are part of a racial or ethnic minority group. The U.S.
accepts more legal immigrants as permanent residents than any other country in the world — 37.5 million in 2006
alone. More than 95 percent of Americans today descend from someone who crossed an ocean to get to America.

7 Amy Chua, Day of Empire: How Hyperpowers Rise to Global Dominance—and why they fail (New York: Doubleday,
2007), 234. Chua doubts, however, that neither the U.S. or any superpower today possesses the capability to hold
and retain that power (what she refers to as the “glue”) over the rest of the world, because there is simply too
much diversity of cultures and the world is too large.

10



rights, to include life, liberty, and the pursuit of happiness. Imbued with the creative energy and
pioneering spirit enabled from that foundation, the initial settlers and the multitudes of immigrants from
every corner of the globe who followed built Americafrom acolonial outpost into what is arguably the
most powerful country in the history of the world in less than 200 years. Underlying the tremendous
strength of Americais a unique blend of diversity and strong nationalistic pride.® Though the unabashed
patriotism and headstrong nature so often exhibited by Americans can be an annoyance to those in other
parts of the world, they have been, and remain, a source of strength.

The government “of the people, by the people, and for the people” is not dways efficient or
pretty, but it has worked for America. An authoritarian one-party government rule like that of China can
obviously achieve efficiencies which an American style democracy with its many checks and balances
cannot. The American way can be slow and cumbersome in achieving results, and the direction of the
country will sometimes meander and seem to lack clear goals or policy; but in theend it is responsive to
the will of the people. Ultimately, that isarecipe for stability. It does not necessarily lead to
contentment, for the American people are rarely satisfied with the status quo and there are always
elements pushing for change. The promise America holds that everyone's voice can be heard and they
can freely push for change is akey element in the allure America holds. French political thinker and
historian Alexis de Tocqueville observed in his seminal work “Democracy in America’ that he saw
Americaas a society where hard work and money-making was the dominant ethic, where the common
man enjoyed alevel of dignity which was unprecedented. “With such an open society, layered with such

opportunity, men of all sorts began working their way up in the world.” Such remains the promise of

® For a different perspective on diversity and national unity see Samuel P. Huntington, The Clash of Civilizations and
the Remaking of World Order (New York: Simon & Schuster, 1996), 305-306. Huntington discusses concerns the
Founding Fathers had with diversity and its potential to hinder national unity. It was for this reason they chose as
the national motto, “e pluribus unum” (“out of many, one”). Later U.S. political leaders were also fearful of the
dangers of racial, sectional, ethnic, economic, and cultural diversity (for good reason Huntington notes since that in
large part led to the Civil War). Huntington argues that considerable danger exist for America in promoting
diversity rather than the unity of the people.

11



America. It speaks of opportunity and people from al over the world have flocked to America s shores
since itsinception to seek that opportunity.

Contrast that with the culture and demographics of China. Chinais the oldest continuous major
world civilization, with records dating back about 3,500 years.® As the world’s most popul ous country
with over 1.3 billion people, China s population is approximately 4.35 times the size of the U.S
population, the worlds third most populous. Of that 1.3 billion, approximately 91.5% are Han Chinese,
with most of the remaining population consisting of various Asian ethnic groups.”® While Chinese
culture within Chinais quite diverse and varied, from aglobal perspective, China could hardly be
considered diverse. Regarding its multiethnic population, China does have concentrations of minaority
populations in vast border regions (especially Xinjiang, Tibet, and Inner Mongolia), but these populations
would not be considered to be assimilated into the general Chinese population, and are indeed a source of
much angst for Chinese authorities.

Given the long and storied history of the Chinese civilization, its culture is complex and draws
from awide variety of experiences and influences. To provide an explanation of China s culture which
would do justice to its unique and many aspects would obviously be far beyond the scope of this
monograph. Instead, just afew brief comments are offered for some perspective. The Chinese people
justly take great pride in their culture and consider it one of the world's great civilizations. Contemporary
Chinese culture generally consists of three major elements— traditiona culture, Communist ideology, and
Western values.™ Traditional Chinese culture has been strongly influenced by Confucianism and Tacism

(or Daoism). Confucianismisthe most influentia thought that forms the foundation of Chinese cultural

JU.s. Department of State, Bureau of East Asian and Pacific Affairs Background Note on China,
www.state.gov/r/pa/ei/bgn, accessed December 16, 2009.

% bid.

" Kenneth D. Johnson, China’s Strategic Culture: A Perspective for the United States (Carlisle, PA: Strategic Studies
Institute, U.S. Army War College, 2009), p. 3
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tradition and still provides the basis for the norms of Chinese interpersonal behavior.® Confucianism
favors harmony over conflict and defense over offense.™® Confucianism has dominated the thinking and
administration of Chinese military thought and international relations since the Han Dynasty (206 BC-220
AD)." Itsinfluences are reflected in the writings of the revered Chinese military strategist Sun Tzu that it
is preferable to win awar without resorting to the use of force.™® However, such influences do not
necessarily dominate foreign policy and military actionsin China. The Chinese military has frequently
shown a preference to take the initiative, atolerance for risk taking, and a propensity for striking first,
examples being the Chinese offensive in Koreain 1950, the sudden attacks on Indian forcesin1962, and
the pedagogical war against Vietnamin 1979.%°

China s* century of humiliation” from approximately 1841 through the end of World War |1,
culminating in its brutal occupation by Japan, has had a strong impact on China s modern strategic
culture. The deep sense of victimization and grievance associated with that history (much of it associated
with domination by “imperial” Western powers) has been described as the Chinese spiritual equivalent of
“liberty” in America.*’ Thelesson Chinatook from this history was the danger of weak rule, and that a
weak and divided Chinawill be dominated by foreign countries and subject to substantial violence. The
experience goes far in explaining China’s excessive concern with maintaining stability at home, whatever

the costs may be (in human rights or economic terms), and why it is hypersensitive to any actions or

2 Ying Fan, A Classification of Chinese Culture (London, UK: Lincoln School of Management, 2000), p.6

B Huiyun Feng, Chinese Strategic Culture and Foreign Policy Decisionmaking: Confucianism, Leadership and War
(New York: Routledge, 2007), 21.

4 Kenneth D. Johnson, China’s Strategic Culture, 3

> sun Tzu, The Art of War, trans. Ralph D. Sawyer (Boulder, CO: Westview Press, Inc., 1994), 177. Full translation:
“For this reason attaining one hundred victories in one hundred battles is not the pinnacle of excellence.
Subjugating the enemy’s army without fighting is the true pinnacle of excellence.”

e ch ristopher P. Twomey, Chinese Strategic Culture: Survey and Critique, prepared for the Defense Threat
Reduction Agency, Advanced Systems and Concepts Office, SAIC, October 31, 2006, 11-12

7 John A. Garver, China and Iran: Ancient Partners in a Post-Imperial World (Washington: University of Washington
Press, 2006), 4
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rhetoric it views as chalenging itsinterna policies (such asthe U.S. criticisms of its human rights
abuses).™®

The nationalist movement stemming from the Japanese invasion and desire for strong rule led to
the establishment of the People' s Republic of China (PRC) in 1949 and of Mao Zedong' s totalitarian
Chinese Communist Party (CCP). Over the years, the PRC has transitioned from that one-party
totalitarian regime to what became a one-party authoritarian regime under Deng Xiaoping. Sincetheend
of the Cold War, China has not engaged in significant efforts to advance communist dogma or ideology
outside China, and ideology became secondary to China’'s economic development and advancing China's
national interest. Further perspective regarding Chinese culture and itsimpact on foreign policy and
security strategy can be gleaned from Deng’ s guidance set forth in the early 1990s: “ Observe calmly;
secure our position; cope with affairs calmly, hide our capabilities and bide our time; be good at
maintaining alow profile; and never claim leadership.”*® The central message of “taoguang yanghui”
(“concealing one' s capabilities and biding one’ s time™) has been taken to mean build the economy and
avoid ideological battles, and the economy will save the CCP. More recent guidance in the form of
current PRC President Hu Jintao’ s “Harmonious World” ideology emphasizes diversity and equality in

internationa relations as well as traditional Chinese preferences for “ noninterference” and the

1 Twomey, Chinese Strategic Culture, 8; and see Thomas Kane, China’s Foundations: Guiding Principles of Chinese
Foreign Policy, Guoli Liu, ed., Chinese Foreign Policy in Transition (New York: Aldine De Gruyter, 2004), 102, for
following excerpt from address given by General Li Jijun of the People’s Liberation Army at the U.S. Army War
College in 1997:

“Before 1949, when the People’s Republic of China was established, more than 1000 treaties and
agreements, most of which were unequal in their terms, were forced upon China by the Western Powers.
As many as 1.8 million square kilometers were also taken away from Chinese territory. This was a period
of humiliation that the Chinese can never forget. This is why the people of China show such strong
emotions in matters concerning our national independence, unity, integrity of territory and sovereignty.
This is also why the Chinese are so determined to safeguard them under any circumstances and at all
costs.”

Pus. Department of Defense, Military Power of the People’s Republic of China 2009, Annual Report to Congress
(Washington, D.C.: U.S. Department of Defense, 2009), 1
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“ democrati zation of international relations.”® Although it indicates an evolution in China's foreign
policy as China has continued to expand its global interests and influence, it likely has not completely
superseded Deng’ s guidance. It should be noted that China' s expressed and actual hesitancy to become
involved in other nation’ s affairs likely has more to do with it not wanting other nations interfering in its
internal affairs than with any philosophical or ideological reasons. Finally, aswill be discussed later,
there has been a perceptible shift in Chinese culture toward one where the military is becoming more
instrumental in influence and as an instrument of Chinese national power.

As Samuel Huntington sets out in his book, The Clash of Civilizations and the Remaking of
World Order, the changing post-Cold War international environment highlighted the fundamental cultural
differences between Asian and American civilizations, and it is these fundamental differencesin society
and culture Huntington believes are the sources of conflict between Chinaand the U.S. He described the
fundamental differences asinvolving the Confucian ethos in Asian societies which stress the values of
authority, hierarchy, the subordination of individual rights and interests, importance of consensus,
avoidance of confrontation, “saving face,” the supremacy of the state over society and of society over the
individual, and the maximizing of long-term gains over long periods of time. He contrasts those with
American beliefs of liberty, equality, democracy, individualism, the propensity to distrust government,
oppose authority, promote checks and balances, encourage competition, sanctify human rights, forget the
past, ignore the future, and focus on maximizing immediate gains.”* Asafina comment on cultural
differences between Chinaand America, people of any nationality and ethnic group can, and have,
become American citizens. It is exceedingly difficult to become a Chinese citizen if not of Chinese
ancestry.

Most of the aboveisfairly obvious to even the most casual of observers, so what isthe relevance

in analyzing the implications of an economically strong Chinafor U.S. national security interests?

2 bid., 1

*! samuel P. Huntington, The Clash of Civilizations and the Remaking of World Order, 225
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Culture isimportant in analyzing a nation’ s interests, propensities, capabilities and future behavior, as
well asits potential impact on a global perspective. “A security community is likely to think and behave
in ways that are influenced by what it has taught itself about itself and its relevant contexts. And that
education rests primarily upon the interpretation of history and history’ s geography.” ? Military
strategists from Sun-Tzu to Carl von Clausewitz and through the present have well understood the
importance of cultureinwar. Sun-Tzu'swell-known maxim that one must know their enemy underlies
the importance of cultural comprehension.”® Clausewitz referred to war as “an act of force to compel our
enemy to do our will,” and the will asa product of moral factors.** Culture is perhaps the most important
source of these moral factors.® Whileit isimportant to understand culture, it is equally important to
realizeits limitations in strategic planning and foreign policy development. “Strategic culture isthe
product of a centuries-long dial ogue between apeople and its history. It isnot going to yield readily,
painlessly, and comprehensively to a would-be revolutionary drive from the policymakers of the

moment.” %

While there is a certain futility in one country trying to change the culture of another, culture
can change over time, further frustrating attempts to predict future behavior from historical patterns and
attributes. Caution should also be applied in assuming there is a monolithic culture for Americaand

Chinawhich applies universally throughout each respective country. Both countries have very diverse

and varied cultures which do not necessarily fit neatly into a particular cultural description or theory.

?2 Colin Gray, Out of the Wilderness: Prime Time for Strategic Culture, prepared for Defense Threat Reduction
Agency, Advanced Systems and Concepts Office, SAIC, National Institute for Public Policy, 2006, p. 7

2 Sun-Tzu, p. 179. The full maxim: “Thus it is said that one who knows the enemy and knows himself will not be
endangered in a hundred engagements. One who does not know the enemy but knows himself will sometimes be
victorious, sometimes meet with defeat. One who knows neither the enemy nor himself will invariably be
defeated in every engagement.”

2% Carl von Clausewitz, On War, Michael Howard and Peter Paret, trans. (1832; Princeton, NJ: Princeton University
Press, 1976), 75, 184

» Gray, Out of the Wilderness, 13

*® |bid., 19
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While the cultures of Chinaand Americaare vastly different, there is much each can learn from
the other and some degree of changes each could and should consider in how they approach the other
based on a better understanding of respective cultures. However, just as American society will not
change and adopt Chinese culture, America should not expect, or pursue, the adoption of American
culture and valuesin China-- a culture with centuries of tradition and pride. The key isfor the American
and Chinese peoples and governments to better understand each other’ s cultures, respect them, and try to

take them into consideration in each other’s foreign policy.

SUSTAINABILITY

Before beginning a discussion concerning the implications to the U.S. of an economically
stronger China, it makes logical senseto first discuss the likelihood China’'s economy will continueto
grow rapidly, and for how long. Thelevel of economic growth experienced by Chinain the past 20-30
years is unprecedented in modern times, and it has become a global economic superpower. Popular
opinion expects that growth to continue into the foreseeable future with many expecting Chinato
eventually overtake the U.S. as the world' s largest economy. That may well happen, and thereis
considerable evidence in support of those expectations. However, it is by ho means a given the levels of
economic growth by Chinacan or will continue. There exist any number of factors, both internally in
China and externally, which could affect such growth; and those factors do not include the unforeseeable
events which could potentially have even larger impacts. It isaso worth noting that China s economic
growth began from extremely low levels of economic development and modernization, especialy for a
country the size of China. There was obviously considerable room for growth. Chinastill refersto itself
as the “world’s largest developing country.”?’ What China has achieved in thistime isindeed

remarkable. Moreimportantly now iswhether that type of growth islikely to continue.

%’ China’s Rise: Challenges and Opportunities, CSIS/Peterson Institute for International Economics, China Balance
Sheet/Issue Briefs 2009.
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Thereislittle doubt that Chinafaces numerous significant challenges and obstacles toits
continued economic development. In many respects, it is, as its |leaders have acknowledged, a developing
country with along way to go. However, given the remarkable progress China has made in the past
couple of decades together with the traditional patience and long-term perspective that characterize
Chinese culture, it would be imprudent to bet against its potential. Achieving that potential will require
Chinato make significant reforms along the way. Ultimately, perhaps the most important factor in
determining the future of economic development of Chinawill be the policies and practices the Chinese
government adopts both internally and with regards to its engagement with the global community. A
China genuinely committed to being a responsible member of the global economic order and which
enacts consistent domestic policies while continuing to prioritize economic development will likely bea
formidable economic power for many years to come. Whether China makes those choicesis, of course,
subject to considerable debate. A more detailed analysis of the sustainability of China s economic growth

isset forth in Appendix A.

IMPLICATIONS OF AN ECONOMICALLY STRONG CHINA

Discerning a nation’ s long-term strategic goalsis aways problematic and fraught with
uncertainty. There are far too many variablesinvolved to expect any high degree of accuracy in
predicting a nation’ s future course, but nonethelessit isimportant for the United Statesto better
understand China’s probable intentions. One thing that does appear clear is that China s economic
development isakey, if not the key, to China slong-term strategic vision. From the overall perspective,
China’ s leaders have indicated along-term goal for Chinaisto retain its historical status as a great power
that controlsits own fate. Achieving this goal from China's perspective likely requires a strong export-
led and foreign-investment led manufacturing sector, the growth of industries such as high-technology
products that add maximum value to the Chinese economy, and creating and maintaining sufficient levels

of employment for the Chinese workforce in order to ensure socia stability and the CCP' s ability to retain
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control. China's other economic policies are implemented in order to meet these primary goals.”®
Assuming an economically strong China, the key questions become what does economic strength enable

Chinato do regionally and globally, and what are its intentions?

China’s Strategic Priorities and Security Interests
Continued strong economic growth translates into power and influence for China. The power

and influence derived from this economic growth impacts and enables al forms of national power to
include military growth and capabilities, diplomatic, and information (communications and intelligence),
in addition to economic power. The 2009 Report to Congress on the Military Power of the PRC identifies
the following as the strategic priorities which have been adopted by Chind s leaders. perpetuating CCP
rule, sustaining economic growth and development, maintaining domestic political stability, defending
China s national sovereignty and territorial integrity, and securing China's status as a great power.” Each
of these strategic prioritiesis highly dependent upon an economically strong China. “China’s
fundamental security interest is the survival and consolidation of the Chinese state;” meaning survival of
the communist regime, consolidating control of “lost” and contested territory, and avoiding external
conflicts which would entangle and impede its ability to become a great power.* Over the past 30 years,
the CCP has strongly held to the belief that the key to the survival of the communist regimeis strong
economic development in order to modernize China, increase its regional and global influence and power,
and raise the living standards.

China’'s “ peaceful development” strategy consists of two key efforts: emphasizing to China's
neighbors through its actions that it is a responsible and cooperative member of the international

community, and improving relations with the key world powers. Thefirst is a reassurance strategy to

%2009 Report to Congress of the U.S.-China Economic and Security Review Commission, 56-57
2 u.s. Department of Defense, Military Power of the People’s Republic of China 2009, 2

%0 Tow, Asia-Pacific Strategic Relations, 18
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calm the fears of its neighbors over China' s rise; the second an attempt to prevent any hostile coalition of
powerful nations from forming.®

As part of its massive economic reform efforts, China's leadersidentified three stages of planned
development for the first half of the twenty-first century: the first stage to take place from 2000 to 2010
would result in doubling of China s GDP (it more than tripled); the second stage from 2010 to 2020
would result in again doubling GDP and increase per capita GDP to approximately $3,000; in the final
stage from 2020 to 2050, China expects to achieve its goal of “peaceful development” by joining the
middle rung of advanced nations as a prosperous, democratic, and modernized socialist country.*
Divining China s intentions continues to be the subject of considerable debate. Its|eaders appear tightly
focused on first achieving this third level and addressing internal China issues before embarking upon any
type of more aggressive, expansionist, or external reform. Until that time, it is doubtful Chinawould seek
to create significant international waves or tensions which might interfere with or detract from this
immediate goal.** The critical question then becomes what China’ s intentions are once they have reached
that goal. Itislogica Chinawill seek to use its power and influence at that point to create global
conditions more suited to its percelved needs and interests. Over the longer term, some Chinese

specialistswith a“realist” perspective doubt that there could ever be true compatibility between arising

3t Avery Goldstein, Rising to the Challenge: China’s Grand Strategy and International Security (Stanford: Stanford
University Press, 2005), 188ff

32 Zheng Bijian, “China’s Peaceful Rise to Great Power Status,” Foreign Affairs, September/October 2005, pp. 23-24.
“democratic” in this context refers to gradual, incremental democratization with Chinese characteristics consisting
of inner-CCP democracy, expansion of grass-roots political participation through village-level elections, and
adjustment of central-local party relations. Chinese leaders have remained adamant that economic development
must precede political reform.

3 See Saunders, China’s Global Activism, 1, for a discussion of the importance to China of a peaceful international
environment, particularly in its region, as critical to its highest priority of building its economy. A peaceful
international community provides China the time it needs to do so without its attention and resources being
diverted elsewhere.
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power such as China and a dominant, hegemonic power like the United States; friction and conflict are

bound to result.®*

Implications of Rising Powers

The study of rising powers and the effects of related power transitions as contributors to war date
back to Thucydides examination of the causes of the Peloponnesian War. The common argument has
been that a redistribution of capabilities among great powers generates instability which often leads to
war.® As China continues to rise, there will be significant economic and political conflicts with the
United States. Thereality isthat whether or not a power transition will end in war may depend on
particular circumstances external to the power transition.*

Predictions as to the course of action an economically strong Chinawill pursue tend to be based
on one' stheory of international relations. Under the realist theory of internationd relations, states are the
key actorsin world affairsand exist in perpetual anarchy. In order to ensure their security and survival,
states will attempt to maximize their power. Accordingly, if one state sees another state increasing its
power, it viewsthat as athreat and seeks to increase its own power and/or aly with other statesfor its
security.®” To put it another way, security is based on power and power is required for survival.®® Under
the defensive realism theory espoused by Kenneth Waltz, states will act to maintain rather than upset the

balance of power; they will seek power to maintain their position in the system. “Deterrence,

34 Sutter, China’s Rise in Asia, 277

* Robert S. Ross and Zhu Feng, “The Rise of China: Theoretical and Policy Perspectives,” China’s Ascent: Power,
Security, and the Future of International Politics, (New York: Cornell University Press, 2008), 293

*® |bid., 295

* Kenneth N. Waltz, “The Emerging Structure of International Politics,” International Security, 18 (Fall 1993), 44-
79; John J. Mearsheimer, “Back to the Future: Instability in Europe After the Cold War, International Security, 15
(Summer 1990), 5-56; John J. Mearsheimer, The Tragedy of Great Power Politics (New York: W.W. Norton &
Company, 2001), p. 19; Huntington, Clash of Civilizations, 33; Stephen M. Walt, “International Relations: One
World, Many Theories,” International Relations, No. 112 (1998), p. 30.

*®* Mea rsheimer, Tragedy of Great Power Politics, 19
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containment, power alliances and balance of power politics are the hallmarks of realism.”* Instead of
aligning with a would-be hegemon (‘ bandwagoning’), states will join forces to “balance” it by building up
their military forces and/or entering into alliances.”® Waltz stressed that states should not try to obtain too
much power because excessive strength may cause other states to join against them.*

John Mearsheimer proposed an offensive realism theory in which states tend to act aggressively,
not because they want to or have a desire to dominate, but because they have to seek more power and
become the hegemon in the system in order to maximize their chance of survival.** Aggressive behavior
means states will try to gain power at their rival’ s expense and take advantage whenever they can aslong
as the benefits outweigh the risks.*® Based on his theory, Mearsheimer has strongly argued China’srise
will not be peaceful; that it will be compelled for its security and survival needs to dominate Asiathe way
the United States dominates the western Hemisphere. He expectsthat Chinawill “develop its own
version of the Monroe Doctrine, directed at the United States;” and just asthe United States made it clear
that distant powers were not to meddle in the Western hemisphere, China will assert “that American

interferencein Asiais unacceptable.”* Chinawill achieve this by achieving such power that no Asian

% Jason J. Blazevic, “Defensive Realism in the Indian Ocean: Qil, Sea Lanes and the Security Dilemma,” China
Security, vol. 5 No. 3, 2009, 60

0 ch ristopher Layne, The Peace of lllusions: American Grand Strategy from 1940 to the Present, New York: Cornell
University Press, 2006), 16

4 Waltz, “The Origins of War in Neorealist Theory,” in Robert I. Rothberg and Theodore K. Rabb, eds., The Origin
and Prevention of Major Wars (Cambridge: Cambridge University Press, 1989), 39-52; Mearsheimer, The Tragedy
of Great Power Politics, 20; The relevance of this advice can be traced back to Ancient Greece in the Fifth Century
B.C. as documented by Thucydides in his history of the Peloponnesian War. In his documentation of the Melian
dialogue between the Melians and the Athenians, the Melians tried to warn the Athenians concerning their
aggressions for security purposes, that: “Will not your actions strengthen your existing opponents, and induce
those who would otherwise never be your enemies to become so against their will?” Thucydides, The History of
the Peloponnesian War, Richard Livingstone, ed. (London: Oxford University Press, 1943), 269

* Mearsheimer, Tragedy of Great Power Politics, 21
* Ibid.

a4 Ibid., 401; also see Joshua Kurlantzick, “China’s Charm Offensive in Southeast Asia,” Current History, September
2006. Kurlanzick puts forth a similar argument that “China may want to shift influence away from the United States
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state will have the meansto threaten it. China' s goa would not be to conquer other Asian countries, but
to be able to dictate terms to others and ensure China can pursue its interests without interference.®
According to Christopher Layne, the red difference between defensive realists and offensive
readistsis“not about whether great powers are ‘ power maximizers' or ‘ security maximizers,” but about
how much power a state needs to be secure.” * In his book, The Peace of Illusions, Layne promotes the
strategy he calls* offshore balancing,” in which the United States would engage in diplomacy to balance
large states and regions against one another rather than dominating other states directly. Whereas Layne
asserts the United States has aimed for and established extra regional hegemony in the world’ s three most
important regions outside North America: Western Europe, East Asia, and the Persian Gulf; Mearsheimer
claimsthe United Statesis only aregional hegemon in the Western hemisphere, and that it acts asan
offshore balancer in Europe and East Asia*’ Hegemony requires raw, hard power--militarily and
economically. Economic dominance not only drives military power but is a source of power in itsown
right.* An economically strong Chinawill over time likely encroach upon the military and economic
dominance of the United Statesin East Asia. This represents the paradox of hegemonic stability theory.

Asaliberal hegemon, the United States facilitated an open international economic system which

to create its own sphere of influence, a kind of Chinese Monroe Doctrine for Southeast Asia where countries would
subordinate their interests to China’s, and would think twice about supporting the United States.”

4 Ibid., 401; and see Huntington, Clash of Civilizations, 229. Huntington states China’s ability to dictate to others
would include expectations that other East Asian nations do the following: support China in conflicts with western
powers over economics, human rights, proliferation, etc.; accept Chinese military predominance in the region and
not challenge it via nuclear or conventional means; defer to Chinese leadership on regional issues; adopt trade and
investment policies compatible with China’s interests; and abstain from military alliances or anti-China coalitions
with other powers.

46 Layne, The Peace of lllusions, 17

47Layne, The Peace of Illusions, 3. Mearsheimer is further of the opinion that there cannot be a truly global
hegemon due to the infeasibility of projecting military power across oceans, or at least across all oceans. At some
point the military capabilities are spread too thin. Mearsheimer, Tragedy of Great Power Politics, 41

* Ibid., 4
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promotes, and has enabled, the ability of other states to develop their own economic power.* The United
States hasin effect provided Chinathe means and opportunity to close the comparative advantage the
United States holds over China, an advantage shrinking by the day. Thisisatrend Mearsheimer believes
the United States cannot allow to continue.®

Layne's argument is that the United States would be better served by being an offshore balancer.
Duein great part to its fortuitous geographic situation and unparalleled military capabilities, the United
States has remained virtually immune from external threat at home, and so has never faced pressuresto
seek security through a hegemonic grand strategy. Choosing to do so anyway has made the United States
less secure.®® Layne sees offshore balancing as the exit ramp for the United States from this perilous
hegemonic grand strategy, and he strongly urgesit be taken. For that strategy to succeed in Asia--with
success measured by the fact neither China nor any other Asian nation emerges as a regional hegemon--
would require afew strong Asian powers, or aliance of nations, to balance against China. They could do
so with support from the United States, but support from afar and absent the current military presencein
theregion. Asan offshore balancer, only in the event the local powers fail would the United States
become involved. As Mearsheimer has noted, the United States assumed that burden on four separate
occasions in the twentieth century: in preventing imperia Japan, Wilhelmine Germany, Nazi Germany,
and the Soviet Union from gaining regiona supremacy.” Aswill be discussed in more detail hereinafter,
apotentia concern with the offshore balancing strategy would be the inability of the United Statesto
ensure the security of the sealines of communication (SLOCSs) in the South China Sea and Indian Ocean.
These SLOCs are vital to American economic interests and global trade. Can the United States afford to

trust that security to others?

* Ibid., 152
> Mearsheimer, Tragedy of Great Power Politics, 402
31 Layne, The Peace of lllusions, 191

>> Mea rsheimer, Tragedy of Great Power Politics, 41-42
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Another prominent international relations theory--Liberal Institutionalism--focuses not on power,
but on the belief that high levels of interdependence among states will reduce chances of conflict between
them. A component of thistheory isthe belief ininternationa institutions as a key means to promote this
interdependency, and to allow for free economic exchange among states.®® A more detailed discussion of
the value and viability of international and multilateral ingtitutionsin the relationship between the United
States and Chinaiis set forth in alater section.

Constructivism, yet another variant of international relations theory, basically claims that
significant aspects of international relations are historically and socially contingent, rather than inevitable
consequences of human nature or other essential characteristics of world politics. Core aspects of
international relations are given their form by ongoing processes of socia practice and interaction.>

Though Constructivist in nature, eminent political scientist Samuel Huntington offers a different
perspective concerning international relations in his book, “ The Clash of Civilizations and the Remaking
of World Order.” Huntington key argument is that “civilizations’ have replaced nations and ideol ogies as
the driving force in globa politics, and clashes among these civilizations are the greatest threat to world
peace.™ The best way to prevent conflict from developing from these clashesis an international order
based on civilizations.*® “In the post-Cold War world, the most important distinctions among peoples are
not ideological, political, or economic. They are cultural.”” People define themselves in terms of cultural
traits, and identify with cultural groups. The critical groupingsin today’ s world are the world's major

civilizations: Western, African, Islamic, Sinic, Latin America, Orthodox (centered on Russia), Hindu, and

>3 Huntington, Clash of Civilizations, 16

>* Alastair lain Johnston, Cultural Realism: Strategic Culture and Grand Strategy in Chinese History (Princeton, NJ:
Princeton University Press, 1995), 3; Alexander Wendt, Social Theory of International Politics (Cambridge:
Cambridge University Press), 1

> Huntington, Clash of Civilizations, 13
*® |bid.

* Ibid., 21
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Japanese.®® The six major powers Henry Kissinger identified for the twenty-first century — the United
States, Europe, China, Japan, Russia, and India— belong to five very different civilizations and cultures. 9
In addition, there are a number of important Islamic states which are influential in world affairs. East
Asia aone contains societies belonging to six civilizations, and if Southeast Asiais added seven
civilizations are represented.

Huntington asserts China has redefined itsrole in world affairs “to become the champion of
Chinese culture, the core state civilization magnet toward which all other Chinese communities would
orient themselves, and to resume its historical position as the hegemonic power in East Asia”® Inline
with these goal s, the Chinese government considers all people of Chinese descent, regardless of
citizenship, to be members of the greater Chinese community and in some manner subject to their
authority or influence." Asis pointed out later in this paper, this has been seen in anumber of espionage
cases in the United States involving theft of trade or national security secrets for the PRC by persons of
Chinese descent having no official affiliation with the Chinese government.

“If Chinese economic development continues, it could be the single most serious security issue
American policymakers confront in the early twenty-first century,” argues Huntington. He adds that
“Economic growth creates political instability within countries and between countries, atering the
balance of power among countries and regions.” ®® Asia’ s economic development creates instability in a
number of ways: like other states with strong economic growth, it enables Asian states to expand their
military capabilities; it potentially increases the intensity of conflicts between Asian states and the West;

and it increases China s influence in the region and the chances it will reassert its traditional hegemony in

*% |bid., 21
> Ibid., 28

60 Huntington, Clash of Civilizations, 168. As such, China views its role as all encompassing to include defining,
advancing, advocating, preserving, and protecting Chinese culture.

® |bid., 169

®2 Ibid., 218-232
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East Asia®® The latter source of instability increases the pressures on other Asian states to either
bandwagon or to balance and try to contain China sinfluence. History showsthat every other major
power has engaged in outward expansion, assertion and imperialism at the time or immediately following
the years in which it went through rapid industrialization and economic growth. ® Chinawas the
dominant power in East Asiafor 2000 years prior to its century of humiliation and continues to acquire
considerable economic and military power; isthere any reason to expect Chinato be different?

There has been considerable criticism of Huntington’s somewhat controversial theory. To begin
with, it has been pointed out that empirical studies have not shown any particular increase in the
frequency of intercivilizational conflictsin the post-Cold War world. The civilizations he identified have
shown little unity within them and tend to comprise numerous internal conflicts. For example, the
Muslim world remains fractured along numerous ethnic lines with Arabs, Persians, Turks, Pakistanis,
Kurds, Albanians, Bosnians, Africans, and Indonesians all having much different world vi ews.® There
has traditionally been little unity or cohesion among what Huntington defined as the Sinic civilization. It
istrue recent years have seen increasing collaboration among Asian states, though this could be explained
as much by increasing economic interdependence as it could by cultural affiliations.

Caution should be applied in relying upon a particular theory or model in attempting to predict
future behavior or actions. Theories and models are perhaps more useful as means to understand or place
in perspective past events than they arein predicting future actions or behaviors. “Theory—at least in

internationa relations—is essentially retrospective. When something happens that does not fit the theory,

® Ibid., 218

64 Ibid., 229; the major powers referred to would include the United States, Britain, France, Germany, Japan, and
Soviet Union.

% Bruce Russett, John O’Neal and Michaelene Cox, “Clash of Civilizations, or Realism and Liberalism Déja vu,”
Journal of Peace Research vol. 37, no. 5 (2000), accessed online January 30, 2010 at
http://jpr.sagepub.com/cgi/content/abstract/37/5/583
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it getsrevised.”® Whileit is helpful to have that understanding and perspective concerning what has
happened, the usefulnessin using it as a cornerstone for strategic planning is debatable. Future
circumstances will never be the same as they were in the past and the multitude of variables which exist
are incapable of translation into a particular model or theory. “Discontinuity or nonlinearity isthe norm
rather than the exceptionin life aswell asin politics, why it is so difficult to predict the future of
international politics.”

Threats are as much about perceptions as they are about reality. Nations' |eaders frequently
misperceive actions of other countries and assume actions taken are directed at them when they actualy
arenot. During the India-Pakistan in 1971, the United States sent a carrier task force near the Bay of
Bengal. Indiaassumed thetask force's presence in the area was an implied threat against Indiathat the
United States would use force to prevent India from taking action against Pakistan. The “incident”
further poisoned U.S.-Indiarelations and was considered one of the justifications for India pursuing
nuclear weapons. In actuality, the carrier task force was tracking a Soviet naval flotilla through the Indian
Ocean and had nothing whatsoever to do with the India-Pakistan conflict or sending any messages.® It is
just as easy for the United Statesto fall victim to false perceptions. The development of “blue” water
naval forces and capabilities by India and China may be perceived by the United States, and have been to
some extent, as athreat to its dominant naval power in theregion. A more likely explanation suggests the
increased capabilities are merely to preserve India and China' s respective abilities to flow oil and tradeto
their countries. China s*string of pearls’ facilities and India’s concern about China encircling of India

with port accesses may be what isin fact driving both their military force modernizations. This defensive

realism behavior continues to escal ate tensions between them as each sees the others defensive actions to

6 Zbigniew Brzezinksi and John J. Mearsheimer, “Clash of the Titans,” Foreign Policy, 00157228, January/February
2005, Issue 146

&7 Malik, Dragon on Terrorism, 46
6 Rodney W. Jones, “India’s Strategic Culture,” SAIC, October 31, 2006, 15 (prepared for Defense Threat Reduction

Agency)
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ensure their respective security as offensive in nature; which in turn spurs each to obtain ever increasing

capabilities to counter the perceived offensive actions by the other.®® It isaclassic vicious cycle.
Key Differences Impacting U.S.-China Relations

The key differences impacting U.S.-Chinarelations revolve around Taiwan, their respective
leadership rolesin Asia, CCP legitimacy, and United States world leadership. They can be categorized as
security, political, and economic differences.” Security disputes include Taiwan, United States
complaints over China's proliferation of WMD and China’s large defense budget increases, United States
missile defense programs, expanded U.S.-Japan security cooperation, NATO expansion, effortsto curb
North Korea's nuclear weapons program, increased United States military deployments throughout
China's periphery, and perceived efforts by the United Statesto break up China. Political concerns focus
on powerful forces in both countries pushing harder line policies which would exacerbate differences
between the nations. Economic issues center on trade imbal ances between the two countries and
restrictions on high-technology transfers. Whereas the United States sees the trade deficit as athreat to
American jobs and economic well-being, China resents pressures from the United States for greater
market opening and Chinese currency revaluation. In China s view, thiswould lead to serious
unemployment and economic dislocation which in turn would undermine social and political stability in
China. Regarding United States restrictions on high-technology transfers, China resents them as unfair
trade restrictions while the United States imposes them for national security reasons.”

Chinese officials and opinion |eaders continue to have sinister views of United States' intentions

and what they view as its hegemonic tendencies.”? They believe China s growing power poses athreat to

% Jason J. Blazevic, “Defensive Realism in the Indian Ocean: Qil, Sea Lanes and the Security Dilemma,” 61
70 Sutter, China’s Rise in Asia, 26-27
" Ibid., 27-28

72 Sutter, China’s Rise in Asia, 12. Chinese leaders view the main obstacle to China’s rise to be the U.S. and its allies
with their particular complaints being the U.S. support for Taiwan, U.S. desire to remain the leading power in Asian
and world affairs, and perceived U.S. attempts to promote change in China’s political system. Chinese elites and its

29



the United States which must be countered by attempting to contain China. Similarly, there exist
considerable anti-China concerns and rhetoric among various political and interest groupsin the United
States which also adds to the tensions between the two countries. In short, there is a high degree of
mistrust in both countries which tends to always see the worst in the other.” The columnist Robert
Kagan has claimed “the Chinese |eadership views the world in much the same way Kaiser Wilhelm Il did
acentury ago...Chinese leaders chafe at the constraints on them and worry that they must change the
rules of the international system before the international system changes them.”™ This highlights the
necessity of convincing Chinese leaders the existing system does not in fact unduly impose constraints on
China’'s growth and influence and beats any feasible alternatives. Such would require the United Statesto
treat China as more of an economic peer and encourage its involvement and input in key international
ingtitutions. It will also likely require some degree of reforms to the existing system, which are much
needed in order to adapt to today’ s global environment; an environment significantly changed from the
post-World War Il world in which the bulk of the international system was established.

This raises the question whether it is too soon to treat China as an economic peer when it has yet
to reach that status. While it should not be the goal of the United States to make China an economic
superpower and peer, as the global economic leader the United States perhaps has an obligation to help
assimilate Chinainto the global economic order. While treating China as a peer rather than alesser rival
seems more conducive to global stability, doing so is hot without significant possibly negative policy
implications for the United States. The most obvious being that it could merely accelerate China' s power
and influence and Chinawill use that against United States interests. Y et another example of why the

U.S-Chinarelationship is so complex and crucia for future United States national security interests. The

national education system and media network have conditioned Chinese opinion to think of China as a “long
suffering target of depredations and pressures from outside powers, particularly the U.S.”

73 Sutter, China’s Rise in Asia, 30; see also Kenneth Lieberthal, “The China-U.S. Relationship Goes Global,” Current
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political, military, economic, and cultural dominance of the West has long caused a certain degree of
resentment among other cultures and states, |eading to many an attempt to paint the West as the enemy
and create broader aliancesin opposition. Attemptsto contain China srise would likely only add to that
resentment and opposition.

There are also distinct e ementsin the U.S.-China relationship which differ from past dominant
power-rising power relationships, and which can help steer the two toward a path of cooperation rather
than conflict. Whereas the former Soviet Union was more intent on expanding itsideology and influence
as ameans to counterbalance U.S. power and influence, China appears to have a much different strategic
plan. Itisastrategy with little to no ideological aspects, but heavily focused on enhancing and sustaining
China's economic growth. It isthrough economic strength and prosperity that China believesit can
achieve the requisite influence and power to counterbalance U.S. power and influence, and thereby
prevent the U.S. from meddling in what it considersto be China' s affairs. Ancther distinction between
the U.S-Soviet Union Cold War relationship and the existing world situation is that whereas the Soviet
Union had as a primary goal to destroy the American capitalist system and way of life, Chinais highly
dependent upon an economically strong United States. Chinajust wantsto prevent U.S economic
strength from trandating into globa influence over China s affairs.

The potential threats posed by the situation in the Middle East and by China differ in amost
every important way, but there is nonethel ess considerabl e intertwinement between the two. Thethreat in
the Middle East stems from an ideological war against Western culture and the American way of life (as
the embodiment of Western culture). It will not be resolved to the mutual satisfaction of both sides.
Thereis no middle ground for compromise or benefitsto be realized. In line with Clausewitz theories on
absolute war, Radical Islamic Fundamentalism will not stop until Western civilization ceasesto exist —
that istheir end state and they have no interest in compromise. It isunlikely the United States will ever
be able to negotiate or productively co-exist with the existing regimein Iran. Economic relationships
with the West are of minimal interest. Consequently, there does not appear to be a significant upside
potential to relationships with Iran or other government-controlled radical Islamic Fundamentalist
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regimes. Thisisanight and day difference from the situation with China. While American and Chinese
cultures differ as much as do American and Iranian cultures, thereisfar lessideological friction. More
importantly, Chinaand the United States share many common interests, have many mutual dependencies
and need each other; so there exist tremendous upside potentia for a highly cooperative relationship.

China’ srise simply does not represent the same type of geopolitical threat to the United States
that the Soviet Union did. In the opinion of some, even were Chinato end up dominating the Korean
peninsula and a significant portion of Southeast Asia, it would not constitute a significant threat to the
United States; at least as long as Japan remains outside the Chinese sphere of influence and alied with the
United States, and the United States retains sufficient naval footholds in places like Singapore, the
Philippines, or Indonesia.” It must be stressed again, however, that a solid U.S-Japan aliance isthe
cornerstone of America’s political-military position in Asia and one of two cornerstones of America's
global forward defense posture (the other being the NATO alliance).™

Some speciaists believe China s primary long-term regional goal isto push the United States out
of Asiaand assert regional dominance. Asaresult, they predict increased friction with China.”” Other
specialists believe a more confident Chinese |eadership approach to Asia and their embracing of

economic interdependence and globalization represent an optimistic outlook for the region with Chinese
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leaders having accepted some benefits of the leadership role of the United Statesin world affairs.”
According to Robert Sutter, athird group of specialists predict more of a middle ground in which China
needs to maintain good relations with the United States in the near future to ensure its continued
economic development and political stability. Inthelonger term, anti-United States tendencies among
China’ s leadership and a desire to remove the United States presence from China’ s periphery will become
factors in determining China's policy in the region.” Not surprisingly, the best U.S.-China relations seem
to occur when both sides strive to mute differences and seek common ground, but China generally only
does so when the United States applies firm and effective policiestoward China. The difficulty liesin
determining the difference between firm and effective and firm but too aggressive. The latter could well
lead to amore assertive and aggressive Chinese stance in the region.®

It isimportant to distinguish between a desire to assert regional dominance, or hegemony, and a
desire to berecognized as aregiona power. Thereislittle doubt China desires to be recognized asa
regional power, and it would serve little purpose for the United States to refuse to acknowledge that
recognition. In fact, the United States would be best served by treating China as aregiona power and
encouraging its full participation and involvement as aregiona leader. That isafar cry from encouraging
or accommodating efforts by Chinato achieve regional dominance. Thereisalso an important distinction
between an economically strong China and an economically dominant China. While the former poses
lessthreat to the United States and is arguably in its best interests, the latter is much more problematic.

While the precise nature of China's future strategic goals is incapable of precise prediction, it is
logical to assume they will be more expansive than they are now. Chinawill likely do what all great

powers do: not simply react to itsinternational environment, but instead act to shape that environment in
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ways that are conducive to its national interests.*> So Chinawill bide its time and work within the
exigting international economic system until it feelsit has the power and influence to change the system,
if infact it believesit needsto be changed. Can China predict with any accuracy what will be best for its
interests down the road? Another view isthat the existing system has enabled China s rapid growth so
perhaps any changes it would seek to make would be fairly minor. The CCP s primary concernis
retaining power and continued economic growth is central to their ability to maintain control. Aslong as
the existing system supports and enables that growth, there would be little reason to seek significant

changes to that system.

Implications for United States Power and Influence

China's strategic goals will necessarily be influenced by the existing global order and the
Americanroletherein. Itisthe absence of a central authority that results in the anarchy and propensity
for conflict found under the realism theory of international relations. Some would argue that the United
States has more or less provided a minimal but effective level of central authority in the post World War
Il world. America sroleintheworld isthe functional equivalent of the world's government. True, the
United States intends what it does globally to further its own interests, “above all the overriding interest
in remaining secure,” but the world in general benefits from a great many American international policies
and actions and does so without bearing the costs or burdens.® The United States is the closest thing the
world hasto an international 911 that countries can dial for protection or assistance. As John Ikenberry

has noted, the United States has been not just a powerful state, it aso built an international order that still
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exists, and which encompasses much of the world to include China® This existing global order has
shown aremarkable capacity to accommodate rising powers.* Absent the role of the United Statesin the
world, anarchy would exist in international politics asthereis no central authority capable of making and
enforcing rules of behavior on states.*® Of course, “realists” would say anarchy already existsin
international politics, but it is probably safe to say it would be much worse absent the role the United
States has played.

China’simpressive economic development has likely benefited significantly from American
primacy and from the effects of globalization. The former provided the peaceful international
environment and the international public goods which enabled Chinato focus on an export-led strategy of
rapid economic development. The latter facilitated China sintegration into regional and international
economies.*® While China' s leaders undoubtedly remain cognizant of the importance attached to
America srolein establishing and maintaining the system which has enabled China srise, and consistent
with Deng Xiaoping' s maxims they want to avoid confrontation and bide their time in order to build up
China's comprehensive national power, Chinese leadersincreasingly view the United States and its allies
as the main obstacle to China’srise. Specific complaints have focused on United States support for
Taiwan, America s desire to remain the regiona and global hegemon, and perceived attempts by the
United States to promote change in China’s political system (particularly U.S. complaints concerning
China’s human rights record).®

Asformer Deputy Secretary of State Robert Zoellick stated in 2005, China has been a major

beneficiary of the existing international system over the last 25 years and it needs to take more
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responsibility for sustaining this system and become a “responsible stakeholder.”® In order to become a
“responsible stakeholder,” Zoellick suggested China should among other things, work to strengthen the
international system, not tol erate rampant theft of intellectual property rights and counterfeiting, address
massive trade deficits, end its currency manipulation, increase transparency in its military modernization
efforts, avoid involvement with troublesome states without regard to consegquences, pursue responsible
energy security rather than trying to “lock up” globa energy supplies, and work more closely with the
international community in preventing the proliferation of WMD, particularly with regard to Iran and
North Korea. Robert Sutter describes China as less a“responsible” power which fully embraces
international norms in security and political affairs, and more a“responsive’ power which seeksto
preserve long-standing interests in changing circumstances.®

China has increasingly made attempts to appear a more responsible power. During the 1990s,
China’ s leadership took a number of stepsintended to enhance its relations with its Asian neighbors and
assure them of its peaceful development intentions. More efforts were made to meet international norms
and requirements such as those involving market access, intellectual property rights (IPR), China became
amember of the World Trade Organization (WTO), it joined the treaty on non-proliferation of nuclear
weapons and agreed to halt nuclear tests, it agreed to abide by the terms of the Missile Technology
Control Regime, and to help the United States reach an agreement with North Korea over its nuclear
weapons devel opment program.® Much of this was part of China's “charm offensive” asit began trying
to broaden itsinfluenceregionaly. At the same time, however, China sleaders remained acutely

sengitive to criticisms of its authoritarian rule and human rights record, and they continued to transfer
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sensitive military technology or dual use equipment to Pakistan, Iran, and other potential flash points.®*
Chinese officials aso resorted to threats or demonstrations of military force against those they believed
were challenging China sterritorial or nationalistic claimsin areas such as Taiwan, the South China Sea,
and Hong Kong.*

Ascritical as Chinese leaders were of American policiesin the 1990s and despite their practice of
exaggerating the threats posed by the United States, following the events of September 11, 2001 (9/11),
they soon realized there was little they could do to counter America' s influence in the near term. Chinese
leaders were somewhat shocked by the overpowering military might and global influence demonstrated
by the United States after 9/11 and realized China was much farther from being able to challenge the
United States than previously thought.®® Chinadid not wish to bein aposition of confronting United
States power aone and sought to avoid it unlessits core interests, mainly involving Taiwan, were
significantly challenged by the United States.** Perhaps no other major power was as impacted by the
geopolitical shifts associated with the United States War on Terrorism (WOT) aswas China® Theinitial
effects of the WOT eroded China s foreign policy gains, the increased American military presence all
around China s periphery affected its long-term strategic goals, China' s Asian rivals India and Japan
developed closer ties to the United States and enhanced roles in Asia, Russia developed closer ties to and
increased cooperation with the United States, it more or less sidelined the Shanghai Cooperation

Organization, and it marginalized China simage as a great Asian power.*®
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China’s leaders provided tentative cooperation with the United States following 9/11: supporting
the right of the United States to take appropriate action in Afghanistan and backing United Nations
Resolution 1373 (though only after trying to tie its backing to reduced U.S. arms salesto Taiwan until
reaizing that would not succeed); sending ateam of counterterrorism experts to Washington to share
intelligence; and agreeing to allow the Federal Bureau of Investigation (FBI) to open aLegal Attache
officein Beijing — arequest which had theretofore not been acted upon for over eighteen months.®” Not
surprisingly, though, China s cooperation appeared to be premised more upon pragmatic considerations
than a desire to cooperate in the war on terror. Once they determined resistance was likely futile, China' s
leadersfelt they had little choice but to cooperate and at try to garner some measure of goodwill. They
hoped their cooperation would translate into assistance in preventing radicalization of its Uighur
population in Xinjiang province. Finally, Chinawas convinced by the Pakistani Inter-Services
Intelligence that the United States would get bogged down in Afghanistan and that would lead to
opportunities to extract concessionsin exchange for China s support.® The quick and total collapse of
the Taliban in Afghanistan took everyone by surprise, from Pakistan, Middle Eastern countries, China,
India, and Russia. It caused major reconsideration to China s strategy asit realized the United States was
more powerful than previously thought, and growing stronger.*

Chinese officials further determined that the United States led WOT was leading to a number of
significant negative impacts to China sinterests: the growing threat of weapons of mass destruction
(WMD) terrorism had hardened the stance of the United States over Chinese proliferation; the refusal by
the United States of China’ s attempts to equate the Uighur’ sindependence movement in Xinjiang
province with terrorism; the United States was emerging stronger and more powerful from the WOT; the

United States military expansion and presence encompassing China’'s periphery in Central, South, and
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Southeastern Asiawas perceived by China as part of a strategy to encircle and contain China; perceived
increasing unilateralist tendencies by the United States and the power to do asiit pleased; and
development of closer United States ties with Chinarivals India and Japan.’® Furthermore, Chinawas
particularly disturbed with President Bush’ s characterization of North Korea, Irag, and Iran as an “Axis of
Evil” in his January 2002 State of the Union address. All three had a strong China connection including
“shopping at China’s WMD store.” 1!

According to Robert Sutter’ s extensive consultations with Chinese officials and specialistsin
2003-2004, the Chinese government recognized that the United States by far was Asid s leading and
dominant power and was likely to remain so for the foreseeable future despite its preoccupation in the
Middle East and other parts of the globe.'® Despite some setbacks associated with disagreements over
the invasion of Irag, government leaders on both sides of the Pacific continue to value America’ s security
commitment and military presencein Asia. Clear mgjorities felt their interests would suffer were the
United States no longer the dominant world power.'® At that time, Chinese officials were seeking to
avoid confrontation with the United States. The question now iswhether the confidence and rising
respect China has gained from its weathering of the global economic crisis has atered that perspective
and encouraged Chinato become more assertive and confrontational. Chinese officials are, however,
well aware of the negative record of Germany’s rise before World War | and Japan’ s before World War
1, and have no intentions of repeating their mistakes.™™

A key aspect of China s policy has been to avoid confrontation with the United States, but the

events of 9/11 and the WOT highlighted a few key reasons: China remained well aware it needs the
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United States for economic and technological progress, the ability of the United Statesto quickly build a
formidable coalition in the WOT, China s military capabilities were far from presenting a legitimate
challenge to the U.S. military, and it took note that the administration of George W. Bush “showed aU.S.
resolve, not seen in decades, to use the unprecedented levels of U.S. power in order to punish enemies.” *®
As China's confidence in its economic strength and resulting influence continues to grow, it may consider
its dependence upon Americafor economic and technological progress to become less and less vital and
view the Obama administration as less willing to use American power abroad. That could resultina
China more willing to challenge the United States, not militarily, but in any number of other ways.
However, Chinarecognizes it needs a peaceful, stable international environment for decadesto comein
order to focus on its economic development and many internal issues. Those factors point toward a China
which will continue to strive to avoid confrontation with the United States unless its core interests are
directly challenged by the United States.

With the possible exception of the immediate post-World War |1 period, the United States likely
stands at the peak of its power when power is measured in terms of hard economic and military assets.
The United States economy is expected to continue to grow and Americawill remain the most powerful
military nation in the world for years to come, but its economic and military advantage relative to the

world’s other great powers will in all probability diminish over the next several decades.'® Chinaand

other developing world powers will inevitably gain at least some ground on the United States.
China’s Expanding Global Role

So what accounts for China sincreased activism in global affairs? Cultural aspects cannot be

overlooked inthisregard. A factor in Chinese foreign policy remains the expectation Chinawill sit at the
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peak of a hierarchical set of relationships within Asiaasit did during the Ming and Qing Dynasties.'”’
The relative ease with which China has handled the global economic crisis has encouraged China s new
sense of placein Asiaand the world; that the process of Chinareclaiming its status as a mgjor regional
leader is much further along than even China expected. As previously noted, for 2000 years Chinawas
the preeminent power in East Asia, and its desire to reclaim that status and end once and for al the
century of humiliation and subordination to the West and Japan should not be underestimated. In fact, as
some have noted, the “rise of China’ is somewhat a misnomer; Chinaviews it more asitsre-
emergence.’® As China's confidence grows along with its new sense of place, its attitude regarding the
global economic order continues to evolve along with its increased capability to influence global
events.'®
Consigtent with its new sense of place, China sincreased activismin global affairs appearsto be
very much tied to China’s economic devel opment: such as securing inputs for its economy; protecting
against a possible containment strategy by the United States; expanding Chinese political influence; and
pursuing Chinese commercial interests."® For example, China's expanding activity in Africais driven by
the need to secure resource access to oil, gas and other minerals, and to develop additional markets for
Chinese goods. China sinsatiable demand for energy resources hasled it to develop close relations with

questionable and repressive regimes such as thosein Iran, Sudan, Angola, and Burma. ™

One advantage
China continues to use to its advantage is its willingness to provide aid and investment in most countries
without any preconditions tied to the projects. This obviates policy of the United States and other

countries in seeking to isolate repressive regimes and put pressure on their leaders to implement reforms.
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All is not necessarily golden with their efforts, however. A backlash is beginning to develop in some of
these regions from expanded China activity as Chinese goods displace local products, the Chinese
commercia and labor presence leads to friction with local workers, and heightened expectations for
Chinese investment and devel opment assistance are not fulfilled.** In addition to itsincreasing presence
in Africa, China has significantly expanded itsinfluencein Latin America, Central and Southeast Asia,
and the Middle East since 2001, taking advantage of opportunities created by the U.S. focus on terrorism
and the military conflictsin Iragq and Afghanistan, the unpopularity of U.S. policiesin the Middle East,
and unclear commitment by the United States to these regions.™

Adding to its new sense of place, China has rediscovered its place in Central Asiaand continues
to develop pragmatic channelsto achieveitsinterests. China’'s priority is maintaining stability along its
borders so it can focus on higher priority matters elsewhere. China’slong-term policy in Central Asiais
“one of strategic denial: act to deny the rise of elements that will challenge China sinternal security, deny
the use of Central Asia by the United Statesto contain China, and deny a Russian monopoly of influence
aong its border.” Regional cooperation isonly agoal if it fitsinto China s national interests.™* Even
though China-Russia relations have improved and each has used their partnership to attempt to counter
growing American influence in the region, in the end each believes their respective relations with the
United States are more important than the bilateral relationship with each other.™

One result of China’ sincreased global activism is agrowing perception in the West that Chinais

becoming more aggressive and willing to use itsincreasing power. A number of its Asian neighbors,
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including Japan and Vietnam, are also becoming more concerned about a more assertive Chinain disputes
most often involving undersea oil and gas.™*® Europe and the EU are also increasingly pessimistic about
China s willingness to embrace multilateralism and be a responsible member of the existing global
economic system, views which are becoming increasingly convergent with those of many in the United
States. These views appear to be trending toward clashes with China over trade barriers and currency
mani pulation which will lead to protectionism. Thisis not likely to be in anyone's best interests.™’ It
will be interesting to see what steps China s leaderstake in 2010 in relation to its currency. In 2009 they
provided three reasons for holding it stable against the dollar: falling exports, weak GDP growth, and
negative inflation. Heading into 2010, Chinais experiencing double-digit growth in both GDP and
exports, and inflation is rapidly rising.*®
Implications of China’s Rise for the Asia-Pacific Region

Despite the existence of some tensions, in general China s growing strength appears to be causing
limited concern among its Asian neighbors. Since 1979 and the beginning of China’' s reemergence, East
Asiahas perhaps been as stable and peaceful as at any time since 1841."° Though a number of Asian
nations may remain somewhat wary of China’sintentions, most welcome an economically strong China
and view it as supporting stability in the region and beneficial to their own economic well-being. With
the possible exception of Taiwan and North Korea, Asian nations simply have no reason to fear China
from an aggression standpoint; though some may occasionally have concerns with Chinese heavy-
handedness on various issues. For the most part, Asian nations identify with China and share many

common interests. In the view of some experts, it isidentity and interests (Constructivism), not power,
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which are the key variablesin determining threat and stability. It isfor those reasonsthat East Asian
nations have accommodated China s rise rather than trying to balance against it.*
Furthermore, most Asian nations do not view the United States as attempting to balance China,

and they do not perceive adesire for the United States to do so.'*

Others are of the opinion that it is the
American military presence in the region and its vast capabilities which allow East Asian statesto avoid
needing to ba ance against China; that should China become overly aggressive the United States will step
in and deal withit. That, in effect, representsthe ideal situation for East Asian nations, alowing them to
curry favor with China and enjoy the fruits of a positive relationship while knowing someone el se will
take care of the problem if their confidence in China s good intentionsiis ultimately misplaced. A number
of officials of East Asian nations have scoffed at this notion, saying there is no reason to believe the
United States would be there to defend them against hostile Chinese action, especially with American
priorities seemingly placed elsewhere, and the United States military presence has nothing to do with how

they choose to interact with China.'?

To put it another way, Chinawill always be their neighbor, the
United States presence and interest in Asia comes and goes.
The Asian region is more complex than many predictions account for. Japan has taken stepsto

improve relations with China, but remains wary of itsintentions and is unlikely to bandwagon with

China. The wounds of the 1930s still run deep, and China and Japan do not share any semblance of a
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common vision regarding Japan’s proper placein Asiaand the world.**® India aso remains at odds with
China over many issues and has increasingly strong relations with the United States, much to China's
consternation. Russian and Chinese mutual interests (primarily a common opposition to the present U.S.-
dominated unipolar world) appear to be secondary to their respective relationships with the West, and
both rely much more on access to Western markets in goods and finance than to each other.”** A CSIS
study, “China’s use of soft power in developing regions,” found that China' s substantial advancesin
Southeast Asia since the 1990s have been among continental countries of less concern to the United
States. In the areas of United States focus, maritime Southeast Asia, there appears little chance of a
Chinese sphere of influence at the expense of the United States. The Singaporean ambassador to the
United States advised the study group that ASEAN’s and Asia's economic successistied to the United
States: “No other country, not even China, India, Japan, and South K orea combined, has the capacity to

replacethe U.S.”
Potential Threats Resulting from a Rising China

In perhaps atest of its growing confidence and sense of power in countering U.S. influencein the
region, Chinarecently announced an unusually broad series of retaliatory measures in response to the
announcement of the latest arms sales to Taiwan by the United States, to include curtailing of military
exchanges and threatening to sanction American companies that supply the weapons systems for the arms

sales. Though it is often difficult to distinguish between belligerent rhetoric from China s leaders

123 Nye, The Paradox of American Power, 24

124 Robert Sutter, “Assessing China’s Rise and U.S. Leadership in Asia: Growing Maturity and Balance, February 2,

2009, http://asianstudies.georgetown.edu/64644.html, accessed online 11/29/2009.

125 Robert Sutter and Chin-Hao Huong, “China-Southeast Asia Relations: Economic Concerns Begin to Hit Home,”

Comparative Connections, January 2009, http://asianstudies.georgetown.edu/files/qchina_seasia.pdf, accessed
online on 01/09/2010. Other studies concluding Asian nations prefer a strong U.S. presence in the region and its
stabilizing effect to uncertainties posed by China’s rise include: Evelyn Goh, “Strategic Asia 2008-09;” “Pacific
Currents,” (CA: Rand Corporation, 2008)
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intended more to appease the masses from genuine intentions, this seems to indicate an increasing
willingness by Chinato use its growing economic power as a diplomatic tool "%

China’'s growing confidence in its economic power is also tied to its rapid military
modernization.”* All economic activity depends on afairly predictable security environment, and that
requires military prowess and shrewd diplomacy.*?® While Chinais under no illusionsits military will
possess the capabilities to take on the American military anytime in the foreseeable future, it is rapidly
modernizing across the whole of itsarmed forces. Of particular concern are Chinese investments and
growing capabilitiesin cyber and anti-satellite warfare, anti-air and anti-ship weaponry, submarines, and
ballistic missiles.”® China s rapidly increasing military modernization may not provide Chinathe power

to take what it wantsin the near future, but it increasingly provides China capabilities to potentially deny:

126 kansas City Star, January 31, 2010, A15; China’s leaders often resort to rhetoric in voicing displeasure with U.S.
policy and actions as more a token disapproval than any attempt to change them. For example, China’s leaders
were well aware the U.S. intended to follow through with the arms sale, as it has been every time the U.S. has
done so under the treaty it has with Taiwan. Typically, threats and retaliatory measures mentioned in such
rhetoric are never implemented or followed through, the Chinese just want to publically voice their displeasure
and hope it provides them some leverage in other areas.

7 The PLA’s budget more than doubled from 2000 to 2008 from $27.9 billion to $60.1 billion (according to China’s

reported numbers, which the Pentagon believes to be considerably underreported). U.S. Department of Defense,
Military Power of the People’s Republic of China 2009, Annual Report to Congress, p. VIl. Though China’s defense
budget is expected to be close to $100 billion in 2010, it remains dwarfed by the 2009 U.S. defense budget of
nearly $600 billion, “Overkill,” The Economist, October 24, 2009.

2% Walter A. McDougall, Promised Land, Crusader State: The American Encounter with the World Since 1776 (New

York: Houghton Mifflin Company, 1997), 216

129 Robert M. Gates, Submitted Statement to the Senate Armed Services Committee, January 27, 2009, U.S.

Department of Defense, www.defenselink.mil/speeches/speech.aspx?speechid=1337, accessed February 2, 2009.
In his testimony on addressing the “China Threat,” Gates noted “China is modernizing across the whole of its
armed forces. The areas of greatest concern are Chinese investments and growing capabilities in cyber- and anti-
satellite warfare, anti-air and anti-ship weaponry, submarines, and ballistic missiles. Modernization in these areas
could threaten America’s primary means of projecting power and helping allies in the Pacific: our bases, air, and
sea assets, and the networks that support them.” China’s test of an antisatellite (ASAT) weapon in January 2007
demonstrated that it can threaten US space assets.
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to deny the United States access to key strategic choke pointsin the region and Sea Lines of
Communication (SLOC).**
China’ s leaders continue to publicly assert that China s military modernizationis*“ purely

131 Given China's

defensive in nature,” and aimed solely at protecting China’s security and interests.
surging economic devel opment and expansion, its security and interests are becoming increasingly far-
flung, much beyond its traditional focus on itsimmediate periphery and the Taiwan Strait. Force
projection capabilities beyond these areas remain limited but growing, particularly naval capabilities.™
The United States military, while continuing to echo the official United States government position of
welcoming the rise of a peaceful and prosperous China, remains somewhat skeptical of Chinese military

long-term intentions, as well as concerned about the lack of transparency associated with its military

expansion.™®

BOArthur Herman, “America’s Looming China Challenge,” New York Post, January 26, 2010

Blys. Department of Defense, Military Power of the People’s Republic of China 2009, Annual Report to Congress,

I; China’s public stance emphasizing its peaceful and cooperative intentions is set forth in China’s National Defense
White Paper for 2006:

“To uphold world peace, promote common development and seek cooperation and win-win is the common wish
of the people around the world and an irresistible trend of our times. Committed to peace, development and
cooperation, China pursues a road of peaceful development, and endeavors to build, together with other
countries, a harmonious world of enduring peace and common prosperity. Never before has China been so closely
bound up with the rest of the world as it is today. The Chinese government works to advance both the
fundamental interests of the Chinese people and the common interests of the peoples of the rest of the world, and
pursues a defense policy which is purely defensive in nature. China is determined to remain a staunch force for
global peace, security and stability.” China’s National Defense White Paper for 2006, Beijing, China: Information
Office of the State Council of the People’s Republic of China, December 29, 2006, Preface.

322009 Report to Congress of the U.S.-China Economic and Security Review Commission, p. 16; Growing naval

capabilities and resulting increasing aggression were evidenced by 2009 incidents involving China’s attempted
enforcement of its asserted 200 mile exclusive economic zone and exclusion of foreign military vessels from that
zone. In March 2009, five Chinese vessels surrounded and stopped the intelligence and surveillance ship USNS
Impeccable about 75 miles from Hainan Island. A second U.S. Navy ship was similarly confronted within the 200
mile zone in 2009. These represented probably the most aggressive actions by Chinese naval vessels against U.S.
ships since the 2002 incident in which an unarmed U.S. Navy surveillance ship was harassed and rammed by the
Chinese vessels off the China coast.

133 Ibid., p. I; “The United States welcomes the rise of a stable, peaceful, and prosperous China, and encourages

China to participate responsibly in world affairs by taking on a greater share of the burden for the stability,
resilience, and growth of the international system. The United States has done much over the last 30 years to
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China s strategic behavior isincreasingly shaped by energy dependence and security.™* China's
seemingly insatiable demand for oil will continue to create a strong competitive challenge for the United
States as both vie to secure long-term supplies at the best possible prices. China s enormous demand has
significant effects on oil prices and supplies. The growth of China' s naval capabilitiesisdirectly tied to
the nation’s energy security. Energy security isin turn strongly interrelated to economics and
environmental issues. Chinaisthe world’s second largest importer of crude oil, with such imports
accounting for over half its overall oil demands.*®* The bulk of thisimported oil arrives via tankers
transiting through the Malacca or Lombok-Makkasar Straits, very narrow potential choke points.**
Chinais also embroiled in a number of territoria disputes with other Asian countries involving exclusive

economic zones surrounding a number of idands in the South China Sea, to include the Spratly Islands.

These zones include potentially valuable off-shore oil and gas deposits. As part of its strategy to ensure

encourage and facilitate China’s national development and its integration into the international system. However,
much uncertainty surrounds China’s future course, particularly regarding how its expanding military power might
be used.” Similar concerns are also noted in the most recent U.S. Department of Defense, Quadrennial Defense
Review Report, Washington, DC: U.S. Department of Defense, February 1, 2010, p. 31: “China has shared only
limited information about the pace, scope, and ultimate aims of its military modernization programs, raising a

”

number of legitimate questions regarding its longterm intentions.” It is also worth noting that the language from
the 2006 Quadrennial Defense Review Report stating that “China has the greatest potential to compete militarily
with the United States and field disruptive military technologies that could over time offset traditional U.S. military
advantages.” U.S. Department of Defense, Quadrennial Defense Review Report, Washington, DC: U.S. Department
of Defense, February 6, 2006, p. 29, was not included in the 2010 version of the QDR. The 2008 National Defense
Strategy does state “China is one ascendant state with the potential for competing with the United States, and the
US needs to hedge against its growing military modernization.” U.S. Department of Defense, National Defense
Strategy of the United States of America, 2008, p. 3; and the 2009 National Intelligence Strategy references the
China concern as “China shares many interests with the United States, but its increasing natural resource-focused
diplomacy and military modernization are among the factors making it a complex global challenge,” Director of
National Intelligence, The National Intelligence Strategy of the United States of America, August 2009, p. 3.

Bhys. Department of Defense, Military Power of the People’s Republic of China 2009, p. 3

33 |bid., 3-4,
136

Ibid., 4, China obtains 46 percent of its imports from the Middle East, 32 percent from Africa, and 5 percent
from East Asia. The oil from Africa generally has to transit the same narrow straits.
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its energy security, China has embarked upon aggressive efforts to secure long-term energy contracts on a
global basis.**’

To enhance the security of oil and gas shipments to China, China has implemented what a report
by US defense contractor Booz Allen Hamilton (BAH), refers to asthe “ pearls strategy.” The strategy
basically consists of the extension of PLAN power through ports leased and acquired from Myanmar, Sri
Lankaand Pakistan. According to the BAH report, “Chinais building strategic relationships along the
sea lanes from the Middle East to the South China Seain away that suggests defensive and offensive
positioning to protect China s energy interests.” **®
The “pearls strategy” is consistent with China s intense development of a powerful “blue’ water navy to
enable China's economic development.* It further signals that Chinais no longer content to rely upon
the traditional role of the United States in ensuring the security of the global commons including the
crucial sealanes of the South China Sea.’*® Whileit is doubtful China questions the ability of the United

States to provide such security, China does not want to be in a position where the United States could

either useit asleverage over China or where the United States could shut of accessto Chinain the event

B7u.s. Department of Defense, Military Power of the People’s Republic of China 2009,5-6. China has pursued long-

term supply contracts with a diverse range of supplier nations to include Australia, Chad, Egypt, Indonesia,
Kazakhstan, Nigeria, Oman, Russia, Saudi Arabia, Sudan, and Venezuela. China has also pursued equity positions in
a variety of oversees energy assets and investments including investments by its national oil companies in oil
ventures (such as oilfield development, pipeline, and refinery projects) in Kazakhstan, Turkmenistan, Nigeria,
Sudan, and in over 20 countries in North Africa, Central Asia, Southeast Asia, Latin America, and North America.
This strategy of economic and political expansion into resource rich regions includes utilizing any and all means
including lobbying, financial aid, and information exchange. In addition, China continues to negotiate and pursue a
number of territorial disputes which involve ownership of potentially lucrative off-shore oil and gas deposits to
include areas of the East China Sea (disputes with Japan) and South China Sea (Spratly Islands).

138 Jason J. Blazevic, “Defensive Realism in the Indian Ocean: Qil, Sea Lanes and the Security Dilemma,” China

Security, vol. 5 No. 3, 2009, 38

3% See comments by PLA General Wen Zongren in Zhang Wenmu, “China’s Energy Security and Policy Choices,”

Shijie Jingji Yu Zhengzhi, May 14, 2003, pp. 12-13; Annual Report-Military Power 2009, p. 12

% More than half of the world’s oil tanker traffic and half of the merchant fleet by tonnage pass through the South

China each year, David Rosenberg and Christopher Chung, “Maritime Security in the South China Sea: Coordinating
Coastal and User State Priorities,” Ocean Development & International Law, 2008, 51
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of conflict between the two. For China, adherence to the old adage “ For whosoever commands the sea
commands the trade; whosoever commands the trade of the world commands the riches of the world, and

consequently the world itself,” **

remains critical for its economic development and security.

Cyber attacks and intrusions remain a key element of China's defense strategy as well asits
economic development. Recent years have seen marked increasesin cyber intrusion activity originating
in China and targeting United States government and defense-related computer systems. The attacks
range from targeting infrastructure related systems to business and financial systems aswell as those

containing defense and military data.**

While the mgjority of these attacks are focused on intelligence
collection, the PLA continues to devel op considerable capabilities to take offensive actions against United
States government and military systems, and has made expl oitation of these systems a key part of its
strategy in the event of conflict with the United States.™*® Thistype of asymmetric warfare is consistent
with the classical Chinese strategic thinkers and a means of negating the far superior strength of the
United States military.**

Beyond cyber intrusions, China has made concerted efforts to enhance its military modernization
and economic devel opment through widespread espionage against the United States. No country is more

aggressive in targeting United States sensitive defense-related and proprietary commercial information

than China.'* China has traditionally relied upon vast numbers of ethnic Chinese in the United States to

141 sir Walter Raleigh, “A Discourse of the Invention of Ships, Anchors, Compass, &c.”

The Works of Sir Walter Raleigh, Kt., vol. 8 (1829, reprinted 1965), 325
22009 Report to Congress of the U.S.-China Economic and Security Review Commission, p. 5, 16; Intrusions and

attacks originating in China and directed against Defense Department computers in 2009 were estimated at about
240 per day and cost as much as $200 million to repair the damage. While it is often difficult to determine the
exact source of the attacks, anecdotal and forensic evidence implicates the Chinese government in many of the
attacks, whether directly or through third party surrogates.

" bid., p. 8

%% United States Joint Forces Command, “The Joint Operating Environment 2008: Challenges and Implications for
the Future Joint Force,” (2008), 26

%2009 Report to Congress of the U.S.-China Economic and Security Review Commission, p. 5; also see statements
from FBI Director Robert Mueller: “China is stealing our secrets in an effort to leap ahead in terms of its military
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act as collectors of sensitive and classified information, recruiting them to collect information as a matter
of abligation to their Chinese heritage. Collection effortstend to be lesstargeted and more volume
oriented. Based on law enforcement cases which have involved theillegal acquisition of United States
controlled technol ogies, technol ogies which have been illegally exported to Chinainclude rocket launch
data, space shuttle technology, missile technology, naval warship data, unmanned aerial vehicle
technology, thermal imaging systems, and military night vision systems.'*

China’s emphasis and focus on economic devel opment also has significant impacts on nuclear
proliferation and weapons of mass destruction proliferation matters, which in turn directly impact United
States national security interests. The three states posing the greatest risk to those national security
interests from a proliferation perspective are Iran, North Korea, and Pakistan. China has been
instrumental in providing the key technologies, equipment, and knowhow for all three to devel op their
respective nuclear and WMD capabilities.*” Furthermore, China’ s policies continue to protect and allow
such capabilities to continue, particularly through its refusal to agree to stricter UN sanctions and
enforcement mechanisms.

It is Chind s relationships with Iran and North Koreawhich so exemplify the frustrations and
complexities endemic to the U.S.-Chinarelationship. According to the National Security Strategy of the

United States, the United States faces no greater threat from any one country than that from Iran.**® In no

technology, but also the economic capability of China. It is a substantial threat,” House Committee on the
Juduciary, Oversight Hearing on the Federal Bureau of Investigation, testimony of FBI Director Robert Mueller,
110" Cong., 1% sess., July 26, 2007; and from Joel Brenner, National Counterintelligence Executive, that China’s
intelligence services are the most aggressive foreign entity trying to penetrate U.S. targets.

16 Ibid., p. 149; U.S. Department of Justice press release, “More Than 145 Defendants Charged in National Export

Enforcement Initiative During Past Fiscal Year,” October 28, 2009. http://usdoj.gov/opa/pr/2008/October/08-nsd-
958.html

7 John W. Ga rver, China & Iran: Ancient Partners in a Post-Imperial World, (Washington: University of Washington

Press, 2006), 281

“® The National Security Strategy of the United States of America, March 2006, p. 20. These threats include Iran’s

continuing efforts to develop nuclear weapons, its sponsoring of terrorism, and other destabilizing efforts such as
its interference in democracy efforts in Iraqg.
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areaisit more evident that Chinais both a partner and arival of the United States. While China has
cooperated with the United States on some mattersinvolving Iran, it has either opposed or worked against
the efforts of the United States regarding Iran in many other areas. China has consistently thwarted
United States efforts to sanction Iran; has served as Iran’s magjor arms supplier; continued to pursue
economic development opportunities with Iran at times the United States and other nations were trying to
contain Iran; helped Iran circumvent United States efforts to deny Iran access to advanced militarily
relevant technology; consistently supplied Iran with dual-use technology and machinery applicable to
Iran’s missile, advanced conventional weapons, and chemical warfare programs; and served aslran’s
major nuclear partner for twelve years.™*® Chinaand Iran are important trade partners and Chinais
increasingly reliant upon oil and gas from Iran. Another important factor isthat Chinaand Iran view their
countries as sharing a common identity theme as historically accomplished and powerful societies which
were victimized in modern times by imperial Western powers.™

Despite their shared affinities, China has on occasion cooperated with the United States regarding
Iran when it meant risking its relationship with the United States, the latter ultimately being more
important to China s economic development.™ However, the level of that cooperation is open to
considerable debate, and the fact remains that Chinais the nation whose full cooperation is most heeded

in order to prevent Iran from devel oping a nuclear weapons program and supporting terrorism.*>? In some

149 Garver, China & Iran, 282

150 Ibid., 4. China has pledged billions of dollars in energy infrastructure investment in Iran in exchange for

guaranteed supplies of oil and natural gas.

11 Ibid., 139; for example, China abandoned its official nuclear cooperation with Iran in 1997 under intense U.S.

pressure and despite vehement protest and backlash from Iran. When the level of U.S. pressure reached a point at
which China determined its economic interdependence with the U.S. could be negatively impacted, China
suspended the cooperation with Iran causing the tension. There also arises a point where China becomes
concerned with Iran’s role in possible instability in the Middle East and determines that behavior conflicts with
China’s interest, thereby leading China to distance itself from Iran.

152 Ibid., 283. Even when China has on the surface appeared to cooperate with the U.S. regarding Iran, it has often

created loopholes which in effect allow it to continue cooperating with Iran while appearing to be cooperative with
the U.S. to prevent the very activities engaged in. For example, China agreed to end Silkworm cruise missile sales
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respects, China utilizes its relationship with Iran as leverage in its dealings with the United States,
particularly in regardsto Taiwan. The dynamic being that China s dealings with Iran cause the United
States as much consternation as the United States relationship with Taiwan does China. It seems hardly a
quid pro guo when the comparison involves a country (Iran) which threatens global stability and the other
which only threatens China’ s sovereignty and pride.

It has been suggested from the nature of these relationships that a strategic bargain could be
worked out between China and the United States in which Washington acknowledges that Taiwanisin
China’s sphere of influence and agrees not to oppose China's efforts to order China srelations with
Taiwan. Inreturn, Beijing would accept that Iran and the Middle East are in the United States sphere of
influence and agree not to oppose efforts to sanction Iran or otherwise prevent it from developing a
nuclear weapons program.’>® Perhaps it is not too farfetched given the improving relations between
China’' s leaders and Taiwan’s current leadership and increasing interdependencies of the respective
economies. Thetime period of 2012-2013 will be acritical one for China-Taiwan relations as well as
their respective relations with the United States with key elections upcoming in al three that could bring

sweeping leadership changes.

to Iran and forego sales of other ballistic missiles, but it then transferred to Iran technology and machinery
allowing Iran to develop and manufacture comparable missiles themselves. China also continually provides dual-
use items and facilities to Iran. The U.S. levied sanctions on China at least 16 times between 1987-2004 for its
cooperation with Iran and Pakistan. At the Shanghai Cooperation Organization summit in October 2009, China
praised its growing energy and trade relationship with Iran and indicated it would not support efforts by the
United States and its allies to sanction Iran over its nuclear program.

>3 |bid., 296
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OPTIONS AND OPPORTUNITIES

“The United States is not only the sole global power, its values inform a global consensus, and it
dominates to an unprecedented degree the formation of the first truly global civilization our
planet has known.”

--Walter Russell Mead, Special Providence®

“The challenge that Chinese power presents to the rest of the world is to use it productively, not
to tame it.”

--David M. Lampton, The Three Faces of
Chinese Power™®®

Asthe centra power in thisglobal system of finance, communications, and trade, the United
States has enormous responsibilities which become increasingly challenging as the global system
continues to grow. Nowhere isthis more apparent than in the relationship with China. A key challengeis
to prevent other nations from challenging the basic structures of the existing system while at the same
time ensuring that the system works for other nations.**® The global economic crisis has only added to
that challenge. A rising Chinawill present complex challenges for the United States, for Asia, and for the
world. Aswill be explored herein, containment of that power may not be either the possible or desired
course of action; using that power as an opportunity being a potentially more productive option.

America’ s bilatera relationship with Chinais by far the most contentious and complicated

American relationship in Asian or world affairs.”> Absent the willingness of the United States to

% Walter Russell Mead, Special Providence: American Foreign Policy and how it Changed the World, (New York:

Routledge, 2002), 10
> David M. Lampton, The Three Faces of Chinese Power: Might, Money, and Minds, (Berkeley, CA: University of
California Press, 2008), 253

1 |bid., 28

17 Sutter, China’s Rise in Asia, 1
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establish and enforce clear boundaries China should not cross, while avoiding challenges to core Chinese
interests, China’ s leaders would be prone to adopt increasingly more assertive and disruptive positionsin
Asian affairs. Without the American counterbalance, traditional ambitions, domestic political pressures,
and realist power considerations would push Chinain this direction.”® On the other hand, the U.S.-China
relationship is complicated by the fact Chinais both an emerging power and a developing nation. This
requires a delicate balancing by the United Statesin being cooperative in addressing devel opmental issues
with China while remaining cognizant China s growing economic strength will affect American and
global interests. It also requires a certain degree of patience on the part of the United Statesin its
expectations of what China can contribute toward various global issues of concern. Realizing when to
push and expect more and when to be more patient will remain a challenge, but an important one in which

to succeed. *°

China’s Readiness for Global Leadership

There are few indications that Chinawill be ready for global leadership anytime soon, if ever. Its
leaders continue to fear that taking on too many global responsibilities would divert China s attention and
resources from its economic development and modernization; China s foreign policy serves those
domestic goals. It was reflected in China s response to the global financial crisis, which wasin essence
“we will help the world by helping ourselves.” *® China has, however, began to show some movement
away from itslongstanding foreign policy of noninterference in state sovereignty and freedom from

hegemony. This appearsat least in part to result from realizing the value of promoting political stability

8 1bid., 6

159 Lampton, The Three Faces of Chinese Power, 250

%0 Evan s. Medeiros, “Is Beijing Ready for Global Leadership,” Current History, September 2009, vol. 108, no. 719,

p.250, 256
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and reduction in violence in those regions which most directly affect China sinvestments and interests.'*

A potential problem the United States faces in trying to encourage Chinato become more engaged in
global problem solving and maintenance of the existing international system concerns what has been
termed the “ stakeholder paradox.” This encouragement could also spur China s global ambitions and its
capabilities to pursue them, often in contradiction to the existing system promoted by the United States.
“China fears the burdens of leadership, but wants the status and influence.” %2

A trend which may portend a shift in China s strategy toward more bellicose behavior is
suggested by several recent actions: its central but overall unhelpful role at the climate-change talksin
Copenhagen in which it in essence scuttled any hopes of reaching any meaningful agreements; its efforts
to thwart any UN or major power consensus concerning Iran’s nuclear program; recent fightsit has
picked with India, Japan, and Vietham regarding territorial disputes; refusal to end continued currency
manipulation; and threats to seek sanctions and trade restrictions against U.S defense companies involved
in the most recent announced arms salesto Taiwan. The more aggressive behavior may well be tied to
renewed confidence China obtained viathe relative ease in which it appears to have weathered the global
economic crisis and a corresponding new found belief that it has become a global power much quicker
than even it anticipated. If in fact China’ s leaders believe it has arrived as a fully developed global

power with the attendant power and influence it carries, then the United States should apply strong

pressure on Chinato take up its share of the burden of global governance; a burden which China has

%1 bid., 254. However, China’s leaders continue to fear entangling China in other nations’ affairs may encourage

others to interfere in China’s internal affairs; Also of interest is the “Banyan” article in The Economist, November 7,
2009, discussing China’s $3.5 billion investment in the Aynak copper mine in Afghanistan- the 2" largest untapped
source of copper in the world. Though China sends peacekeepers to far-flung locales like Haiti and Sudan, it has no
military presence in Afghanistan despite the close proximity to China’s border. Instead, the security for the mine is
paid for by others such as Afghan police, subsidized by the Japanese and American Army Tenth Mountain Division.
China complains publically about the U.S. military presence in Afghanistan, but lets America shoulder the burden
of protecting its economic interests there. The opportunity to profit trumps all other concerns.

182 1hid., 256

163 “Facing up to China,” The Economist, February 4, 2010
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heretofore refused to shoulder due to the own burdens upon it as a developing power.*®* It should not be

acceptable for the global community to allow Chinato have its cake and eat it too.

Options for United States in Protecting National Security Interests from an
Economically Strong China

Aside from military strength, what options exist for the United Statesin protecting its national
security interestsin an international environment which includes an economically strong China? Basic
options revolve around balancing against China (containment), accommodating China, or some middle
ground between the two. Effortsto contain China s economic growth could be attempted through
economic denial or economic warfare strategies. Economic denial strategies would involve the use of
strategic embargoes to deny China access to advanced technology and arms. The United States already
has a number of export controlsin place on select advanced technology and arms items, but a broader
strategy of economic denial would require considerable increases in such controls. Strategic embargoes
generally are more effective than economic warfare, which is designed to weaken the ability of a state's
economy to generate and sustain its military power. The most direct way to achieve this with China
would beto block all of China’s exportsto the United States, cease all United States foreign direct

investment in China, and ban all American agricultura and high-technology exports to China.*®

%% What pressure the U.S. should apply is of course the exceedingly difficult issue. It would necessarily involve the

application of stronger diplomatic and economic pressures on many fronts, holding China accountable before
international institutions such as the U.N. and WTO. Even though the U.S. has had limited success in doing so, it is
an important step in pursuing U.S. soft power and creating favorable international opinion and consensus. The
caveats are that the U.S. will have to accept being held to the same standards and abide by some of the
international norms it has previously declined to follow. There is also a fine line between applying a degree of
pressure and being seen as coercive which is often difficult to discern.

165Art, “The United States and the Rise of China,” 264; of course others being far more distrustful of China have

proposed much harsher measures. Bill Gertz insists that democracies cannot coexist indefinitely with powerful and
ambitious totalitarian regimes. “The great threat of the twenty-first century-to the U.S. and to the world-is the
nuclear-armed communist dictatorship in the People’s Republic of China,” Bill Gertz, The China Threat: How the
People’s Republic Targets America (Washington, D.C.: Regnery, 2000), 199. Gertz argues that China’s government
has repeatedly shown itself to be prone to massive miscalculations and has been responsible for 44.5 to 72 million
deaths through repressions, famine, executions, and forced labor, that it views the very existence of the U.S. as a
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The United States has used economic denia against nine nations since 1945, including against
China and the former Soviet Union. The denials had little effect on these two large powers because at the
time their economies were not much dependent on foreign trade. Smaller nations which had economic
denia applied against them suffered less than they might have because their Chinese or Soviet patrons
bailed them out.*® Paradoxically, economic denial could work more effectively now against China than
during the Cold War because Chinais highly connected to the global economy, but it would also hurt the
United States economically due to the high level of economic interdependence between the two
nations.*® Which country would be hurt worst is debatable, but undoubtedly both would suffer
substantially from such policies. Whether they like it or not, both economies are highly dependent on
each other. Their economic interdependence has been referred to as the foreign-exchange version of the
Cold War stalemate based on “mutually assured destruction,” as “mutually destructive protectionism,” or
perhaps “mutual economic destruction.” *®®

Economic warfare against Chinais unlikely to be effective for other reasons aswell. Unlessit
appears provoked by China s actions, economic warfare would likely garner very little support from the

international community and would hurt United States diplomatic and political power. Economic warfare

rarely works when only one nation appliesit. To be effective, it requiresal of America strading partners

threat, and that the loosening of trade restrictions by the Clinton administration vastly improved China’s military
power with transfers of strategic high-technology, pp. 7, 11.

1% |bid.

" Ibid., 265

168 wp Wary Respect,” The Economist, October 24, 2009; Kenneth Lieberthal, “The China-U.S. Relationship Goes
Global,” Current History, September 2009, vol. 18, no. 719, p. 246; However, as is argued in Steven Dunaway, “The
U.S.-China Economic Relationship: Separating Facts From Myths,” Council on Foreign Relations, November 16,
2009, the U.S. may not be as dependent upon China economically as many believe, in addressing the following
“myths:” Though China is a major customer for U.S. debt, it is not America’s banker, and U.S. is not dependent
upon China to finance its budget deficits. There are plenty of other willing public and private sector buyers. The
U.S. is not heavily dependent upon cheap Chinese goods as all the goods China exports can easily be imported
from other countries or produced domestically. China is actually more dependent upon the U.S. as a market for its
goods than the U.S. on China.

58



to work in unison aswell as support from an international organization. China has worked diligently
devel oping strong trading and diplomatic relations with other nations to prevent coalitions from
developing against its interests. “Only amilitarily aggressive, heavy-handed, unilateralist Chinese
foreign policy would create the political conditions necessary for acompound containment strategy
against China” ' Absent those conditions, which are possible but not likely given China’s pragmatic
leadership, economic warfare would create a self-fulfilling prophecy. AsJoseph Nye put it, “The best
way to make an enemy of Chinaisto treat it like one.” *

Even were the United States able to weaken China economically through containment efforts, it
again raises the question as to whether aweak China unable to deal with itsinternal problemswould be a
greater global stability risk. Moreover, in pursuing such a course, the United States would shut off
potential positive cooperative opportunities and lose out on those benefits to competitors from around the
globe. '™

Perhaps no one disagrees with the use of engagement strategies over containment or balancing

ones more strongly than John Mearsheimer. Mearsheimer has vehemently argued that American policies
seeking to engage, not contain, Chinaand integrate it into the world economy so that it becomes wealthy
and content with the existing international system, are misguided. According to Mearsheimer, China will
seek regional hegemony regardless of how well the United States and the existing system treatsit,
because that is the best way for Chinato ensureits survival in arealist world.*™

One possible criticism of Mearsheimer’s offensive realism theory which forms the basis for his

opinions regarding Chinaisthat it does not take into account the cost of war. The conflicts which

inevitably result from seeking hegemony are costly and make conflict inefficient to the point they actually
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make states less secure. Eventually, the repeated costs of fighting wars decrease the state’ s power.
Additionally, even successful expansion tends to |ead to overstretch with its accompanying negative
impacts on the state’ s domestic economic base.'” Being aware of these costs and inefficiencies, states
may in fact be lesslikely to engage in seeking hegemony as a means to ensure its survival.

Asformer national security advisor Zbigniew Brzezinski has pointed out, today’ sworld is much
different than the one where hegemonic powers could go to war without destroying each other as
societies; the nuclear age has altered power politics significantly.’* Mearsheimer’s argument regarding
China aso assumes that most of China' s neighbors, to include Japan, India, Singapore, South Korea,
Russia, and Vietnam, would join with the United States to contain China' s power.” Thetrendsin
relations among Asian nations do not necessarily support that assumption. There has been increasing
tendencies among Asian nations to develop closer relations with Chinaand in fact accommodateit in
most instances. Thereislittleinterest throughout Asiain balancing or containing China.*® As
mentioned above, only a militarily aggressive, heavy-handed, unilateralist Chinese foreign policy would
create the political conditions necessary for most Asian states to support containment efforts toward
China. That is not to say that Chinawill not at some point down the road when it believes it has achieved
the necessary levels of power and influence, refrain from taking those types of aggressive moves.
However, until other nations are convinced they will, those nations are unwilling to take steps now to
prevent what might happen at some point in the future.

Attempts by the United States to resist or contain China s “peaceful rise” would be unpopular in

much of Asia. Most Asian nations are more prone to accommodate or bandwagon with Chinathan to
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balance or contain, and they would be unwilling to support United States efforts toward the latter absent

some overly aggressive or threatening behavior by China.*”

Many are merely hedging and desire the
continued presence of the United States in the region to help ensure China remains a good neighbor. All
East Asian states, including China and North Korea, desire good relations with America; none of them,
not even China, want to exclude the United States from the region.'”® More attention to and involvement
in the region by the United Statesis desired. What is not wanted is heavy-handed United States behavior
in the region, particularly in regardsto China. Asian nations do not want the United States creating
potential instability through containment efforts, and they do not want to be put in the position of having
to choose between either China or the United States. Asa senior Singapore official advised in 2005, “Our
worst fear isto get two simultaneous phone calls, one from Washington, the other from Beijing, asking us
to take sidesin aconflict.”*” In the opinion of Australian security specialists, the ability of the United
States to contain or pressure China has long been weakened by Asian nations' unwillingness to choose
between the two. Absent irresponsible actions by China, itsinfluencein Asiawill likely grow. Thisis
not to say that the influence of the United States cannot grow along with it, and it is worth noting that it
grows from amuch more powerful base.™®

Pulitzer Prize winning international relations expert Walter McDougall is of the opinion “...we
should not even whisper the word ‘ containment’ with respect to China, for instance, lest we dip half
aware into another protracted cold war.”*®! Instead of containment policies, McDougall suggest the
United States do three things in response to arising China: promote aregional security framework in

which Chinawill participate, determine how far and precisely where Chinese power would have to extend
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before United States' interests are truly threatened, and if the first fails, maintain the alliances and military
presence needed to actively balance Chinain case the second occurs.’® McDougall has no faith in the
United Nations to resolve any meaningful issues. Regarding any crisis, if the great powers and relevant
local powers are in agreement or at least do not dissent, there is no need for the UN. When those powers
do not agree, “the UN isimpotent.” %

McDougall supports George Kennan's commonsense policy regarding America s behavior and
pursuit of its national interest: “...It would restrict our undertakings to the limits established by our own
traditions and resources. It would see virtue in our minding our own business wherever there is not some
overwhelming reason for minding the business of others.” *** Determining when that ” overwhelming
reason” has been reached is the challenge, all the more importance in regards to Chinafor determining
when the interests of the United States are truly threatened by Chinese power.

Retired General and former National Security Advisor and Secretary of State Colin Powell shares
the opinion that containment is not the best policy, nor does he believe military strength to be the most
important element of American national power in today’ sworld: “Our strategy of containment died with
the Soviet Union.” Powell further believes that “In this new world, economic strength will be more
important than military strength. The new order will be defined by trade relations, by the flow of
information, capital, technology, and goods, rather than armies glaring at each other across borders.”
Powell adds that “ Nations seeking power through military strength, the development of nuclear-weapons,
terrorism, or tyrannical governments are mining ‘fool’sgold.” They can never hope to match or challenge

the military and economic power of the free world led by the United States.” *®
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Some experts believe the simple fact is the United States cannot stop China' s rise short of
preventive war. It could perhaps slow it for atime through hostile economic policies, since containing
China s power would require containing China' s economic growth, upon which all else depends.**
Instead, the United States' policy should seek to accommodate China' s interests where they do not
threaten America’ s vital interests, but draw clear lines when they do. A balanced strategy of
accommodation and strength is favorably disposed to ensure a maximum convergence of American and
Chinese interests.'®” Since it appears no longer possible to isolate or contain China, the United Statesin
effect has no reasonabl e option but to engage, and should attempt to do so in a manner which maximizes
the many potential opportunities.'®®

Asit often the case, the most effective United States policy regarding Chinais probably
somewhere in the middle between containing or balancing China and accommodating it. It isapolicy
which involves a degree of hedging, which the United States has done. For example, the United States
has sought closer engagement and cooperation with China regarding economic relations, but also taken
repeated political, military, and economic stepsintended to pressure Chinato change its political system

or conform to international norms supported by the United States.'®

Australian political science
professor William Tow suggests the best approach for achieving conflict avoidance in the Asia-Pacific
region is a carefully integrated utilization of both realism and liberalism, what he terms a* convergent

security” approach.'® This he defines as a“managed transition from aregional security system based
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predominately on realist-oriented bilateral security arrangements to one based increasingly upon regional
multilateral arrangements.” *** Thisisindeed the trend being played out in the Asia-Pacific region today.
Attempts by the United Statesto “encourage” or push Chinato move away from communist rule
and toward democracy would be unwise and unfruitful. For one, it would be seen by China and other
countries as “meddling” by the United States and an example of the United States trying to shape the
world initsownimage. Furthermore, if Chinawants to become and stay a superpower which can
compete with the United States economically and in global influence, it will likely have to eventually
move away from a communist authoritarian rule. Autocraciesin general can act as a brake on creativity
and ingenuity, traits which are key drivers of vibrant long-term economic growth. Asthe country
continues to modernize, the Chinese people may become less and less tolerant of such rule and seek more

192

ability to be heard and compete.™ Arguably, it was economic growth in South Korea and Taiwan which

spurred political development and the move toward a more pluralistic and democratic form of

government.**®

If the existing government in Chinafails to adapt to these changes and away from
authoritarian rule, it will be under increasing risk of being overthrown. It may not happen in the near
future, but over time the pressure to change may become overpowering. That is not to say there will ever
be a movement in Chinatoward a Western style democracy, just that the government will eventually
acquire more democratic characteristics.

A critical dynamic in Chinaover the coming decades will be the growth of a potentially
enormous middle class. Western thought generally considers a growing middle class to exert pressures on
government for democratic changes; certainly toward a more pluralistic and participatory government.

While China s leaders are cognizant of this potential source of instability and pressure for regime change,

they appear confident that the rising middle class will instead be a source of social and economic
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stability.** Timewill tell, but perhaps a greater potential source of social instability is the ever
expanding interaction of the Chinese population with the outside world in terms of trade, investment and
education as China continues to increasingly integrate with the global community.**®

On the other hand, China has served as a shining example to other authoritarian governments of
devel oping a dynamic economy while maintaining total control on political power, and this no doubt has
contributed to the seemingly declining appeal of democracy.’®® It is often suggested that democraciesin
fact can hamper a country’ s progress in the absence of sufficient structure to properly support it such as
rule of law, protection of human rights, and checks on government power. Accordingly, it would be
unwise to push for democracies in such circumstances.™’ This supports the argument of those defending
the “East Asian model” in which economic development precedes democracy.

The United States must continue to pursue its national security interests, but should prioritize
goals on achieving and maintaining stability around the globe, not the idealized pursuit of spreading
democracy. The chalengeisin overcoming suspicions and opinionsin many countriesthat Americais
seeking to westernize the rest of the world. Actions and strategic communications are both critical in
such efforts. That is not to say America should shrink from promoting certain Western ideals and policies
which are most likely to promote stability, but the focus should never be on replacing existing cultures
with aWesternized one. “The belief that non-Western peoples should adopt Western values, institutions,
and culture isfalse, immoral, infeasible, and dangerous.” **® Huntington believes that Western
intervention in the affairs of other civilizations may be the single most dangerous source of instability and

potential global conflict intoday’ sworld. *Survival of the West depends on Americans reaffirming their
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Western identity and Westerners accepting their civilization as unique, nhot universal, and uniting to renew
and preserve it against challenges from non-Western societies.” Huntington stresses that it is crucial for
the United Statesto closely align with its European partnersin order to protect the interests and val ues of

the civilization they share.
Importance of Existing International System and Multilateral Institutions

For all the complaints about American unilateralism and unwillingness to work with multilateral
ingtitutions, it is conveniently overlooked by many that the existing global economic order which gave
birth to and nurtured globalization was created largely by the United States. Following World War 11, the
United States was the driving force behind the creation of the United Nations (UN), International
Monetary Fund (IMF), World Trade Organization (WTO), World Bank, North Atlantic Treaty
Organization (NATO), General Agreement on Trade and Tariffs (GATT), and other institutions which
provided the most rule-based structure for political and economic relationsin history.'® Assuch, the
global order established by the United Statesis * built around multilateralism, alliance partnership,
strategic restraint, cooperative security, and institutional and rule-based relationships.”® In addition, the
European Union (EU), which has been a tremendous tool for economic development in Europe, tracesits
origins back to the Marshall Plan and the insistence by the United States that European countries desiring
funds through the Plan first establish some type of mechanism among themselves for cooperation and
coordination.

In Asia, the United States continues to participate in the Asia Pacific Economic Cooperation
(APEC), which consists of Pacific Rim countries. However, China has shown little interest in
participating in APEC and hastried to steer othersin Asiatoward the Asiafocused East Asia Summit

(EAS). Though of late the United States has expressed interest in having somerolein EAS, China has
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worked to prevent the United States from having any involvement in EAS or the Association of Southeast
Asian Nations (ASEAN) and ASEAN+3 (which includes China). China s movesto strengthen tiesin
Asiaand to promote Asian organizations that exclude the United States reflect a desire to prevent the
United States from any attempt to contain China or to intervenein a Taiwan conflict. China seemsto
have adopted a policy of trying to gradually limit the influence of the United Statesin Asia®® Itis
important for the United States to step up its level of engagement with Asian nations and take initiative in
setting up meetings and summits. In order for these engagements to be productive, the direct involvement
of the President and high-level officiasis required.”> One proposal has been that Chinaand the U.S.
engage in an informal G-2 which would supplement, not supplant, the existing steering committees,
including the G-7/8 and newly dominant G-20, and the multilateral institutions such asthe IMF and
WTO. The Strategic and Economic Didogue (S&ED) initiated by the Obama administration and Chinese
leaders, which met in July 2009 as a successor to the Senior Dial ogue and Strategic Economic Dia ogue
(SED) began in 2006 by the Bush administration, appears to be moving in the direction of aninformal G-
2 between the two.”®

It isimportant for the United States to be heavily involved in Asian related multilateral
organizations regardless of their effectiveness so that the United States has a seat at the table, opportunity
to perhaps shape policies, and perhaps most importantly to show the United States is strongly committed
to the region. However, because the existing multilateral organizations have been ineffective for the most
part, it is equally important for the United States to maintain its key bilatera relationships.”® The
diplomatic tightrope does necessitate the United States ensuring the bilateral policies do not conflict with

multilateral engagements and vice-versa, and that is no simple challenge. Once again, much of the
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difficulty concerns perception. For example, Chinainvariably perceives United States bilateral or
trilateral engagements with countrieslike India and Japan as attempts to contain China.

There are a number of reasons which help explain the decision by the United States to rely upon a
“hub-and-spokes’ bilatera relationships policy in Asiarather than the NATO type aliance preferred in
Europe, among them being a mix of racial, historical, political and cultural factors.?® In the post World
War 1l environment American policymakers tended to view their European alies as peers and members
of a shared community, while viewing their potential Asian allies as part of avastly different, and perhaps
inferior, culture.®® Europe possessed a collective regional identity with which the United States readily
identified, while such an identity was sow to emerge in Southeast Asia. Europe was considered a
relatively homogenous place with the range of geographic and popul ation sizes across the continent
relatively insignificant.?®” This stood in stark contrast to Asiawith its wide variances in country size and
distance between them. European countries are relatively affluent with devel oped economies, while
economic circumstances vary greatly throughout Asia, and cultural backgrounds are much more diverse
than in Europe.®®

Although the United States attempted to establish a multilateral aliance in Southeast Asia, the
Southeast Asian Treaty Organization (SEATO), at roughly the same time it established NATO, it was
never multilateral in the same sense as NATO.?”® Whereas the NATO treaty contains a commitment to

collective defense stating that an attack on one will be considered an attack on all, the SEATO treaty
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merely classified such an attack as athreat to peace and safety. Under the SEATO treaty, the United
States retained the option to act bilaterally or unilaterally. NATO was established in the face of a
perceived singular threat of a potential massive Soviet assault in Western Europe. There was no such
singular threat existing in Southeast Asia. In addition, there was a wide discrepancy in the abilities and
capabilities of Asian nations to provide security assistance. Finaly, in essence there existed beliefsin
Americathat Europe was simply more important to the United States than Asia®® All of the above
factors worked against atrue multilateral alliancein Asialike NATO, and go far in explaining why the
United States has relied primarily on bilateral relationshipsin Asia.

Of at least equal importance to the multilateral and bilateral relationships, the global economic
system put in place following World War 11 by the United States and other Western powers has played an
important role in aiding the development of a global economy and ensuring global stability. It has well
served the interests of the United States, no doubt providing the United States important advantages, but it
has also served well devel oping economies such as China.?* “Unlike the imperia systems of the past,
the Western Order is built around rules and norms of nondiscrimination and market openness, creating
conditions for rising states to advance their expanding economic and political goalswithinit.”#? The
system hasits flaws and isin need of considerable reform, especially as aresult of the current global
economic crisis. Whilereformis needed, it would be destabilizing for the global economy were radical
reforms made to the existing system.

So far, the most meaningful rumblings of desired reforms have come from China and a number of
other countries suggesting a replacement be considered for the U.S. Dollar as the internationa reserve

213

currency or global regulation of all banks.“ Such a change would be a serious blow to the United States;
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the protection of the U.S. dollar as the international reserve currency iscritical in preserving America’'s
global economic and political power.?** While Chinamay well seek some reforms or changes to the
exiging system as it grows in power and influence, it does not appear so much interested in seeking to do
away with or radically ater the existing system, asit isin mastering the system to advance itsinterests.”*
So far, the system has well-enabled China srise. Nonetheless, many experts are of the opinion that the
exigting systemisin need of fairly significant reform and strongly suggest the United States |ead those
efforts, which must incorporate the interests of developing nations like China, in order to avoid the others
from seeking more radical overhauls of the system.?™® The existing global order provides the best means
to accommodate arising China and any associated power shifts. “Theroad to global power, in effect,

runs through the Western Order and its multilateral economic institutions.”’ Efforts by the United States

to strengthen and reform the existing system will be critical for United States national security interests.

world’s reserve currency. It would be a massive undertaking in that the dollar is used for 43 percent of all cross-
border transactions and 66 percent of the world’s central bank foreign currency reserves are in dollars. Most
global contracts, especially those for oil, are denominated in dollars.

214 Ashley J. Tellis, “The Global Economic Crisis and U.S. Power,” Strategic Asia 2009-10, p.13); For an explanation

of why this is important, see the 2009 Report to Congress of U.S.-China Economic and Security Review
Commission, 26. The U.S. dollar became the world’s official reserve currency following World War Il and was used
to establish a fixed rate of exchange among currencies. A reserve currency is held by governments, businesses,
and individuals as an asset whose value is market based. Parties hold reserve currencies for reasons to include: as
a hedge against inflation, a means of exchange to pay for imports, and to protect against a potential run on a
country’s own currency. Central banks hold a reserve currency in lieu of gold or other precious metal deposits.
The U.S. dollar has been favored as a reserve currency because the U.S. has the world’s largest economy and is the
largest trading country, the global market for the dollar is broad and liquid, and the U.S. economy and its political
system are considered stable. There are a number of advantages the U.S. gains from the U.S. dollar being the
official reserve currency: the U.S. can issue bonds denominated in dollars which allows it to borrow without fear
that a fall in the dollar’s value will increase its debt, the U.S can choose to inflate its currency and reduce the
burden of its debt, and U.S. currency held by foreigners becomes basically an interest-free loan to the U.S.
government.

215Medeiros, “Is Beijing Ready for Global Leadership,” Current History, p. 251
216 Bergsten, et. al., China’s Rise: Challenges and Opportunities, 238; Ikenberry, “The Rise of China and the Future
of the West,” 33

2 lkenberry, “The Rise of China and the Future of the West,” 32

70



China often pursues strategies which conflict with norms and rules of the existing global order,
but it should be noted that the United States and EU sometimes do as well. While that does not suggest
the existing system should be scrapped, it does suggest reform is needed. Likeit or not, Chinaisan
economic power and reform to the existing global economic system necessarily should encourage its full
participation. It isnot about treating China as a global power “equal,” but about recognition of China as
an economic power with increasing global influence. To be successful, reforms to the existing system
must have China's input and support, not its inattention or active opposition. Reforms of this magnitude
cannot, and will not, occur overnight, and certainly not without considerable debate and negotiation. One
suggested approach has been for the United States and Chinato engage in the proposed informal G-2
talks or continuation of the S& ED talks as mentioned previously, beginning with one or two prominent
issues of global concern to both. Suggested issues have included climate change and sovereign wealth
funds.”*® The hope being that focusing on select specific issues will lead to consensus on reforms which
can then be applied across other areas, enabling discussions on other reforms to the existing system.
History shows that the global trading system either trends toward liberalization or sinks under the weight
of protectionism and mercantilism.”*® At present, China appears to be pushing toward the latter; it will
require a concerted and persistent effort by the United States to coax it in amore positive direction.

In order to consider other ways in which the United States and China can work together, an

examination of potential common interestsisworthwhile. Since China' s primary focus has been on its

218 Ibid., 12-24. Bergsten’s optimism that the climate change summit in Copenhagen would lead to progress in
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herein, China’s refusal to adopt a flexible exchange rate policy has been a prime cause of global trade imbalances
and represents a considerable challenge to the international monetary order. China’s sovereign wealth fund, the
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region, and will remain so for some years to come, the most relevant interests would be those common to
Asia. The most important interests of the United States in East Asiawould include: stability in the
Taiwan Strait and peaceful resolution of the Taiwan issue; the denuclearization and ultimate unification of
the Korean peninsula; the preservation of the U.S.-Japan alliance and maintenance of Japan’s hon-nuclear
status; the peaceful resolution of China' s maritime disputes with its neighbors and the preservation of
commercia navigation in the South China Sea; and the preservation of economic opennessin East
Asia” For the most part, China shares these same interests and it and the United States are in broad
agreement on the goals.? Though they may differ on how to achieve some of the goals and certainly
China does not desire a strong U.S.-Japan alliance, there is considerable common ground and disputes

over means to achieve goals are easier to resolve than disputes over goals.?

Competition or Threat

Apart from common interests and areas of possible agreement or disagreement, China and the
United States will continue to be engaged in some level of competition.

“Every morning in Africa, a gazelle wakes up.

It knows it must run faster than the fastest lion or it will be killed.

Every morning a lion wakes up.

It knows it must outrun the slowest gazelle or it will starve to death.

It doesn’t matter whether you are a lion or a gazelle.

When the sun comes up, you better start running.”

--African proverb™?
Should the point of this simple lesson elude the United States, those predicting the decline and

demise of Americawill be proven right. Americacanill afford to be complacent at thismoment in

history. Countrieslike China and India are hurtling forward into the future, seemingly seized of the
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energy, drive and innovation which propelled Americato power. Now is not the time to tread water or
merely drift, else the United States will be swamped by the waves from a surging Asia. Being theworld's
most powerful country does not come with a guarantee or entitlement, and one can never rest when they
areon top. The naysayers predicting America s decline are often on target when they mention the
problems facing America. The problems are real and they must be addressed; chief among them being
the out of control federa deficit and needed financia reformswithin the U.S. financial system, aswell as
the need to re-energize the country and recapture its technological and innovation edge.

Whether or not it is at present, Chinawill be a peer competitor of the United States in the future.
To indulge momentarily in sports anal ogies, America remains the reigning champion, the consensus
number one by any standard. What should America’ s response be to a strong challenge from arapidly
rising China? The United States should embrace the challenge from the challenger and simply striveto
outperform China; using it as motivation to become stronger, faster, and better in order to overcome any
and all challengers. Americawas built with an attitude of never shrinking from challenges, but meeting
them head-on. Responding to the challenge and striving to outperform has nothing to do with
containment or balancing. Nor should a challenge be construed as athreat. The crown of champion does
not accrue to the complacent. Remaining the best requires constant effort and drive. In the age of
globalization, no nation is better suited and positioned to thrive than the United States, but the United

States has to utilize the assets and advantages it possesses.”

*** Thomas Friedman has described the attributes most needed to thrive under globalization and which the U.S.

possesses as the following: 1) an ideally competitive geographic position allowing the U.S. to easily interact with all
three key world markets — Asia, Europe, and the Americas; 2) A diverse, multicultural, multiethnic, multilingual
population that has natural connections to all continents, bound together by a single language; 3) diverse,
innovative and efficient capital markets which encourage venture capitalism and resulting innovation; 4) honest
legal and regulatory environment in which domestic and foreign investors could always count on a reasonably level
playing field; 5) accepting of new immigrants enabling siphoning off of best brains in the world; 6) a democratic,
flexible federal political system; 7) flexible labor markets which promotes competition; 8) strong rule of law; 9)
tolerance of the oddball and a deeply entrepreneurial culture; and 10) free flow of information. Thomas L.
Friedman, The Lexus and the Olive Tree (NY: Random House, 1999), 368-373
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Asin any competition, however, it is of critical importance that all sides play by the same set of
rules. If, for example, Chinarefuses to play by established international norms and standardsin enforcing
intellectual property rights, the United States cannot sit idly by and alow that type of competition. By the
same token, the United States should refrain from erecting unprovoked trade barriers.? It is much more
than a competition, of course, and the stakes are enormous. The potential opportunities represented by an
economically strong Chinaand continued strong America are boundless, and the potential benefitsto the
world immense.

China and the United States will always disagree on many things and there will always be
conflicts, just as there always are between any major powers. They are unlikely to be, and do not need to
be, partners, but given the potential power and influence the two countries will yield in the years to come,
itiscrucial they be able to work together on those issues of key importance to theworld. While their
cooperation will not always guarantee success, many of these issues can be addressed most effectively
through their collective efforts. Conversaly, very few of the most pressing issueswill be successfully
resolved absent that cooperation, particularly where China and the United States actively oppose each
other. The“rise” of Asiadoes not correlate to the inevitable decline of the United States or the West.”®
Not only can the existing global order accommodate the rise of Chinaand Asia, Asia has offered little

new in terms of changes to the system, and in fact it can be argued Chinais more concerned that the

2 As noted previously, there remain numerous and continuing trade disputes between the two nations, a detailed

discussion of which can be found in Congressional Research Service Report to Congress RL 33536, China-U.S. Trade
Issues, by Wayne M. Morrison, June 23, 2009. The major trade issues include the trade deficit, health and safety
concerns over certain imports from China (particularly food and consumer products), China’s poor regulatory
system, China’s currency policy, violation of IPR, textile and apparel products, and Chinese industrial policies used
to promote and protect China’s domestic industries. Since it became a member of the WTO in 2001, China has
continued to promote the development of several industries (autos, steel, telecommunications, and high-
technology products) deemed by the government to be important to China’s future economic development and
has implemented policies to promote and protect them, contrary to China’s WTO commitments. SOEs also
continue to receive direction and subsidies from the Chinese government inj violation of the WTO commitment to
make them operate according to market principles. The U.S. has brought eight WTO dispute resolution cases
against China, five of which have been resolved or ruled upon. China has brought three against the U.S. The S&ED
process is intended to help in creating conditions to prevent or resolve many of these trade disputes.

226 lkenberry, “The Rise of China and the Future of the West,” 24
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United States will abandon its commitment to the system than it is with pursuing anew set of Asian-
focused rules and institutions.??” Rebalancing the global economy, stemming climate change, and
containing the nuclear ambitions of Iran and North K orea are among the most pressing issues facing the
world; all require China-U.S. teamwork and are in the interests of both countries. All of the above, of
course, flies squarely in the face of traditional realists strategies, but as has been highlighted, the U.S.-
Chinarelationship is too complex, dynamic, and important to entrust in rigid adherence to theories.

It was the development of aworldwide system of trade and finance that made Great Britain and
the United States rich, and “those riches were what gave them the power to project the military force that
ensured the stability of their international systems.”?®® Thisis alesson which does not appear to have
been lost on China. “What we now call globalization — the growth of an international economic system —
is one of the most important historical developments of the last five centuries.”? Throughout most of
America’ s history, the global economic order was centered on Great Britain. America s dependency upon
that order complicated its relationship with Britain and caused continual tension between the dominant
power Britain and the rising power America. The United States regularly worried about whether Britain
would use its global economic power in ways which would either benefit the United States, or at least not
unduly impact it; whether to oppose British power or embrace them as an ally and utilize the relationship
to maintain the balance of power in Europe and Western Hemisphere. Concerns of possible war with
Britain over clashes of interests were prevalent well into the twentieth century. A fair amount of distrust
existed between the two nations over the other’ sintentions and goals. As British power declined,
concerns shifted to whether Britain could maintain control of the global economic system, and if not, and

what the United States should do if, and when, it failed.”® Despite these constant tensions between the

27 |bid.
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two powers, the United States and Great Britain developed one of the world’ s longest, strongest, and most
important alliances; one which remains invaluable to this day.

There are important similarities between the development of the U.S.-Great Britain relationship
and the current U.S.-Chinarelationship. The United Statesis the global economic leader and maintai ner
of the global economic system and Chinathe rising power whose growth remains heavily dependent on
that system and the manner in which the United States wields its power within it. The challenges,
disputes, levels of distrust, and conflict involved in the U.S.-China relationship differ in most respect
from those which existed historically between the United States and Britain, but the latter challenges were
also many and complex, yet they were overcome. However, the United States does not share the common
cultural heritage with Chinathat it did with Britain. Y et despite the differences and important
distinctions, the potential exists for valuable collaboration and collective action among China and the
United States in support of the global economic system. It would be unreasonable to expect the two
would ever develop the partnership which has existed between the United States and Britain, but the
United States and China share many common goals and interests. Together, they can do much more good
for each other and the world than either can accomplish alone. It would require changes on the part of
both nations. In general, the United States must accept China as a global economic power and treat it asa
peer. China, inturn, must act like one and become the responsibl e stakeholder in the global system
required of one who desires to be a global power.

Walter Russell Mead asserts that the American Monroe Doctrine was not only not isolationit, it
amounted to the recognition that American security depended on the balance of power in Europe and that
the United States would step in to prevent an anti-democratic power from overturning that power balance,
just as Americadid in two world wars, the Cold War, and asit would do in Asia. The Monroe Doctrine
lives on in American foreign policy.?" Thiswould seemingly come into considerable conflict with a

possible strategy which has been suggested for China: “China may want to shift influence away from the

2! bid., 81-82
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United States to create its own sphere of influence, akind of Chinese Monroe Doctrine for Southeast Asia
where countries would subordinate their intereststo China s, and would think twice about supporting the
United States.” ®* Perhapsit is not so farfetched if one visualizes arising Chinain the place of the
Americaof the 1820s. Thereisasignificant distinction, though, between the dominant power exhibited
by the United Statesin Asiatoday and that possessed in the Western Hemisphere by Britain or any
European power in the 1820s.

The most significant of China s considerable internal problems are long term in character.
Chinese leaders are well aware China can never be strong abroad until it is strong at home. Its focus will

be on internal development issues for decades to come.”*

America s policy choiceswill be instrumental
in casting the nature of the future relationship with Chinaand itsdirection. “If the United States
transforms an economic and intellectual competitor focused on its own internal development into an
international adversary, it will have committed a strategic blunder of breathtaking and historic
proportions.” 2

In looking at the U.S-Chinarelationship, the thoughts of esteemed military strategist Carl von
Clausewitz provide useful perspective in examining the relative strengths and vulnerabilities of the two
nations. “One must keep the dominant characteristics of both belligerentsin mind. Out of these
characteristics a certain center of gravity develops, the hub of all power and movement, on which

everything depends. Thisisthe point against which all our energies should be directed,” according to

Clausewitz. “Thefirst task...in planning for war isto identify the enemy’s center of gravity, and if

232 joshua Kurlantzick, “China’s Charm Offensive in Southeast Asia,” Current History, September 2006; John

Mearsheimer also argues that China will develop its own version of the Monroe Doctrine, directed at the United
States, and just as the United States made it clear that distant powers were not to meddle in the Western
hemisphere, China will assert that American interference in Asia is unacceptable. Mearsheimer, The Tragedy of
Great Power Politics, 401

233 Lampton, The Three Faces of Chinese Power, 250

234 Ibid., 254; as noted in a quote from a Professor of Strategy, Singapore (June 2005) on p. 252: “Bad American

policy is the most significant driver of where China leads.”
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possible, trace them back to asingle one.” * China’s center of gravity istied to continued economic
growth and related domestic stability. It iswhat provides China global power and influence and isthe
key for the Chinese Communist Party to maintain control over China's population of over 1.3 billion.
Recognition of the center of gravity is critical, not only asto how the U.S. addresses potentia China
threats in formulating national security strategy, but in developing America sforeign policy in general.
China has potential far-reaching impacts on U.S. globa interests and these types of considerations have to
be factored into U.S. foreign policy decisions. As China has no doubt determined, terrorists have
demonstrated they know how to apply their tactics (IEDs, suicide bombs, and the Internet) against what
they have identified as America’s strategic center of gravity; U.S. political will and resolve.”® China of
course has other possible means to target that political will, not to mention its alleged attempts at
influencing U.S. policy through campaign contributions and lobbying during the Clinton
administration.”’

The fact that a significant portion of the global population is unable or unwilling to participatein
the global economy is perhaps the greatest source of global instability and continues to be one of, if not
the key, global security challenges. “What the world confrontsis a clash not between civilizations but
between a modern, globalizing civilization and pockets of illiberal resistance.”**® China’s continued
economic development and modernization can be invaluablein global stability efforts. The more China
and other Asian countries can help open markets and enabl e those heretofore unable or convince those
unwilling to participate in the global economy, the more stable the world will hopefully become.

Besides the potential negative economic consequences to the United States and the rest of the

world, an economically weak China could present a number of other instability concerns. An
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economically weaker Chinawould be at increased risk for internal strife. Socia unrest in China could
lead China s leaders to exploit nationalist passions and seek more aggressive risks externally generating
higher likelihood of conflicts with other nations.? In terms of instability, thereis perhaps more to fear
from a collapsing rather than arising China.®*® “History suggests that aweak and resentful China has
been more trouble for its region and the world than a strong one.” " “It isin the outside world's best
interest that China be effectively governed because if Chinese do not do so, no oneelse can.” “The

consequences of failure in Chinawill not remain confined within its borders.?*

AsMalaysian Prime
Minister Abdullah Badawi stated, “Talk of Chinaas athreat presupposes it has a planned agenda. | don’t
think it has one. If China seconomic reforms fail miserably, there will be no need for an agenda; the

outflow of people will knock us all down.”**

It bears repeating that perspective iscritical in evaluating
strategic options, as former President William Clinton said in 1999: “As we focus on the potential
challenge that a strong China could present to the U.S. in the future, let us not forget the risk of aweak
China, beset by internal conflicts, social dislocation, and criminal activity; becoming a vast zone of
instability in Asia”?* Then again, considering the numerous accusations and investigations involving

alleged Chinese attemptsto “buy” influence within the Clinton administration, it is not always asimple

matter to obtain clear perspective.
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CONCLUSION

“Qur future history will be more determined by our position on the Pacific facing China than by
our position on the Atlantic facing Europe.”

--Theodore Roosevelt, 1905

These were prescient words by Theodore Roosevelt, uttered over a hundred years ago when
Americawas the rising power and Great Britain was worrying about losing its supremacy. Now Chinais
becoming increasingly powerful, the relative power of the United States is decreasing, and the significant
separation between the two will continue to narrow. It won’t happen overnight, but an economically
strong Chinawill continue to narrow the gap. So what should the United States do about it? Does an
economically strong Chinathreaten its national security interests? Aswith everything involving the
complex relationship with China, there are no clear cut answers. China has the potential to affect United
States national security interestsin myriad ways. Y es, an economically strong China provides the means
for amore formidable Chinese military. But the primary threat to the United States does not derive from
military capabilities. It ishighly unlikely Chinawould confront the United States directly militarily (with
the possible exception of aconflict over Taiwan). Chinaiswell aware the United States military isin a
league of its own. A more powerful military doesincreasingly provide China potential capabilitiesto
deny the United States access, but it would be at a point much farther into the future before Chinawould
even consider confronting the United States in that manner.

Instead, economic strength provides China power and influence it can exploit in any number of
ways. It can certainly affect the United States economically through competitive means, trade
restrictions, changing the international system to provide it competitive advantages, and applying
pressures through its holdings of United States debt. More importantly, though, economic strength
provides China power and influence which it can use as a counter to American power and influence.
China's strategic goals are not focused on overcoming or defeating the presence of the United Statesin
Asia, they are all about preventing the United States from being able to interferein Chind sinternal

affairs. The power and influence of the United States which most concerns Chinais that which could
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prevent Chinafrom continuing its economic development and which they perceive asinterferinginits
internal affairs. The fact that Chinatends to view most actions and policy of the United States through a
lens which perceives those actions in Asia as attempts to interfere in China sinternal affairs or to contain
China's growth, is problematic. On the other hand, China has no illusions of its ability to, nor does it
have the desire to, replace the United States as a global power anytime in the foreseeable future. China
just wants to ensure the United States is not so powerful that it can interfere in China s affairs asit
pleases.** In other words, the problem or threat the United States faces from an economically strong
Chinais not necessarily evident from its strategic goals, it isin how China perceives and reactsto policies
and behaviors of the United States.

An economically strong China could pose some threats to United States national security
interests, but does the alternative really present a better scenario? An economically weaker Chinaalso
carrieswith it significant threatsto United States national security interests. It would undoubtedly lead to
instability in China. Instability in a country with twenty percent of the world’ s population is a dangerous
proposition. Instability would likely spread throughout Asia, and it would require considerable attention
and resources from the United Statesto address. America s national security interests are best served by
global stability, and an economically strong China, not an economically dominant one, provides the better
opportunity for stability.

If an economically strong Chinais considered favorable for United States interests, how does the
United States manage that growth and not be surpassed as the globa economic leader at some point in the
future, thereby losing the many advantages it derives from that level of influence and control.
Containment is not a viable option, nor is outright accommodation. A mix of the two would have to do.

It means focusing on the opportunities associated with an economically strong China, and there are many,

while picking the right spots to pressure or oppose China, and there will be many of those as well.

1t should be noted again, though, that China’s affairs and interests increasingly cut a wider and wider swath

across the globe, thereby increasing the risks China could view actions as interfering in its “affairs.”
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Asformer Singaporean Ambassador to the United Nations Kishore Mahbubani has noted, too
many Western minds are looking only at the dangers associated with Chinaand Asia srise; few are
looking at opportunities.* Thereisindeed tremendous opportunity for the West and the rest of the world
in the modernization and economic development of China. America must not close its mind to those
opportunities and needs to consider the opportunities in its strategic planning and in the actions it takes.
As Samuel Huntington states in his book, The Clash of Civilizations, “...the peoples and governments of
non-Western civilization no longer remain the objects of history as targets of Western colonization but
join the West as movers and shakers of history.” %

In 1957 the Soviet Union’ s launching of the satellite Sputnik caused mild panic among the
American people and fear that the United States was falling behind. The rise of China presents Sputnik—
like challenges to Americans perceptions of themselves and their leadership rolein the world.?® The
United States needs to riseto this challenge and use it as an opportunity to reform its capacity, just as it
did in response to Sputnik. It isthistype of positive action in response to a strong challenge which has
characterized American innovation, technological prowess, and willpower throughout its history. Itis
why a positive response to China's rise could be a good thing for America.

In sum, arising China should be portrayed to the American people as a challenge, not athreat.
The challenge isthat arising Chinawill overtake the United States as the leader in innovation. Thatisa
competitive challenge as well as a challenge to America s global leadership role. It isnot athreat to
American survival, but to its status and position in the world. Accordingly, it should be seen asthe
opportunity it isto make America stronger and not as a threat which needs to be countered.

Though it has experienced occasional stumbles and foraysinto conflicts that perhaps wereill-

advised, overall, America has shown remarkabl e restraint given its overwhelming military might. It has

*%¢ Kishore Mahbubani, The New Asian Hemisphere: The Irresistible Shift of Global Power to the East (New York:
Public Affairs, 2008
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used that “military might to guarantee aworld order since 1945 that has enabled America and the rest of
the world, especially Asia, to grow and prosper.”**® To quote from the |ate economist and Nobel Laureate
Milton Friedman, “The power to do good is also the power to do harm.” The United States with is
unmatched power needsto remain mindful of this simple fact, and must not only strive to useits power
for the better good, but convince the world of those intentions. To the global community, it requires a
message to stick with American leadership, it has worked to the betterment of the greater world since the
end of World War I1, and other alternatives do not appear feasible nor in the collective world' s best
interests. It isanew world and Chinaand Asiawill be major players with considerable power and
influence, but from America’ s perspective, to echo the sentiments of English poet Robert Browning,

“Grow old with me. The best isyet to be.”

249Mahbubani, The New Asian Hemisphere, 80-81
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Appendix A:

Sustainability of China’s economic growth

A key factor in that continued growth is the priority the Chinese government continues to place
on its economic growth and modernization. The CCP has prioritized China s national economic
development above all else with foreign policy subordinated to domestic concerns, the primary focus
being the perceived need for continued strong economic growth to maintain CCP rule.”® Itisagiven
among many, if not most, analysts and other experts that Chinawill eventually overtake the United States
asthe world’ s largest economy. Predictions vary, but most expect this to occur sometime in the 2015-
2030 time-frame, based upon projected growth rates for the economies of China and the United States. "
Many have projected China s GDP to continue to grow at three times the rate of the United States' GDP
growth asit hasin recent years. As Josef Joffe argues, that would make sense only if GDP is measured
using purchasing power parity (PPP), which more than doubles China s GDP because of its extremely
depressed price and wage level s (PPP takes into account a county’ s relative cost of living and inflation
rates). Joffe suggestsit does not make sense: “Alas, global standing is not measured by the low prices of
nontradable goods, such as haircuts, bootlegged software, and government services. Think instead about

advanced technol ogy, energy, raw materials, and the cost of higher education in the West. These items are

2% william T. Tow, Asia-Pacific Strategic Relations: Seeking Convergent Security (Cambridge, U.K.: Cambridge

University Press, 2001), 18; Robert Sutter and Chin-Hao Huang, China-Southeast Asia Relations: Economic
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Drivers, and Tools (Washington, D.C.: National Defense University Press, 2006), 2, 24; Robert G. Sutter, China’s
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Research Service Report to Congress, December 11, 2009, 7, projects China will overtake the U.S. economy in 2019
based on PPP GDP projections, and that by the year 2030, China’s economy will be 18.3 per cent larger than the
U.S. economy.
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critical for growth and must be procured on the world market.” ** Joffe's point being there are significant
caveats to making linear projections of China's GDP growth rates. The fact China s economy isin
significant part characterized by low prices and wage rates which increase PPP measures, is not indicative
of itslong-term growth potential nor does it trandate into economic power. As Joffe argues, much of it
involves nontradable goods such as haircuts, government services, cheap software which has been pirated
or bootlegged, or low wage assembly of items for foreign manufacturers. The actual costs of itemswhich
are most necessary for economic growth -- such as energy, raw materials, advanced technology, etc. --
must be purchased on the international market at much higher prices.

At present, despite China s dramatic economic growth, the economy of the United States remains
significantly larger at 3.5 times the size of China's economy using nominal GDP numbers, and China' s
economy allittle more than half the size of the United States' economy using GDP PPP numbers.?*

There exists a considerably greater disparity when per capita GDP is the measure used. Per capita GDPis
more reflective of living standards and “in terms of political power, per capita GDP provides a more
accurate measure of the sophistication of an economy.”?* China’s nominal per capita GDPisonly 7
percent of that of the United States, and its per capita GDP in PPP only 12.9 percent of the United
States.™ China’sworld ranking of 130™ based on per capita GDP suggests it remains one of the world's
poorest countries. In fact, the United States has a nominal GDP which is only dlightly less than the
economies of itsfour largest competitors combined—Japan, China, Germany, and France. The point

being that Chinais still avery poor country and has awaysto go to catch the United States economically.

2 Josef Joffe, “The Default Power: The False Prophecy of America’s Decline,” Foreign Affairs (September/October

2009), 27.

>3 Morrison, China’s Economic Conditions, 7. Economist Intelligence Unit data show the following GDP data for

2008: nominal GDP for U.S., $14.44 billion, for China, $4.42 billion; GDP PPP data for U.S., $14.44 billion, for China,
$8.2 billion.

>4 Joseph S. Nye, Ir., The Paradox of Power: Why the World’s Only Superpower Can’t Go it Alone (New York: Oxford

University Press, Inc., 2002), 20
%> |bid. U.S. nominal per capita GDP is $47,496 vs. $3,325 for China. U.S. per capita in PPP is same vs. $6,150 for

China.

85



However, that does not diminish the amazing progress China has made in the past 20-30 years in the
growth of its economy and in raising the living standards in the country. It is more an indication of the
depths from which China began its modernization.

Another factor indicating China s ability to continue its rapid economic growth isits apparent
quick recovery from the current global economic crisis. China's economy achieved an impressive GDP
growth rate of 8.3 percent in 2009, despite the global recession, and compared to the negative 2.9 percent
experienced by the United States. Given China s historical average economic growth ratein the last 20
years and its proven ability to continue impressive growth in the face of a severe global economic crisis,
isthere any reason to doubt it will continue well into the future? Not surprisingly, the answer is not
alwaysassimple asit seems. The complex mix of variables to which linear projections of economic
growth trends are subject makes such projections highly problematic. For example, countriesin the early
stages of economic development, as China has been, are able to “ pick the low-hanging fruit” and benefit
from imported technol ogies, but growth rates can slow once as economies reach higher levels of
development.®® Conversely, it could be argued that China has progressed beyond that point and is still
exhibiting impressive growth. It can also be argued that Chinaremainsin the early stages of economic
devel opment given the immense size of the population with tremendous upside potential remaining, so
thereis still plenty of “low hanging fruit” to pick. However, one thing even most experts predicting
continued strong economic growth for China agree upon isthat it will only occur if China continues to
make major reforms to its economy. >’

One of the difficultiesin convincing Chinato make such reformsisthat its seemingly rapid
recovery from the global economic crisis has China' s leaders increasingly convinced their economic

model—a mix of subsidies, government control of the market, export-led growth, and selective
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privatization—is the best model for the future.*® It has been referred to as “ state capitalism” due to the
prominent role of the state, the basic model of which other rising powersin Asia—South Korea, Taiwan,
and Singapore—have also used to devel op their economies.? It has aso been described by Chinese
officials as “ socialist-market economy,” a system in which the government allows free market forcesin a
number of areas to grow the economy, but the government still plays a significant role in the economic

devel opment.”®

Examples of the role played by the Chinese government in economic matters includes
state-controlled banks in most of the banking sector, large number of State-Owned Enterprises (SOE) in
certain sectors which are protected from competition and are generaly the only companies allowed to
invest overseas, and all land is owned by the state (although government provides individuas and
companies rights to lease and transfer property).?*

However, Chinese leaders have recognized that certain reforms are necessary and that China's
economic development is still in its early stages facing a number of potential problems. In a December
2003 speechin New Y ork, Chinese Premier Wen Jiabao discussed China' s “peaceful approach” stressing
Chinawas still a developing country and will remain so for many yearsto come. He further pointed out
China'slow per capita GDP and that Chinastill faces many problems such as unemployment, poverty,
and uneven economic devel opment which are enough to keep China more than occupied for the

foreseeable future.?®® Other significant long-term challenges facing the Chinese economy include an

inflexible currency policy, SOEs, the banking system, increasing public unrest, growing inequality, an
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inadequate social safety net, lack of rule of law, a poor government regulatory environment, growing
pollution, inadequate infrastructure, water shortages and quality, and widespread corruption.?®®

Chinese economic growth has become increasingly dependent on increases in investment and net
exports. Government officials have recognized the need to expand domestic consumption in order to
rebalance China' s economic growth, but scant progress has been made in that regard other than in afew
areas like automobile purchases (China has become the world’ s largest automobile market). Household
consumption in China accounts for slightly more than a third of total economic output, the lowest of any
country in the world, and as a share of GDP fell sharply from 2000-2007, though it has increased dightly
since 2007.”* Meanwhile, the United States and China are on opposite ends of the world's largest trade
and financial imbalance, with the United States as the largest deficit and debtor country while Chinaisthe
largest surplus country and holder of dollar reserves.®® The concernisthat if China continues to pump
up its export sector at the expense of domestic consumption and to direct investment into strategic
industries already at overcapacity, it will cause serious problems for its trading partners and the global
economy.?® That in turn, would eventually have similar negative consequences for China s economy.

China, in effect, funds U.S. consumption by loaning the U.S money (through its massive
purchases of U.S. Treasury obligations) which enables American consumers to buy Chinese products.

China manipulates its currency, the renminbi (RMB), to keep it pegged below that of the dollar which
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makes Chinese exports cheaper and imports more expensive in comparison. It further provides Chinathe

267

economic advantage of encouraging foreign direct investment into China.=>* China accumulates the

money from those sales of its exports to make more loans and to produce more goods for American

consumers to buy from China. ?®

China continues to buy dollars because its policy of strictly controlling
the value of the RMB depends upon it, requiring China to swap the dollars flowing into the country for
RMB.?® This cycle perpetuates and continues to expand the trade i mbal ance between the two countries.
Resolving the imbalances will require American consumers to increase personal savings rates and reduce
consumption, and at the same time require Chinese consumers to increase consumption and reduce
personal savings rates. On the Chinese side, this requires government investment in areas such as
building institutions and capabilities to enhance its social safety net.””® Absent those kinds of assurances,

most Chinese will continue to save for unexpected expenses.’”* Instead, China continues to direct its

investments toward increasing exports, mostly to enhance employment. Socid stability remains the

2673009 Report to Congress of the U.S.-China Economic and Security Review Commission, 21. By keeping the value

of the RMB artificially low, China provides an incentive to foreign corporations to shift production there, because it
reduces the price of investing in China and makes their exports from China cheaper; and see U.S.-China Economic
and Security Review Commission, Hearing on China’s Role in the Origins of and Response to the Global Recession,
written testimony of Robert B. Cassidy, February 17, 2009; in which Cassidy explained “in effect, China is
subsidizing its exports, subsidizing foreign investment, and taxing China’s imports.”

8 Kenneth Lieberthal, The China-U.S. Relationship Goes Global, Current History, September 2009, vol. 108, No.

719, 247

2697009 Report to Congress of the U.S.-China Economic and Security Review Commission, 21; for further

elaboration on why China’s vast foreign reserves reflects an economic model too reliant on exports is the following
argument from David Pilling, “Washington Risks Taking China Too Seriously,” Financial Times, July 29, 2009: “The
enormous trade surplus is the product of an undervalued [RMB] that has allowed others to consume Chinese goods
at the expense of the Chinese people themselves. Beijing cannot dream of selling down its Treasury holdings
without triggering the very dollar collapse it purports to dread. Nor are its shrill calls for the U.S. to close its twin
deficits—which would inevitably involve buying fewer Chinese goods—entirely convincing. Rather than exposing
the superiority of China’s state-led model, the global financial crisis has laid bare the compromising embrace in
which the U.S. and China find themselves.

270 Bergsten, China’s Rise: Challenges and Opportunities, 29. possible ways to increasing American savings rates
would include reducing the federal deficit, perhaps through reductions in entitlement programs, or increasing
household savings from a cooling in the housing market, which has been occurring since the global economic crisis
hit (in large part due to the bursting of what had been a booming real estate market fueled by high consumption

expenditures).

27 Lieberthal, The China-U.S. Relationship Goes Global, 247
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primary concern of Chinese officialsin order to retain their rule, and bolstering employment is considered
crucia to socia stability. The Chinese government maintains that an economic growth rate of at least 8
percent is necessary to avoid massive unemployment.?2

China's economy is heavily dependent upon exports, which account for approximately 40 percent
of its GDP. Such reliance upon exports potentially makes the Chinese economy highly vulnerable to

213 Asthe world continues to feel the

economic downturns as foreign demand for Chinese products falls.
effects of the global economic crisis which began in September 2008 and demand in trade-deficit
countries like the United States inevitable declines, China s export-driven economy islikely to suffer
someill effects. China s GDP growth remained strong through 2009, and there are a number of possible
explanations for that seemingly resilient growth. To better understand how China s economic
development may ultimately be impacted by the crisis, it is helpful to look at the probable causes of the
crisis.

From China s perspective, the crisis was precipitated by the U.S. model of free market capitalism,
American consumer overconsumption and borrowing combined with low savings rates, and its lack of
effective regulatory oversight.””* Certainly, the United States has to share in the blame for this crisis and
asthe leading global economy it rightfully has borne the brunt of criticism and blame. Asisto be
expected in the convoluted world of global economics, there is aways more to the story. Among the key
factors contributing to the crisis were the collapse of real estate values, lax regulation of financial services
(aswasthe caseinthe U.S), historically low interest rates managed by central banks, and speculation in

commodities and fixed assets. Another key factor was the globa saving and spending imbalances,

primarily the role of the unbalanced trade relationship between the United States and China.?”

272 Richard McGregor and Daniel Dombey, ‘“Beijing in Uneasy Embrace of the
Greenback,” Financial Times, July 26, 2009

73 Joffe, The Default Power: The False Prophecy of America’s Decline, 28

2742009 Report to Congress of the U.S.-China Economic and Security Review Commission, 47

*"|bid., 38

90



In 2007, Chinese Premier Wen Jiabao warned that the Chinese economy was “unstable,
unbalanced, uncoordinated, and unsustainable.”® Consistent with that statement, the 11" Five-year Plan
stressed the need for China to transform from an export-to-consumer-led growth.?”” That proposed
reform, however, was subordinated to a policy focused on stimulating the economy and maintaining a
growth rate of around 8 percent. In November 2008, the Chinese government implemented a stimulus
plan in response to the global economic crisis which purported to increase domestic demand and stimulate
economic growth by investing 4 trillion RMB ($586 billion) in 10 mgjor areas. Though the stimulus plan
contained some consumption boosting measures, the overwhelming emphasis was on infrastructure
projects and export promotion policies.””® It reflects Beijing's strategy of boosting production rather than
increasing domestic net consumption, and could actually undermine its ability to sustain long-term
growth when export-led opportunities diminish.?”® The plan directed China's state-owned banks to
loosen credit (with over $1.3 trillion loaned out in the first nine-months of 2009). The concern expressed
by many economistsisthat thislending creates more financial imbalances and increases strains on bank
balance sheets. Meanwhile, China continues to add manufacturing capacity, producing more than it can
consume domestically. The record lending poses risks of creating “bubbles’ in the property and stock

markets and increasing nonperforming bank |oans.”®

276 .s.-China Economic and Security Review Commission, Hearing on China’s
Role in the Origins of and Response to the Global Recession, written testimony of
Stephen S. Roach, February 17, 2009.

77 2009 Report to Congress of the U.S.-China Economic and Security Review Commission, 48. China’s industrial

policy is promulgated through a process outlined in 11 successive Five-Year Plans which the State Council adopts
and local government entities implement at the direction of the CCP.

278 Bergsten, China’s Rise: Challenges and Opportunities, 237

279 Ashley J. Tellis, “The Global Economic Crisis and U.S.Power,” Strategic Asia 2009-10

280 Ibid., 39; and see similar opinions of economist Xu Xiaonian that China’s growth is not sustainable, overcapacity

is already a problem and the government is extending too much credit, quoted in Geoff Dyer, “China Special
Report: Early Arrival at New World Party,” Financial Times, October 1, 2009; and Geoff Dyer, “Dynamic Recovery
May not be Sustainable,” Financial Times, October 1, 2009, for a more detailed analysis of potential trouble for
China economically as result of lingering debt from 1997 Asian financial crisis, see article by Jamil Anderlini, “Old
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In arecent Forbes magazine article, Gady Epstein described the stimulus lending as a giant Ponzi
scheme and compared Chinatoday to Japan shortly before Japan’ s stock and property markets melted
down in the 1980s.** Also of concern to Epstein are the manner in which China s government
bureaucracies fund themselves by sticking state-owned enterprises (SOES) with debt; local governments
raise capital by selling land at inflated prices to corporations they own; and the approximate $1.5 trillion
in off-balance sheet debt owed by cities and provinces, and entities they contral, that the People' s Bank of
China and Chinese treasury are on the hook for. When the $1 trillion in loans policy banks were required
to issue and nonperforming loans that the government removed from the books of state-owned
commercial banks over the past decade is factored in, the Chinese government is responsible for debt
equal to over 70 percent of 2009 GDP (The excessive U.S. government’s $7.2 trillion in debt at end of
June represented 50 percent of GDP).?*

Other critics of China’s stimulus plan have been less impressed with China s strong GDP growth
in 2009, arguing that any economy would show short-term growth from such a massive infusion of

money, that the growth should have been even stronger based on the size of the stimulus, or that Chinese

economic data tends to be unreliable and often inflated to meet stated CCP goals and the reported GDP

Troubles Still to be Resolved,” Financial Times, October 1, 2009. China’s financial system nearly collapsed in the
1997 crisis as result of decades of government directed lending to unprofitable SOEs and well over a third of the
loans were not being repaid. The government transferred the equivalent of $400 billion of nonperforming loans
from largest banks to newly established asset management companies. This allowed the banks to book the bad
loans as interest bearing assets on their balance sheets. Few payments on any of these bad loans have been made
since nor are payments likely to be made. Adding the strain of new nonperforming loans from the current stimulus
plan efforts may lead to another financial crisis.

281 Gady Epstein, “Ponzi in Peking,” Forbes, December 28, 2009, 72; Andy Xie, an economist specializing in

Southeast Asia economies has also referred to Chinese asset markets as a “giant Ponzi scheme,” a big bubble that
is about to burst, see Andy Xie, “Dark Side of the Lending Boom,” China International Business, August 3, 2009,
accessed online on December 15, 2009 at
http://www.Cibmagazine.com.cn/columnists/andy_xie.asp?id=1031&dark_side_of_the_lending_boom.html
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numbers are inconsistent with other data.?®

China may experience difficulties maintaining similar levels
in 2010 absent the stimulusinflux of 2009 and with global consumer demand, particularly inthe U.S,,
likely to be stagnant or declining. Michael Pettis, a professor of finance at Peking University, has
provided some thought-provoking analysis regarding globa balance of payments. He predicted in 2008
the global economic crisiswould first impact trade-deficit countries such asthe U.S., and thenin the
second stage, would move to trade-surplus countries, most of which arein the developing world. The
credit crisis has for the most part eliminated their debt-fueled consumption binge, and this reduction must
come with a corresponding adj ustment.?*

Pettis described three ways the system can adjust: oneisfor trade —deficit countries to borrow
and spend aggressively to replace shrinking household consumption. The second is for trade-surplus
countries to create sharp increases in their domestic consumption that would match the declinein U.S.
household consumption. He cites the problem with this solution being that the scale of the adjustment is
beyond the capacity of most countries. For example, adeclinein U.S. consumption equal to 5 percent of
U.S. GDP would require an increase in Chinese consumption equal to 17 percent of Chinese GDP,
roughly a 40 percent growth in consumption. That isunlikely. Thethird solution, then, involves a sharp
declinein global production. The burden would fall on trade-surplus countries such as Chinaand its
Asian neighbors. The corresponding economic impacts would be harsh to include massive

unemployment and shutting down of factories. It islikely countries such as Chinawould resort to

enactment of trade —related measures such as export subsidies, subsidized financing, currency

*%3 Gordon Chang, “China’s 8.9% Growth? No Way,” New Asia (Forbes), October 23, 2009. It should be noted,

however, that Chang has been predicting the collapse of China by 2011 since the release of his 2001 book, The
Coming Collapse of China. Chang'’s premise being basically that as China continues to develop economically and
modernize, it will become increasingly unstable and the people will revolt against the communist government; and
see comments from contrarian hedge fund investor James Chanos, quoted in David Barboza, “Contrarian Investor
Sees Economic Crash in China,” International Herald-Tribune, January 8, 2010. Chanos argues China’s economy is
hyperstimulated and full of bubbles about to burst in its surging real estate sector due to credit excesses, from
excess capacity, that the stimulus package is creating artificial demand and raising risk of wave of nonperforming
loans, and that China is “cooking” its books and faking, among other things, its growth rates.

% Michael Pettis, “Asia Faces Tough 2009 as Output Decreases,” Financial Times, Op-Ed, December 15, 2008
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depreciation, and import tariffs in an effort to force the overcapacity adjustment onto their trading
partners. Thiswas the same strategy utilized by the United States in adjusting to the 1929-31 crisis when
it was in China s position as the country with overcapacity problems. In enacting trade tariffs such asthe
Smoot-Hawley bill of 1930, the U.S. forced contraction in production onto the rest of the world, and
internationa trade basically collapsed. Theinternal adjustments then made by the U.S. in collapsing
production led to the Great Depression. Pettis sees arisk that the same thing could happen in response to
the current economic crisis.”®

Of possible hope in Chinese domestic consumption levelsincreasing is the fact that Chinais just
beginning to discover consumerism. The proportion of urban households belonging to the middle class
will rise from 13 percent in 2005 to 50 percent by 2015 according to McKinsey and Company
estimates.”® Considering the vast numbers associated with China s urban areas, this represents
tremendous potential for increasing domestic consumption, so long as the Chinese government makes
appropriate reforms and policy decisions to complement this potential. However, it does not take into
account the vast populationsin China srural areas who are mired in among the world’ s worst poverty
levels.

Whereas many skeptics believe China' s economy is built on a shaky foundation, other experts are
of adifferent opinion. Where pessimists see overvalued asset prices, overinvestment, excessive lending,
and ominous similarities to Japan’ s bubble burst in the late 1980s, others believe Chinad s economy is
more robust with important distinctions from that of 1980s Japan. They argue property values are not at
the inflated level s Japan experienced; Chinese homes carry much less debt than Japanese properties did
(Chinese household total debt is at 35 percent of their disposable income versus 130 percent in Japan in
1990); the property boom is being financed primarily by saving rather than bank lending; that even

though China does have excess capacity in some industries, concerns about overinvestment tend to be

%% pettis, “Asia Faces Tough 2009 as Output Decreases”

2% “The Chinese Checkbook,” Forbes, November 16, 2009

94



exaggerated; that the huge stimulus investment in 2009 was driven mainly by infrastructure investment,
not manufacturing; that even though bank Iending has perhaps been excessive and needs to be addressed,
itisdtill well below the average debt-to-GDP ratio in developed countries (50 percent in Chinaversus 90
percent); and that Chinais still a poor, devel oping country which has much more potential room for
growth than did Japan.”®’ Even those of this more optimistic view of China s continued economic growth
potential, however, recognize China's potential will only be realized if its leaders make the right
decisions, avoid the wrong ones, and i mplement necessary reforms.

Chinese officials have apparently given some credence to concerns voiced by economists and
other experts over the soaring bank lending and potential asset bubbles. On 12 January 2010, the
government ordered banksto set aside more reserves and its central bank raised interest rates on one-year
bills. Thisfollowed news that inflation edged higher and bank lending rates had soared the first week of
January. Housing pricesin Shanghai and Beijing had more than doubled in the past three years. The
government hoped reducing the stimulus in this manner would slow the economy and alleviate these
risks.

Further feeding the above challenges to China' s economic development are a plethora of
additional issues. State-owned enterprises (SOES) continue to be a burden on China’ s economy. They
are heavily subsidized by state-owned banks and over half lose money due to their inefficient nature and
inability to compete.®®® The banking system in China, largely consisting of state-owned banks, is tightly
controlled by the central government. The government uses the banking system to subsidize and keep
afloat money-losing SOEs by forcing banks to provide them low-interest |oans, with perhaps 50 percent
of bank loans going to SOEs. Most of which are unlikely to berepaid. Corruption is also a problem since

289

loans are often made based upon political connections.”™ One likely reason for China’ s reluctance to do

287 “Briefing China’s Economy: Not Just Another Fake,” The Economist, January 16-22, 2010, 68-9
288 Morrison, China’s Economic Conditions, 21
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away with SOEsis the need to utilize them to keep people employed, despite the inefficiencies associated
with high employment in such operations. Once again, the social stability concern and its potential
impact on CCP control takes priority over al else.

China suffers from a poor government regulatory environment in which laws and regulations
often go unenforced or are ignored by local government officials.”® The central government’s emphasis
on economic devel opment and pressure on loca governments to meet stated economic growth goals
(“Growth at any cost”) result in the cutting of cornersin order to maximize profits.”' This has frequently
led to unsafe consumer products and food being sold in Chinaand abroad. Examplesinclude the unsafe
levels of lead found in Chinese toys exported to the United States which resulted in a ban on such toys. A
continuing inability to adequately ensure the safety of food and consumer products will further erode
confidence in Chinese products and affect global demand.

Chinaremains far from establishing the semblance of effective rule of law. China's courts and
judges are answerabl e to the National People' s Congress leaving them scant authority or ability to protect
the rights and interest of citizens or to enforce government and private companies compliance with the
law.?? The lack of effective rule of law allows rampant government corruption, financial speculation,
and misallocation of investment funds. It promotes an environment in which government connections
and not market forces determine the ability to compete.”® The inconsistent application and enforcement
of rules and regulations, difficultiesin enforcing contracts, Chinese government protection and

preferentia treatment of Chinese companies over foreign companies, and lack of protection for

20 |hid.

291 Saunders, China’s Global Activism, 26; Bergsten, China’s Rise: Challenges and Opportunities, 78

%2 Kishore Mahbubani, The New Asian Hemisphere: The Irresistible Shift of Global Power to the East (New York:

Public Affairs, 2008), 88. Mahbubani points out that China’s court system is far from an independent entity that
can curb government power and is subject to considerable political pressure. However, he argues China has made
astounding progress in implementing rule of law, and that the push to do so has been driven purely by economic
imperatives.
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intellectual property rights are issues of significant concern to foreign businesses desiring to do business

in China.

According to Harvard economist Dwight Perkins, “Much of the early success of market
reforms...resulted from the basic ssmplicity of thetask.” The process of creating arule of law and
adequate institutions in the economic areawill be “measured in decades, not years or months.” ** Failure
to adequately and timely address these shortfalls will impact China s competitivenessin the global
economy.?*®

While the central government has taken some stepsin attempting to address some of these issues,
its ability to affect issues at the local level is somewhat limited due its lack of meaningful oversight over

the vast number of local and provincial government officials.?”

The most prevalent corruption problems
are a thelocal level wherelocal officials tend to do pretty much as they please. Some observers suggest
that “the Chinese state is degenerating into a maze of local ‘mafia states' as corrupt local officiasform

aliances with criminal networks and use public authority for private plunder.”*® 1t has been estimated

that corruption costs to China could be as high as 3-4 percent of annual GDP, with corruption related

%% China is considered by the U.S. government and private organizations to be the world’s largest source of

Intellectual Property Rights thefts; 2009 Report to Congress of the U.S.-China Economic and Security Review
Commission, 16; “Impenetrable: Selling Foreign Goods in China,” The Economist, October 15, 2009

® Quoted in Nye, The Paradox of American Power, 20

2% A situation which exemplified the lack of genuine rule of law China and the difficulties in distinguishing between

the interests of the state and large Chinese companies was the arrests by China in July 2009 of four executives
from Australian mining giant Rio Tinto. Rio Tinto had been involved in negotiations with Chinese steel mills about
iron ore prices and had recently rejected a $19.5 billion investment in the company by Chinese aluminum maker
Chinalco. The executives were originally accused of stealing state secrets, though charges were later reduced to
bribery and heft of commercial secrets. The clear implication was that China used national security threats to
influence commercial negotiations. The lack of transparency and perception of arbitrariness evidence the fact
China “faces formidable challenges on its path to becoming a legitimate superpower.” Geoff Dyer, “Early Arrival at
New World Party,” Financial Times, October 1, 2009
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capital flight costing an additional 2 percent of GDP.?*

Of perhaps more concern to the Chinese
government, public anger over official corruption isasignificant factor in the increasing social unrest in
China.®®

The high degree of sensitivity of the CCP to issuesinvolving socia unrest cannot be
overemphasized. As stressed throughout this analysis, it is an issue which bears directly upon the CCP's
ability to retain control. The government acknowledged that there were over 87,000 protestsin 2005
compared to 53,000 in 2003.*" The China Labor Bulletin and other publications reported 127,000 “ mass
incidents” in Chinain 2008.3% Most of the protests centered on such issues as pollution, government
corruption, and land seizures.*® There is considerable frustration on the part of extremely poor rural
residents that they are receiving no benefits from China s economic reforms and growth. A 2005 United
Nations report stated that “the income gap between the urban and rura areas was among the highest in the
world and warned that this gap threatens socia stability.”** While the incidents of unrest are of concern
to Chinese |eaders, they do not appear to threaten stability of the regime in the near to medium term.**®

The protests tend to be focused on local officials and not on the central government, and often the

protesters are looking to the central government to resolve theissue. Some experts believe the current

29 yan Sun, “Corruption, Growth, and Reform: The Chinese Enigma,” Current History, vol. 104, no. 683 (September
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regime is more stable and enjoys greater support now than at any time since the economic reforms
began.>®

Regardless of the severity of the immediate potential threat, factors which affect social stability
will continue to occupy Chinese leaders and impact the government’ s policy regarding future economic
development. After all, a population of 1.3 billion is amassive burden on its government for its social
development and to keep it fed, clothed, and sheltered. The Chinese government may be faced with the
dilemma of choosing between social services or export development.*” Choosing to remain focused on
export development will enhance prospects for a growing economy and higher employment. Shifting
resources from export devel opment into social services and support will necessarily lead to falling exports
and export growth. In the opinion of Josef Joffe, sooner or later China’' s population will demand to be fed
or freed.*®

Nor will China s harsh crackdowns on any form of dissent, stifling of opinion and control of
media, and censorship of the Internet provide it any competitive advantage in obtaining or retaining the
best and brightest. Asa developing economy, Chinaremainsin dire need of the technological and
scientific expertise which hel ps drive innovation, effectiveness and efficienciesin a country’ s economic
development. Many of China s best and brightest are educated in American universities. Though higher
percentages of these graduates return to China now than in previous years as employment opportunities
there have improved, incentives to return to Chinamay ultimately diminish in proportion to the level of
intellectual freedom and true professional development potential they anticipate will be available to them
there.
Simple demographics offer another possible disincentive for some to return to or remain in China.

China’s population is aging, which has the potential to create burdensome demands on Chinese

% Andrew G. Walder, “Unruly Stability: Why China’s Regime has Staying Power,” Current History, September 2009
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ingtitutions and the ability to build system capacity as well asthe potential debilitating effects on
workforce productivity.*® Of at least equal concern isthat China's National Population Devel opment
group predicts that by 2020 there will be thirty million more men than women aged twenty to forty-
five.*®® These demographic factors could have damaging social and economic consequences. “It is hard
to imagine a more destabilizing phenomenon than large cohorts of mostly rural, poor males without
marriage prospects.” **

Chinais also faced with serious environmental challenges. It is considered one of the most
polluted countries in the world with 20 of the 30 world’s most polluted cities, and is the largest source of
carbon dioxide emissions (the U.S. isthe second largest source of carbon dioxide emissions). The
pollution, which is adirect result of China s aggressive economic development, claims more than 750,000
lives each year and costs Chinatens of billions of dollars. Various studies estimate pollution costs the
Chinese economy 7-10 percent of GDP each year.** The Chinese government has consistently
disregarded its own fairly lax environmental laws in deference to the higher priority of economic

growth.®*® Unless adequately addressed, ever increasing pollution levels will continue to have severe

negative impacts on health and economic growth.

%% pavid M. Lampton, The Three Faces of Chinese Power: Might, Money, and Minds, (Berkeley, CA: University of
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security system. China is far from developing adequate social service institutions.
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Related at least in part to China' s pollution problems are looming water shortages and water
quality problems. According to World Bank forecasts, China has only a per capita share of 2700 cubic
meters per annum, one-quarter of the world's average. Half of China' s 617 largest cities, including
Beijing, face water deficits. Thirty of the thirty-two largest cities face water shortages to some degree.®*
Severe pollution is making water in many parts of China unsafe for human use or even for usein
factories. Ninety percent of cities groundwater and seventy-five percent of rivers and lakes are
considered polluted. An estimated 700 million people in China drink contaminated water every day.
China has twenty percent of the world's population, but only seven percent of global water resources. In
addition, approximately 1400 square miles of grasdand and farmland in China are overtaken by the Gabi
Desert every year. Not surprisingly, Chinafurther suffers from ineffective water policies and weak
institutional capacity. Chinese Premier Wen Jiabao warned in March 2007 that if arable land were to fall
under 1,206,000 sguare kilometers, Chinawould not be able to feed itself. Current arable land stands at
1,226,000 square kilometers. Thus, aloss of just 20,000 square kilometers, or roughly 1.6 percent, would
push the country over the negative threshold.*® Failure to satisfy a society’s fundamental needsis yet
another recipe for unrest and instability, and thisis yet another issue which will require significant
attention from the government in years to come.

While Chinaremains an export powerhouse, 60 percent of its exports are produced by foreign
invested firms. Many of these exports are merely assembled in China from imported components by
foreign-owned companies, and the percentage of value-added in Chinais often quite low.*!® The Chinese
government continues efforts to devel op more indigenous capability to manufacture higher-technol ogy

type products and transition away from high-volume, low value assembly-type operations, but it takes
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time to develop the necessary capabilities and infrastructure to achieve this. It will take time before China
can compete globally with the United States and other devel oped economies at these levels.®’

Other experts are convinced China' s economic growth is not limited to or by export markets and
will sustain high single-digit growth rates for decades; overcoming potential stumbling blocks such as
economic instability, pollution, inequality, corruption, and slow pace of political reform. Based on such
assumptions, China's economic size will equal America’s by 2035 and double it by midcentury.*® Trade
datafor December 2009 which reflected a surprisingly strong increase in Chinaimports (imports up 56
percent for 2009) and domestic consumption would in part support this position.®*

China considers its economy to be market-oriented, but the central government continues to
provide the comprehensive economic planning, direction, support, and control.*° This highlights the
exigting dichotomy between China s one-party authoritarian rule and need for atrue market-oriented
economy. Thereislittle congruence and much conflict between the two, the propensity of which isto
create tensions which will only intensify as economic development drives forward with China’ s hopes to
remain competitive in the global economy. The more interaction with the world, the more the tensions
inherent in the existing system will befelt. It isdifficult to imagine that China can remain highly
competitive long-term with such a heavy preponderance of SOEs, which are wholly inconsistent with a
market-oriented economy. Asafina comment on market-oriented free economies, the Heritage
Foundation and Wall Street Journal rank the world’ s economies annually in terms of economic freedom

with the most recent ranking of China being 140" in the world (the U.S. was ranked sixth, Hong Kong
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held the top ranking).** Under Mao's totalitarian rule from 1949-1976, the CCP dominated not only the
country’s political life, but also the intellectual, artistic, economic, and personal livesof al. Since Mao’'s
death and the transformation from a totalitarian regime to an authoritarian one the CCP still dominates the
political system, but the government’ s economic reforms and the loosening of controls over nonpoalitical
activities has alowed at least some degree of freedom into people’slives. Tremendous progressto be
sure and the trend appears positive, but as evidenced by the CCP' s heavy censorship of the Internet and

itsliteral crushing of dissent in the country, thereisstill along road ahead.

32 Terry Miller and Kim R. Holmes, 2010 Index of Economic Freedom (Washington, D.C.: The Heritage Foundation

and Dow Jones Company, Inc., 2010), accessed online at http://www.heritage.org/index on January 19, 2010. The
ten factors used to rank country economies were: business freedom, trade freedom, fiscal freedom, government
size, monetary freedom, investment freedom, financial freedom, property rights, freedom from corruption, and
labor freedom.
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