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MEMORANDUM

To: The U.S. President-clect
IFrom: The Center for American Progress
Re: A Progressive China Policy

The choices you make as the next president will have a defining influence on the contours
of U.S.-China relations and, ultimately, China’s trajectory as a rising power.

Realizing the potential of the U.S.-China relationship, while guarding against future uncer-
tainties, will constitute a central challenge of your presidency and of American foreign poli-
cy this century. Because China’s future remains deeply uncertain, we can assume neither
that the stability nor the prosperity that have generally characterized U.S.-China relations
for the past several decades will continue, nor that conflict is inevitable.

As president, you will have to manage the many national security problems bequeathed to
you by your predecessor, especially in Iraq and Afghanistan, alongside a struggling global
economy. But China’s rise across nearly every dimension of power is a central strategic fact
of the 21st century, and your choices will shape the geopolitical environment for a long
time to come. While the United States cannot determine what path China takes, your ad-
ministration can help create the global context for China’s peaceful rise.

Getting China strategy right from the beginning of your administration will be critical to a success-
ful U.S. policy on China. Presidents Ronald Reagan, Bill Clinton, and George W. Bush all
entered the White House in the wake of presidential campaigns replete with promises to be
“tougher” on China—only to embrace a more pragmatic approach once the realities of the
relationship became apparent. All three presidents lost valuable time and political capital.

Today, rapid changes to the global economy, the outsourcing and offshoring of U.S. jobs

to China, and overall U.S. economic weakness combine to give unique momentum to the
case that you, too, should take a “tougher” stance. To be sure, we have many serious policy
differences with China—on human rights, currency exchange rates, and Sudan, to name a
few. Yet the urgency of our shared challenges, most particularly on the need for dramatic
reductions in global carbon emissions, but also on North Korea and other issues, requires a
results-oriented strategy from the beginning,

Thus, you must reject the alarmism that frequently clouds policy debates on U.S.-China
relations and take a clear-eyed, practical approach that does not see ruin or victory around
every corner, but instead makes steady progress in advancing American interests. Our “risk
management” approach to China outlined in this report focuses on real results by recog-
nizing China’s growing importance to global problem-solving. We need to engage China’s
leaders and the Chinese people in the urgent challenges of our time, including global
warming. Without a serious commitment by the United States and China, humankind will
not be able to avoid the most dire consequences of climate change. We cannot afford to
continue with a reactive, piecemeal, and uncoordinated policy. Now is the time to embark
upon a progressive strategy toward China.
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Imperative

A Progresswe Approach to U.S.-China
Relations n the 21st Century

INTRODUCTION AND SUMMARY

he next four years offer a critical window of opportunity to
I forge an innovative, durable, pragmatic, and effective ap-
proach to U.S.-China relations. A progressive China policy
will safeguard U.S. national security interests, encourage the emer-
gence of a China that meets its responsibilities both to the interna-

tional community and to its own people, and ensure that Americans as
well as Chinese are able to enjoy a rising standard of living.

The ultimate goal of our China policy is the emergence of a China
that adopts a cooperative and mutually beneficial relationship with

the United States, and fulfills its responsibilities as a stakeholder in the
global system by addressing the most urgent global challenges, such as
tackling climate change, fighting weapons proliferation, and promoting
global prosperity. Our China policy aims to encourage a China that
develops over time a stable, equitable, and open domestic system—
one that guarantees universal human rights, including social, political,
economic, labor, and religious rights.

Given China’s uncertain future, the United States must always en-
sure that it retains adequate capabilities to respond to the variety of
scenarios that flow from a strong and aggressive China or a weak and
unstable one. But our policy toward China must also work toward
renewing the international system of multilateral rules, norms, and




institutions that has proven durable and
effective in integrating new powers, growing
the global economy, preserving the peace,
promoting political pluralism, and safe-
guarding U.S. interests.

Many of these multilateral institutions
need reform and adjustment, offering the
United States an opportunity to recommit
itself to this effort, and to draw China into
these processes. The United States should
work to include China as a more engaged

and responsible global partner, give China
a greater stake in the current system, and
further bind China to the global success of
these efforts. Working toward this goal is
imperative because effective solutions to the
most pressing problems of our time—global
warming, terrorism, pandemic disease,
expanding the global middle class, and
nuclear nonproliferation—cannot happen
without the full participation of the United
States and China.

A PROGRESSIVE STRATEGY: U.S. STRATEGIC GOALS

he next president and his admin-

istration must move beyond the

current, China policy framework
of “engaging but hedging.” Instead, we
suggest a practical, forward-looking “risk
management” strategy to forge a new phase
in U.S.-China relations. Such an approach
contains these core elements: embedding
China in the international arena; managing
the risk of China’s uncertain future trajec-
tory; understanding and collaborating with
China while engaging the rest of the world
in dealing with China; and re-establishing
U.S. moral authority and global economic
competitiveness.

Embed China

The United States should move beyond
the engagement strategy we’ve pursued for
30 years and seek China’s integration into
the international system as a responsible,
engaged, and respected stakeholder so it
can address urgent global problems such
as climate change. In the long run, this will
strengthen the international system and

will also help mold China’s behavior. The
United States should signal to China that it
understands China occupies an important
place in the existing international order,
that its development depends on the pres-
ervation of that order, and that the United
States and the world expect China to fulfill
its regional and international responsibili-
ties. In return for China’s fulfillment of
more responsibilities, it will have greater
opportunities to shape evolving norms,

rules, and institutions.

Manage potential downside
and upside risk

The United States must always ensure it
retains adequate capacity, militarily and
diplomatically, to handle a variety of
scenarios that could result from China’s
strengths and weaknesses. The uncertain-
ties regarding China’s possible future
pathways cut across a broad range of is-
sues, from internal governance, to military
modernization, to consumer protection, to
nationalism, and to Taiwan. Indeed, the




likeliest scenarios for the foreseeable future
is a China with a “mixed record,” meet-
ing U.S. expectations and requests in some
areas, but falling short in others. We must
be prepared for every contingency.

Better understand China

The United States must devote greater re-
sources to understanding China, especially
its leaders’ thinking and their priorities

in foreign policy, domestic and economic
policies, and military planning, Greater
diplomatic, intelligence, and military assets
should be devoted to this important task.

Collaborate with China

Common challenges, such as sustaining
and broadening global economic growth,
curbing climate change, staunching the pro-
liferation of weapons of mass destruction,
and combating infectious diseases,

will require the United States and China
and the international community to cooper-
ate on large-scale, long-term policies. While
we must be clear when we have differences,
the next president and his administration
should seek to establish a collaborative
relationship with China where possible, and
dispel notions that the United States seeks
to inhibit China’s peaceful development.

Cooperate with other nations
to influence China

Persuading China to consider its global re-
sponsibilities has not been easy , but work-
ing through multilateral channels and build-
ing international pressure has effectively

induced China to modify its stance, at times,
on certain controversial issues, among them
nonproliferation and dealing with North
Korea. The United States must strengthen
its ties with other nations and with global
institutions when dealing with China on
many issues, including global warming,
human rights, international economic
integration, and China’s opaque military
buildup. On bilateral issues, prioritizing U.S.
demands will be key to effectively eliciting
results form China.

Reestablish U.S. moral authority

Key to effective bilateral relations with
China 1s reestablishing U.S. moral authority
and leadership around the globe. America’s
ability to lead by example remains our most
powerful asset. The United States must
once again provide leadership and direction

based on our nation’s fundamental values.

Prepare to compete globally

The United States can neither engage
China from a position of strength nor
guarantee U.S. competitiveness in a global-
ized world unless we put our own domestic
house in order. To compete successfully
amid rapid globalization, the United States
must invest in key domestic priorities,
among them transforming to a low-carbon
economy, feeding our science and technolo-
gy innovation engine, empowering workers
to seize the opportunities of globalization,
and ensuring that the next generation is

well prepared to thrive.
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Chinese Vice Premier Wu Yi, 2nd left, and U.S. Treasury Secretary Henry Paulson, right, with both countries delegates sit during the Third China-
U.S. Strategic Economic Dialogue at Grand Epoch City in Xianghe, central China’s Hubei province, southeast of Beijing. Source: AP Photo




U.S.-CHINA POLICY PRIORITIES

he scope, breadth, and complexity

of U.S.-China relations will require

coordination and prioritization
within the U.S. government—a critical
and daunting task. It will require consis-
tent high-level attention and engagement
starting with the president. A commitment
to regularized presidential-level meetings
between the United States and China are
necessary both to further strategic dialogue
and consensus between our two nations,
and to facilitate decisions on pressing issues
that demand resolution. Given the array of
issues at play in the relationship, we need
coordinated policy making—in digestible
portions—that addresses the multiplicity of
political, security, and economic issues.

These separate but coordinated dialogues
should each be headed by appropriate
cabinet-level officials, and will be critical to
assure that outstanding issues are addressed
and strategic dialogue moves forward. And
it is imperative that the next administration
consult with Congress early and often to
forge a coalition that can support a progres-
sive China policy.

The next president should concentrate on
six policy priorities in U.S.-China relations:

® Climate change and energy security
= Balanced and sustainable global growth

® Enhanced security in the Asia-
Pacific region

= (China’s military modernization
= Stability in the Taiwan Strait

® Governance and individual rights

Coordinating U.S. policy on China in these
six arenas will demand that senior officials
in the next administration manage Sino-
U.S. relations across departments and in
league with Congress. At the same time,
engaging Chinese officials in a coordinated
fashion will allow the United States to as-
sess more easily the opportunities and risks
inherent in U.S.-China relations at different
working levels within China. This prag-
matic approach will allow the United States
to tackle the tough problems in our bilateral
relations while engaging China on our com-
mon global interests.

Climate change and energy security

The next president and his administration
have an unparalleled opportunity to engage
China in a constructive partnership on
climate change and energy security—an ex-
traordinary and urgent challenge we face in
this new century. The Bush administration’s
shortsighted energy policies and refusal to
commit to reductions in greenhouse gases
prevented the United States from exploring
and building on our two nations’ shared ob-
jectives. Tackling climate change in earnest
offers the opportunity not only to safeguard
the future of our environment but also to
enhance the U.S.-China relationship by cre-
ating common ground on this critical issue.
As the two largest emitters of greenhouse
gases in the world, both nations must work
together to find solutions that will stave off
the most severe consequences of climate
change. No international effort to address
global warming will be successful without
the full engagement of both countries.

Consequently, the next president should
announce early in his administration that
the United States will commit to substantial,




mandatory reductions in U.S. greenhouse
gas emissions that are not conditioned on
the specific actions taken by China. At the
same time, the president should make clear
that China and other developing countries
must assume meaningful, binding commit-
ments to slow and ultimately reverse the
growth of greenhouse gas emissions.

To lower its rate of emissions growth,
China should commit to ambitious goals
for improving energy efficiency, increasing
renewable power, and accelerating deploy-
ment of advanced clean energy technolo-
gies. In addition, China should be pressed
to agree to a fixed date by which it would
begin reducing emissions in absolute terms.
When coupled with the contributions of de-
veloped countries, these reductions should
be of a magnitude sufficient to achieve an
overall global emission reduction of 50
percent below 1990 levels by 2050.

The next president should make clear that,
in parallel with far-reaching actions to re-
duce emissions, our government will protect
the interests of U.S. workers in industries
that could be placed at risk under a global
climate change agreement if unequal cost
burdens are imposed on producers in devel-
oped and developing countries. The extent
of these measures to preserve U.S. competi-
tiveness should depend on how far China
goes to reduce its carbon footprint, which
will in turn determine whether there is a
level economic playing field for our major
energy-intensive industries.

To reinforce our efforts to negotiate an ac-
ceptable global agreement, the next admin-
istration should work directly with China
on mutually beneficial initiatives to improve
environmental protection, stimulate deploy-
ment of clean-energy technologies, and
enhance China’s technical and institutional
capacity to address environmental and

energy challenges. The next president
should call for the two countries to imme-
diately undertake a program of coopera-
tive research and development on climate
change and energy security, including
demonstration projects to speed the deploy-
ment of advanced energy technologies. The
new administration should also support
mechanisms in U.S. climate legislation that
create project-based carbon-emission credit
opportunities for U.S. companies that allow
them to offset their carbon emissions by
investing in emission-reduction projects in
developing countries.

Finally, our next president should signal

the seriousness of our nation’s commit-
ment to work with China as an equal to
combat climate change and boost global
energy security by pushing for greater

and regular Chinese participation in the
International Energy Agency. Successfully
partnering with China on climate change
and energy security on a bilateral basis and
on the global stage holds the potential to
create positive interactions between our two
governments and our two peoples. This,

in turn, could generate positive spillover
across many aspects of our bilateral rela-
tionship.

Making progress on global warming and
energy security could benefit our economy
by creating new export opportunities for
American clean energy companies. It would
help promote human rights and civil society
capacity-building by strengthening environ-
mental nongovernment organizations and
the ability of citizens to hold local leaders
accountable for environmental degradation.
And tackling climate change and energy se-
curity together will strengthen Asia-Pacific
regional security and stability by highlight-
ing an issue on which greater cooperation
with Japan, a leader in energy efficiency,
could be beneficial.




Balanced and sustainable
global growth

The next administration will need to build a
more equitable and mutually advantageous
economic relationship with China. It must
encourage China to be a more responsible
steward of the international economic
system, and to accelerate market-based
economic and labor market reforms. But
the next administration must also improve
America’s own economic and technological
competitiveness so that our country com-
petes in the global economy from a more
secure position of strength. An important
measure of whether the next administra-
tion manages a successful economic rela-
tionship with China will be rising standards
of living for a greater number of Ameri-
cans, as well as a greater number of Chi-
nese.

The next administration should use a high-
level bilateral dialogue (like the ongoing
Strategic Economic Dialogue initiated

by Treasury Secretary Henry Paulson) to
sharpen the focus on a number of areas,
including not just energy and climate but
also enforcement of international trade
and regulatory standards; institutional
reforms including social safety nets and
proper enforcement of labor standards;
exchange rate policy; and compliance with
international rules on foreign aid. The
United States must also bring advancement
of working conditions and labor rights

into those discussions, and push for China
to honor its commitments as a founding
member of the International Labor Orga-
nization.

The United States must be prepared to use
both multilateral and unilateral tools, such
as the World Trade Organization and the
International Trade Commission, to en-
force economic agreements and standards.
In addition, the United States, in concert

with other nations, should propose that in
exchange for China gaining a greater voice
in international economic institutions such
as the International Monetary Fund, the
World Bank, and the Group of Eight pro-
cess, China will take further steps consistent
with becoming a responsible steward of the
global economic system.

At home, the next administration must renew
our domestic competitiveness. America must
invest in human capital and create a nimble,
innovation workforce at every skill level.

The United States must empower workers
with the public policy tools they need to
become an even more flexible workforce,
including universal health care, expanded
unemployment benefits, and new jobs train-
ing programs, with a focus on the growth
sectors of green jobs. We also must seek to
restore economic mobility and put ourselves
back on a path of fiscal responsibility.

Enhanced security in the
Asia-Pacific region

To get national security policy toward
China right, the United States needs to

get its Asia-Pacific regional strategy right.
Stability and security in East Asia is increas-
ingly tied to overall U.S. national security
goals; conflict and instability in East Asia
would undermine a broad range of U.S.
economic and security interests. The rise
of China complicates the challenge of U.S.
policy in the region, but it also affords us

a chance to reinvigorate relations with our
long-standing allies and partners in the re-
gion. U.S. political and diplomatic leverage
in Asia depends on greater engagement.

The new administration should reaffirm
the U.S. security commitment to allies and
partners in the region. The United States
should engage diplomatically with consis-
tency at the highest levels to repair, revital-




ize, and bolster U.S. involvement in regional
security, and economic and political affairs,
leveraging traditional bilateral means

and new multilateral forums. A first step
would be signing the Association for South
East Asian Nations’ Treaty of Amity and
Cooperation, and, in the context of ongo-
ing progress in the Six Party Talks, working
with Japan, South Korea, and China to
develop a permanent institution dealing
with security issues in Northeast Asia. The
United States must also work with China on
shared regional interests, including rolling
back the North Korean nuclear program.

China’s military modernization

China’s military modernization is focused
on developing limited force projection
capabilities alongside anti-access and area
denial capabilities by leveraging advanced
precision strike missiles, cyber-warfare, and
anti-satellite weapons. Still, China suffers
from very serious weaknesses in its military,
including many obsolete weapon systems, a
lack of battle experience, and not a single
working aircraft carrier or military base
outside of China—despite years of double-
digit growth in its military budget.

The new president should task the De-
partment of Defense with conducting

an in-depth assessment of the ability of
U.S. forces to fulfill our security commit-
ments in the Western Pacific in the face of
the Chinese military capabilities over the
next decade. Based on that review, and in
light of the toll Iraq has taken on the U.S.
military, the new administration needs to
develop a long-term defense program and
strategy for U.S. basing and posture in the
Western Pacific, and then make specific rec-
ommendations for investment, acquisitions,
and procurements.

Greater trust and confidence between the
United States and Chinese militaries will
help contribute to greater strategic stabil-
ity in the region. The United States should
work with allies in the region to press China
for greater transparency in its military mod-
ernization. The new administration should
also intensify the strategic nuclear dialogue
with China, deepen the high-level strategic
dialogue on regional security issues, and
initiate treaty discussions on weaponization
and muilitarization of space. Additionally, the
new administration should increase joint
military capacity with allies in the region.

Stability in the Taiwan Strait

Taiwan is the most sensitive issue in the
U.S.-China relationship. Despite recent
improvements in tone and tenor of relations
between Taipei and Beijing, Taiwan still re-
mains an issue that could trigger greater ten-
sion and perhaps open armed confrontation
between China and the United States. To
Beijing, the island of Taiwan is the last piece
of Chinese territory not reintegrated back
into the nation after more than a century of
struggle. But to the United States a thriving
democratic Taiwan is linked to U.S. regional
credibility and our democratic values.

Maintaining the now standard set of
diplomatic assurances that offer a common
language for Beijing and Washington and
Taipei is an important starting point for any
efforts to address cross-Strait issues. The
United States should encourage Beijing
and Taipei to continue building commer-
cial, cultural, economic, and other ties to
enhance confidence and trust in their inter-
actions. We should also rebuild a relation-
ship of trust with Taiwan and respond in
accordance with the Taiwan Relations Act
to appropriate Taiwanese requests to meet
their defensive needs.
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Governance and individual rights

China’s human rights record remains poor.
China’s economic liberalization has lifted
millions out of poverty, but progress toward
political openness and pluralistic reform is in-
complete, and in some ways regressing. Elec-
toral reform at the local level seems stalled,
and organized political dissent not tolerated.
In other pockets, though, there is progress—
the Chinese government is imposing more
accountability on officials and providing
more societal input into policy decisions.

Political and social change in China will
largely need to come from within, but the
United States can influence those devel-
opments. China’s desire to be treated as

a respected member of the international
community is a principal point of leverage
for political change, as are China’s own
governance needs and the aspirations of
the Chinese people. What is required is a
persistent but respectful witnessing to the
unwersality of human rights, and encourag-
ing other nations and groups of nations to
reinforce concerns about China’s human
rights, including labor rights practices.

The new administration should work with
mechanisms that bring together interna-
tional opinion to pressure China on human
rights. The United States should enhance
bilateral U.S.-China and EU-China human
rights dialogue, and encourage China to
ratify the International Covenant on Civil
and Political Rights. The new president
should pledge that the United States will
join, and thus strengthen, the UN Human
Rights Coouncil at which China’s record can
be reviewed consistently, and support Chi-
nese civil society and rule of law programs
and China’s engagement with the Interna-
tional Labor Organization.

America must work to increase its leverage
in the human rights arena by reclaiming
our moral authority and leadership in the
world. Chastising U.S. businesses or the
Chinese government will achieve nothing if
the United States doesn’t live up to its own
principles. The next administration must
work to re-establish U.S. moral authority
and leadership, which has always been one
of the strongest and most efficacious tools in
the American foreign policy toolbox. Lead-
ing by example is a powerful avenue Amer-
ica can take. Without American leadership
and authority, convincing China to change
will be all the more difficult.

A progressive strategy
for U.S.-China relations

The United States cannot determine
China’s future; that task belongs to the
Chinese people. But the United States can
forge a relationship with China that delivers
on American interests and the global com-
mon good by working with China to tackle
our shared global problems, addressing our
areas of difference in a sober and practical
way, and facing up to our own challenges.
Peacetully integrating China into the inter-
national order will embed this rising power
in the web of norms and responsibilities
that come with being an active participant
in the world stage.

In the pages that follow, the authors of this
report will detail the progressive strategic
goals and top policy priorities we recommend
to the new president and his administration.
Our policy proposals are presented against
the backdrop of current global and Sino-
U.S. environmental, economic, and political
realities. We believe the analysis and conclu-
sions contained in this paper will prepare the
United States to engage China effectively and
assuredly in the decades to come.
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Proud Chinese in San Francisco supporting the 2008 Beijing Olympics. Source: Flickr
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UNDERSTANDING
THE CHALLENGE
OF A RISING CHINA

calizing the potential of the U.S.-
RChina relationship, while guarding

against future uncertainties, will
constitute a central challenge of American
foreign policy this century. We can assume
neither that the stability nor the prosperity
that have generally characterized U.S.-
China relations for the past several decades
will continue, nor that conflict is inevitable.
A key policy challenge will be finding a bal-
ance between the cooperative and competi-
tive aspects of U.S.-China relations.

Although the next administration must
focus on managing the national security be-
quests left by the Bush administration—es-
pecially in Iraq and Afghanistan—China’s
rise across nearly every dimension of power
is a central strategic fact of the 21st century,
and the choices the next president makes
will shape the geopolitical environment for
along time to come.

We cannot afford to continue with a reac-
tive, piecemeal, and uncoordinated policy.
We need a pragmatic and balanced “risk
management” approach that focuses on
real results on issues Americans care about,
and at the same time recognizes China’s
growing importance to global problem-
solving. First and foremost, without a
serious commitment by the United States
and China, we will not be able to avoid
the most dire consequences of global
warming—one of the most urgent security
challenge of our time.

Modern China is unlike any international
challenge the United States confronted in
the 20th century. As a rising power, China
is simultaneously a weak and a strong state.
On the one hand, China is exemplified by
the gleaming skyscrapers of Beijing and
Shanghai, by the record-breaking eco-
nomic growth of the past two decades, by
the hundreds of thousands of graduates

in engineering and science, by 220 million
Internet users, some 400 million cell phone
users, and by its rapidly growing military.
On the other hand, China is a country
where hundreds of millions of people live
in poverty, where political repression is
omnipresent, and where ecological disaster
1s almost everywhere apparent.

Pressured by social, political, and nation-
alist protests, China’s leadership remains
preoccupied above all with maintaining
stability and averting rebellion in order to
bring these two very Chinas closer together.
And in building a “harmonious society,”
China’s leaders also aim to perpetuate the
rule of the communist party. In many ways,
they are succeeding. China has the fastest-
growing large economy in modern history:.
It 1s now the fourth-largest economy in the
world, and is poised to overtake Germany.'
China’s gross domestic product grew 11.4
percent in 2007, the fastest rate in 13 years,
capping more than two decades of robust
economic growth.? China is now the largest
trading partner of Japan, Australia, South

13



Korea, and Taiwan. Most recently, China
became the greatest source of manufac-
tured goods to the European Union.?

This stunning economic growth has al-
lowed China to transform its army, air force,
and navy into leaner, better trained armed
forces equipped with advanced information
and communications technologies. China

is increasing its military spending dramati-
cally—19 percent this past year alone—
and actively deploys espionage to advance
its modernization program. It has made
significant gains in its capabilities over just
the past few years, including considerable
new asymmetric capabilities. Some analysts
argue that China is now capable of disrupt-
ing U.S. naval operations in the Taiwan
Strait and the Strait of Malacca.

But behind these impressive measures hides
a poor developing country. The World
Bank reports that more than 128 million
Chinese, many in resource-poor areas in
the western and interior regions, live on less
than a dollar a day.* Not one of the world’s
50 most innovative companies are Chinese.’
And China remains at best a regional mili-
tary power with many outdated weapons
platforms, an untested army, and limited
blue-water naval capabilities, or even
regional power-projection capabilities. The
U.S. military 1s decades ahead across almost
every measure of capacity.

China also faces unprecedented pollution
problems as a result of its rapid industrial-
ization. Life expectancy in China is rising,
but an estimated 750,000 people die pre-
maturely each year in China from breath-
ing polluted air.® According to the World
Bank, 20 of the world’s 30 most polluted

cities today are in China.” Contamination
of traditional agricultural areas results in
declines in crop productivity, unhealthy
livestock, and unsafe drinking water, under-
mining the sustainability of rural communi-
ties, and accelerating migration of the rural
workforce to the cities.

Widespread environmental degradation is
taking a toll on China’s economy, with stud-
ies estimating China loses between 8 percent
and 12 percent of gross domestic product
annually due to these debilitating problems.?
(See box on page 22 for more details.) More-
over, rising protests by Chinese citizens over
environmental degradation are placing an
unwelcome spotlight on the government’s
failure to enforce environmental standards.
Social unrest is building,

China’s rapid transformation results in
other trends that create social stress: ram-
pant corruption, great economic inequality,
and rapid urbanization. Protests (87,000

in 2006°) driven by unrest over labor rights,
pollution, income disparity, and corrup-
tion—increasingly enabled by text messag-
ing and email—are widespread. So, too, are
ethnic tensions, especially in the western
provinces with the Uighurs and Tibetans,
as the world learned during the riots in
Lhasa and elsewhere this past spring

The ruling Chinese Communist Party has
identified “social harmony” as a political
imperative—the word harmony features
largely in the leadership’s explanation of its
choice of “one world, one dream” Olym-
pics slogan—and fears that these centrifu-
gal forces of social unrest and economic
disparity, if unaddressed, could metastasize
into a real challenge to regime stability.
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U.S. STRATEGIC GOALS IN SINO-U.S. RELATIONS

he next four years offer a critical win-

dow of opportunity to forge a new,

durable, pragmatic, and effective ap-
proach to the U.S.-China relationship. The
next president can safeguard U.S. national
security interests; encourage the emergence
of a China that meets its responsibilities,
both to the international community and
to its own people; ensures that Americans
as well as Chinese are able to enjoy a rising
standard of living; and creates the condi-
tions for greater U.S. and Chinese coopera-
tion and partnership as responsible powers
on the world stage. The ultimate goal of our

progressive China policy is the emergence
of a China that:

= Adopts a cooperative and mutually
beneficial relationship with the
United States

= Tulfills its responsibilities as a stakeholder
in the global system by addressing the
most urgent global challenges, such
as tackling climate change, reducing
nuclear proliferation, maintaining re-
gional and global security, and promot-
ing widely shared global prosperity

= Develops over time a stable, equitable,
accountable, open and pluralistic do-
mestic political system that guarantees
universal human, social, political, eco-
nomic, labor, and religious rights

Yet China’s future is uncertain to leaders in
both China and the United States. China
could continue to integrate peacefully into

the world order and become a responsible
stakeholder, or grow more belligerent and
nationalistic—seeking to confront the
United States and others on an increasing
range of issues—or choose some path in
between. The United States cannot deter-
mine what path China takes, but the next
president can help create the global context
for China’s peaceful rise.

U.S.-China policy must go hand-in-hand
with reinvigorating the international system
of multilateral rules and institutions, which
has proven durable and effective in address-
ing global challenges, integrating new pow-
ers, growing the global economy, preserving
the peace, promoting political pluralism,
and safeguarding U.S. interests. Many of
these multilateral institutions and rules are
in dire need of reform, offering the United
States an opportunity to press for change
that includes China as a more engaged and
more responsible global partner.

A peaceful China that operates within the
international system is in the best strate-
gic interest of the United States. Working
toward this goal is imperative as the most
pressing problems on the international
agenda—global warming, terrorism, pan-
demic disease, trade, nuclear nonprolifer-
ation—cannot be solved effectively with
China on the outside. Nor can the interna-
tional system retain its efficacy and thus its
legitimacy without the committed partici-
pation of China.




A PROGRESSIVE CHINA STRATEGY

hina policy in every area will

require patient and consistent ef-

forts, but getting the strategy right
Jrom the beginning of the next administration
is critical. Presidents Ronald Reagan, Bill
Clinton, and George W. Bush all entered
the White House in the wake of presiden-
tial campaigns, replete with promises to
be tougher on China—only to embrace a
more pragmatic approach once the reali-
ties of the relationship became apparent.
All three presidents lost valuable time and
political capital, which the next administra-
tion cannot afford to do.

Today, rapid changes to the global economy,
the outsourcing and offshoring of U.S. jobs
to China, and overall U.S. economic weak-
ness combine to give unique momentum

to the case that the next president should
take a “tougher” stance. To be sure, we
have many serious policy differences with
China—on human rights, currency ex-
change rates, and Sudan, to name a few. Yet
the urgency of our shared challenges, most
particularly on the need for dramatic reduc-
tions in global carbon emissions, but also

on North Korea and other issues, requires a
results-oriented strategy from the beginning.

Thus, while never shying away from articu-
lating our differences, the next president
must, from the outset, establish a sober,
tempered, forward-looking posture toward
China that makes progress on our shared
challenges while delineating where we have
differences and then seeking to overcome
them. He must reject the alarmism that fre-
quently clouds policy debates on U.S.-Chi-
na relations and take a clear-eyed, practical
approach that makes steady progress on
advancing U.S. interests, rejecting grandi-

ose rhetoric that impedes real gain. Neither
overly optimistic nor bellicose, a pragmatic
approach focuses on real results.

Through 30 years and seven presidencies of
both political parties, the United States has
followed a strategy of “engagement” with
China, which has been effective in opening
avenues of dialogue, mitigating tensions in
times of crises, and most importantly con-
tributing to sustained peace between our
two countries. Now, though, is the time to
move beyond this framework of “engaging
China but hedging,” an approach neces-
sary but no longer sufficient to secure U.S.
strategic goals and interests given the reali-
ties of a rising China and the imperative

of moving China toward becoming a more
responsible stakeholder in the international
system. We suggest a practical and forward-
looking seven part “risk-management” ap-
proach that can take us to this new phase.

Embed China

The United States should move beyond
the engagement strategy we’ve pursued for
30 years and seck China’s integration into
the international system as a responsible,
engaged, and respected stakeholder so it
can address urgent global problems such
as climate change. In the long run, this will
strengthen the international system and
will also help mold China’s behavior. The
United States should signal to China that it
understands China occupies an important
place in the existing international order,
that its development depends on the pres-
ervation of that order, and that the United
States and the world expect China to fulfill
its regional and international responsibili-
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ties. In return for China’s fulfillment of
more responsibilities, it will have greater
opportunities to shape evolving norms,
rules, and institutions.

Manage potential downside
and upside risk

The United States must always ensure it
retains adequate military and diplomatic
capacity to handle a variety of scenarios
that could result from China’s strengths
and weaknesses. The uncertainties re-
garding China’s possible future pathways
cut across a broad range of issues, from
internal governance, to military modern-
ization, to consumer protection, to nation-
alism, and to Taiwan. Indeed, the likeliest
scenarios for the foreseeable future is a
China with a “mixed record,” meeting U.S.
expectations and requests in some areas,
but falling short in others. We must be
prepared for every contingency.

Better understand China

In the past, major U.S. missteps stemmed
from a lack of understanding of China’s
motivations, intentions, and domestic
constraints. The United States must devote
greater resources to understanding China,
especially its leaders’ thinking and their
priorities in foreign policy, domestic and
economic policies, and military plan-

ning. Greater diplomatic, intelligence, and
military assets should be devoted to this

important task.
Collaborate with China
Common Sino-U.S. challenges, such as

sustaining and broadening global economic
growth, curbing climate change, staunching

the proliferation of weapons of mass de-
struction, and combating infectious diseases,
will require the United States and China
and the international community to cooper-
ate on large-scale, long-term policies. While
we must be clear when we have differences,
the next president and his administration
should seek to establish a collaborative
relationship with China where possible, and
dispel notions that the United States seeks
to inhibit China’s peaceful development.

Cooperate with other nations
to influence China

Working through multilateral channels and
building international pressure has effec-
tively induced China to modify its stance, at
times, on certain controversial issues, among
them North Korea’s nuclear program.
China does not wish to be an outlier in the
international community. Recognizing this,
the United States must strengthen its ties
with other nations and with global institu-
tions when dealing with China on many
issues, including global warming, human
rights, international economic integration,
and China’s opaque military buildup. On
bilateral issues, prioritizing U.S. demands is
key to effectively eliciting results from China.

Reestablish U.S. moral authority

The key to effective bilateral relations with
China 1s reestablishing U.S. moral author-
ity and leadership around the globe. Lost
among the missteps of the past eight years
is the recognition that America’s ability to
lead by example remains our most powerful
asset. The Bush administration squandered
this asset by invading Iraq under false pre-
tenses, enabling the horrors of Abu Ghraib,
and actively torturing prisoners at Guan-
tanamo Bay and other overseas detention
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centers. The new president and his admin-
istration must once again provide leader-
ship and direction based on our nation’s
fundamental values to meet the greatest
challenges of our time. U.S. moral leader-
ship can serve as an effective tool in manag-
ing a rising China. The United States must
once again provide leadership and direction
based on our nation’s fundamental values.

Prepare to compete globally

The United States can neither engage
China from a position of strength nor guar-
antee continued U.S. competitiveness in a
globalized world unless we put our own do-
mestic house in order. To compete success-
fully amid rapid globalization, the United
States must invest in key domestic priorities,
among them transforming to a low-carbon
economy, feeding our science and technol-
ogy innovation engine, empowering work-
ers to seize the opportunities of globaliza-
tion, and ensuring that the next generation
1s well-prepared to thrive. When America
controls its health care costs through uni-
versal health care, companies producing
goods and services in the United States will
have one less reason to look oversees. When
America’s workforce is better educated and
more flexible at every level, China’s lower
labor costs will determine fewer production
location decisions. An effective foreign poli-
cy toward China, ultimately, will depend on
an cffective domestic agenda.

All seven of these risk-management tenets
are key to a pragmatic approach to China.

To achieve results (given the great complex-
ity of our relationship) better coordina-
tion within the U.S. government on China
policy, informed by a clear prioritization

of U.S. objectives, will be important. There
are dozens of bilateral groups throughout
our government working with China on is-

sues from agriculture to health to terrorism,
and we want action from China on multiple
issues at once. Much of this activity occurs
at the working level, and should continue as
a matter of course.

Still, the United States needs to be able to
make it clear to the Chinese what our true
priorities are at any moment. The National
Security Council must take an active role

in coordinating across all departments and
agencies engaged in China-related issues.
Implementing a successful China policy will
also require consistent high-level attention
and engagement starting with the president.
A commitment to regularized presidential-
level meetings between the United States
and China are necessary both to further
strategic dialogue and consensus between
our two nations, and to facilitate decisions
on pressing issues that demand resolution.

Given the array of issues at play in the
relationship, we will need an interlocked set
of senior-level dialogues that parse out—in
digestible portions—the multiplicity of po-
litical, security, and economic issues. These
separate but coordinated dialogues should
each be headed by appropriate cabinet-
level officials, and will be critical to assure
that outstanding issues are addressed and
strategic dialogue moves forward. Finally, it
is imperative that the next administration
consult with Congress early and often to
forge a coalition that can support a progres-
sive China policy.

Our most important recommendation,
however, is that the next administration
make energy and the environment a new
central priority of Sino-U.S. relations.
Working in partnership with China to

forge an international consensus on climate
change and energy security is critical to
meeting one of the most pressing security
challenges of our time—global warming. In
addition, focusing the U.S.-China relation-

18



ship on climate change and energy holds
the potential to create positive interactions
between our two governments and our two
peoples that will have a positive spillover to
other aspects of our bilateral relationship,
from economics and trade (by creating new
investment opportunities for clean energy
companies), to human rights and civil
society capacity building (by strengthening
environmental nongovernmental organiza-
tions), to strengthening Asia-Pacific regional
security (by highlighting an issue on which
greater Sino-Japanese cooperation would
be greatly beneficial).

Challenges to implementing
a progressive policy toward China

Pursuing these policy recommendations
will be an ambitious undertaking, requir-
ing considerable high-level attention and
significant political capital. Four main
obstacles and challenges will constrain the
development and implementation of suc-
cessful China policy.

Prioritizing China will be difficult in light of the
wars in Iraq and Afghanistan. Without careful
consideration, the next administration will
face a significant challenge in simply finding
adequate high-level attention for dealing
with China. Yet China’s influence and po-
tential to influence the strategic landscape
(including in the Middle East and Central
Asia) makes China far too important to be
relegated to a second-tier issue.

The United States and China will not resolve

their differences in values and interests quickly

or easily. On many issues—from human
rights to Taiwan, trade policies to currency
alignments, climate change policies to
military transparency—the United States
and China hold divergent positions. These
differences create tensions in the relation-
ship—and they are not going away anytime

soon. Even in areas where progress is pos-
sible there will be disconnects between the
“policy time” in which progress will occur
and the “political time” of the U.S. politi-
cal process. The next president will need to
manage expectations carefully.

China’s rise comes at a time in which global
interdependence ts changing the rules of the game.
Deep and rapid economic and security
interdependence make traditional policy le-
vers increasingly ineffective. As the multiple
U.S.-China consumer product safety crises
of 2007 illustrate, our two nations’ econo-
mies are tied together in ways never before
experienced, with implications we are only
now beginning to appreciate. What’s more,
new cross-border flows of products, services,
information, capital, and people complicate
traditional policy decision making, blur-
ring the lines between foreign and domestic
policy. An increasing number of issues can
no longer be managed at the border, but
only through deep and difficult changes
and reforms beyond the border.

U.S. domestic political cross-pressures involv-

ing China can result in U.S. diplomatic missteps.
Finding a bipartisan working coalition that
can support effective China policy is always
a critical challenge. The complex nature of
U.S.-China relations leads to disagreements
and fissures among policymakers that often
transcend party lines. Rancorous debate
among many disparate groups about genu-
ine U.S. interests can distort policy and send
mixed signals to the Chinese about Wash-
ington’s intentions. Traditional characteriza-
tions of coalitions organized as advocates for
human rights, or alternatively focused on
national security, no longer serve as accurate
guideposts of how legislative branch policy-
makers will approach China.

This last challenge is perhaps the greatest
the next president and his administration
will face. Those who focus on “single issues”
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when it comes to China include representa-
tives from both sides of the aisle, while pro-
ponents of a full-spectrum relationship with
China also range across political divides.
Rep. Nancy Pelosi (D-CA), the Speaker of
the House and a long-time champion of
religious freedom in China, has at her side
conservative Republicans who are equally
critical of China’s heavy-handed response
in Tibet. On trade, bipartisan members of
the Senate Foreign Relations Committee ar-
gue that a long-term policy of engagement
ultimately serves U.S. economic, business,
and security interests. Yet other key sena-
tors, among them Sens. Charles Schumer
(D-NY) and Lindsay Graham (R-SC) lead a
delegation of Democrats and Republicans
who are severely critical of China’s
currency exchange policies.

The next administration must work hard

to bridge these many differences to execute
pragmatic policymaking toward China. It
must consult with Congress on a sustained
and regular basis to forge a coalition that can
support a progressive China policy. A more
elaborate “buy-in” process for Congress will
both help the executive branch gain a better
understanding of domestic concerns, as

well as develop domestic support for foreign
policies. Moreover, repeatedly making the
point to Congress and the American public
that the U.S.-China relationship is a complex
one will bring to light the stakes of such a
relationship, and the nuanced approach
necessary to address it.

These four challenges will complicate the
next administration’s relationship with
China. But there are six key areas of China
policy—beginning with climate change and
energy security—that will set the stage for an
effective approach to the U.S.-China rela-
tionship—one that safeguards U.S. national
security and economic interests and creates
the conditions for Chinese cooperation as a
responsible power on the world stage. These
six areas, all of which will require sustained
presidential leadership, are:

® (Climate change and energy security
= Balanced and sustainable global growth

= Enhanced security in the
Asia-Pacific region

® (China’s military modernization
= Stability in the Taiwan Strait
= Governance and individual rights

Each of these arenas offers the potential for
positive Sino-U.S. interaction, even reshap-
ing of the relationship, but each area also
has the potential for negative outcomes if
not handled right. We will now turn to a
detailed analysis of each of these areas to
highlight the policy priorities and strategies
necessary for the next administration to
engage China effectively on all six fronts.
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A local tour guide walks along the Bund, one of the most visited tourist destinations in Shanghai. In the background is Pudong, the city’s new
business and finance landmark. Source: AP Photo
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An unsustainable environment

China’s pollution problems are pervasive and costly

hina’s environmental problems are
G enormous and growing worse by

the day. China’s leadership has an
enormous stake in finding sustainable solu-
tions to its environmental and energy chal-
lenges for its own well-being. Unchecked
global warming could have devastating
consequences for China, and the country
is already feeling the impact of horrific pol-
lution problems on its people, government,
and economy.

Costs to the economy

Studies conducted inside and outside of
China have found that environmental
degradation is costing the Chinese economy
between 8 percent and 12 percent of gross
domestic product each year.! Natural
disasters, which are up from years past, are
said to cost China between 1 percent and
3 percent of GDP annually.? Absenteeism,
stemming from pollution-related health
ailments, is also eating into the country’s
productivity levels.

In China’s northern and western regions,
desertification and water scarcity are slowing
economic growth and limiting agricultural
and industrial output.’ In a study conducted
by the Chinese government, scientists found
that China’s production of wheat, rice, and
corn could decline by as much as 37 percent
by the end of the century.* Other countries,
including the United States, are grow-

ing wary of purchasing Chinese products
because of contamination by pollution and
chemicals. And global warming is expected
to bring severe flooding on China’s coastal

areas, where 41 percent of China’s popula-
tion, 60 percent of its wealth, and 70 percent
of its megacities are located.’

The health crisis

More than 500 million people in Chi-
na—1.5 times the total U.S. population—
live without access to clean water.® Only

1 percent of the Chinese urban popula-
tion breathes air considered safe by the
European Union.” An estimated 750,000
people die prematurely each year in China
from breathing polluted air.® And accord-
ing to state-run media, “China will have
the world’s highest number of lung cancer
patients,” adding at a rate of “l million a
year by 2025 if smoking and pollution are

not effectively curbed.”

Global warming will probably lead to
higher rates of infectious disease in China.
One Shanghai-based study concluded

that the lethal H5NT1 virus, also known as
Avian Flu, will spread as climate change
shifts the habitats and migratory patterns
of birds."” Another study, conducted by
Harvard Medical School, highlighted the
link between extreme weather events and
the outbreak of diseases such as malaria,
typhoid, cholera, and dengue fever."' This
has serious implications for China, as global
warming is expected to result in major
flooding on China’s heavily populated
eastern seaboard. The Harvard study also
found that warming climates will lead to the
spread of disease-carrying insects such as
deer ticks, which spread Lyme Disease and
are prevalent in China.
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Migration and
environmental refugees

Global warming has accelerated deserti-
fication of China’s northern regions and
exacerbated water scarcity. Regions that
benefit from more abundant water sources
will need to cope with an influx of migrants
from water-scarce areas. One study by the
United Nations projected that there could
be as many as 50 million environmental
refugees in China by 2010, many of them
fleeing water shortages and sand dunes.'?

Desertification will also add to the migra-
tion of rural Chinese looking for employ-
ment in already overcrowded and danger-
ously polluted urban centers."® China’s
current rural-to-urban migration constitutes
the greatest migration in human history.'*
Opverpopulated urban centers will grow in
size and population, becoming breeding
grounds for disease.

Social unrest

In 2007, The Minister of Environmental
Protection Zhou Shengxian reported yet
another increase in the number of “mass
incidents” related to pollution, citing an

8 percent increase in number of petitions
submitted to his agency over the same time
period in 2006." This is presumably up
from more than 51,000 environment-relat-
ed protests that occurred in China in 2005,
or about 1,000 protests a week, according
to an independent report.'°

Indeed, thousands of protestors took to the
streets last year in Xiamen, an economic
boomtown in China’s coastal Fujian prov-
ince, to halt the construction of a chemical
plant. This past May, hundreds marched
against the building of an ethylene plant in
the city of Chengdu, the capital of inland
Sichuan province. Though this march was
peaceful, the same cannot be said about all
of the environment-related demonstrations
around the country.

In response, China has elevated the State
Environmental Protection Agency into a
full-fledged cabinet-level ministry with ac-
cess to the State Council’s decision-making
process, more staff, and greater financial
support. In March 2008, Zhou announced
that the ministry will bolster its law enforce-
ment capabilities with enhanced surveil-
lance, stricter monitoring, regular meetings,
joint enforcement, and information-sharing
systems between environmental protection
departments of all levels, as well as law
enforcement and judicial bodies."”

The severity of China’s pollution and
climate change problems provide an open-
ing for the United States to collaborate with
China on this urgent set of challenges. Both
countries have an interest in staving off the
most severe consequences of environmental
degradation, and both will benefit greatly

from a constructive partnership in this arena.

It is a global imperative that the next U.S.
president work with China and the rest of
the world to address China’s pollution prob-
lems and the world’s climate change crisis.
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CLIMATE CHANGE AND ENERGY SECURITY

he energy and climate challenge we

face in this new century is extraordi-

nary in its urgency, stakes, and scope.
The next president has an unparalleled
opportunity to engage China in a construc-
tive partnership on energy and the climate.
While the Bush administration did not
explore and build on our shared objectives
because of its shortsighted energy poli-
cies and refusal to commit to reductions in
greenhouse gas emissions, the next admin-
istration has the opportunity not only to
safeguard the future of the global environ-
ment, but also to strengthen the U.S.-China
relationship by finding common ground on
these issues.

Climate and energy are complex and dif-
ficult issues for both countries. As energy
becomes more scarce and expensive, and
concern rises about climate change, the
path the United States and China follow
will determine whether the global economy
can grow in a sustainable manner or in-
stead will be undermined by competition
for dwindling resources and the threat of
global warming. If either country refrains
from acting aggressively to reduce carbon
emissions, then the world will face humani-
tarian and financial disasters of devastating
proportions—disease, instability, civil strife,
state failure, migration crises, water short-
age, and conflicts over scarce resources.

The new administration will enjoy a unique
opportunity to break the current climate
change stalemate and create a more
productive relationship between the two
nations on environment and energy. Seizing
this opportunity will require U.S. willing-
ness to take bold measures without wait-
ing for reciprocal action by China. It will
also require the United States to be more
sensitive to Chinese political and economic

constraints, and to invest in technology
sharing and capacity building as a first step
in laying the groundwork for longer-term
changes in China’s energy and environmen-
tal footprint. If we exercise patience and
initially have modest expectations, the prog-
ress we make will eventually alleviate future
geopolitical conflicts driven by competition
for scarce energy resources and help the
global community mitigate the extent and
impacts of global warming.

The threat of climate change

While China and the United States are at
different stages in fighting conventional
pollution, the challenge of addressing
climate change looms large in both coun-
tries. The United States and China are the
two largest emitters of greenhouse gases
in the world, producing approximately 40
percent of global greenhouse gas emissions.
U.S. emissions are historically the highest
in the world and have steadily risen over
the last 15 years. China’s emissions, how-
ever, are growing more quickly and have
now overtaken those of the United States,
several years earlier than expected, with an
estimated increase in emissions of 9 per-
cent between 2005 and 2006. The sharp
increases in China’s emissions, which were
14 percent higher than the U.S. emissions
in 2007, accounted for two-thirds of the
growth in global greenhouse gas emissions
in that year, according to the Netherlands
Environmental Assessment Agency."”

Neither of the two countries is now com-
mitted to emission reduction targets. As a
developing country, China is not subject to
greenhouse gas emission limits under the
Kyoto Protocol; the United States chose not
to ratify the protocol, in part because of
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concern that developing nations were not
bound by targets and timetables for green-
house gas reductions.

China relies on coal for more than two-
thirds of its energy needs, including 80
percent of its electricity. Currently, China
has more coal plants than the United States
and India combined, and is adding to

this generation capacity at the rate of one
plant every 7 to 10 days. Although low in
comparison with developed countries, car
ownership in China is increasing rapidly,
quadrupling over the last decade. The
number of cars in China is projected to
rise to 55 million vehicles by the end of the
decade. In parallel, demand for oil, China’s

AUTO EXHAUST NATION

second-largest source of energy, doubled
over the last decade, and experts agree that
the country’s oil demand will continue to
grow rapidly through 2020."" Chinese state
media reported that in 2007, 46 percent

of China’s crude oil consumption was met
by imports.'? Access to imported oil will be
increasingly important in meeting China’s
growing demand for gasoline and diesel fuel.

China’s energy policy initiatives

Energy efficiency is an increasingly im-
portant priority of the Chinese govern-
ment, which is aware of the economic and
security risks from the country’s appetite
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for fossil fuels. The government’s 1 1th Five
Year Plan sets a target of reducing energy
intensity (the ratio of energy consumed to
economic output) by 20 percent between
2005 and 2010, mostly by targeting the
most energy-intensive industries. China has
also adopted vehicle fuel-efficiency stan-
dards that will reach a fleet-wide average of
36.7 miles per gallon by 2008, a level that
will not be required under U.S. Corporate
Average FFuel Economy, or CAFE, standards
until 2022. The government is also setting
targets for increasing nuclear power and
non-hydroelectric renewable energy. The
goal is to increase renewable energy sources
to 15 percent by 2020, and to quadruple

nuclear capacity.

Nonetheless, China’s high rate of economic
growth coupled with the continuing domi-
nance of fossil fuels, such as coal, in energy-

intensive industries means that greenhouse
gas emissions are certain to continue rising
for the foreseeable future—even with
improvements in energy efficiency and
greater deployment of non-emitting energy
sources. The net result is that greenhouse
emissions could well double by 2020, even
though government policies will reduce that
increase below business-as-usual levels.

China’s leadership places a higher prior-
ity on addressing conventional pollution,
which has more immediate and obvious
economic, public health, and political con-
sequences than climate change. Yet China
1s also experiencing sea-level rise, drought,
typhoons, and desertification resulting from
rising temperatures and changes in weather
patterns.' If trends continue, China will
experience a wide-ranging number of
secondary problems: agricultural and live-

A loading point for coal barges on the Yangtze River. Source: Flickr/Rose Davies

26



stock instability; higher numbers of insects;
frequent heat waves; and rapidly spreading
ailments such as cardiovascular disease, ma-
laria, dengue fever, and heat stroke. These
problems may lead to the mass migration
of people, strains on state resources, and
increased pressure on the government to
respond to environmental degradation and
natural disasters.

Although growing recognition of these
threats may over time increase China’s
willingness to tackle climate change,

China now lacks the infrastructure and
capacity to implement greenhouse gas
emission reduction targets or a carbon cap-
and-trade program. Emissions-tracking is
virtually nonexistent, and enforcement of
environmental requirements is poor at best.
One serious problem is the lack of central-
1zed control of the energy sector; construc-
tion of new power plants is in the hands of
regional authorities, who are under pres-
sure to meet immediate energy needs and
often have cozy relationships with industrial
interests and local power brokers.

Furthermore, the Chinese have many envi-
ronmental laws on the books, but the lack
of meaningful enforcement and monitoring
of environmental conditions, coupled with
the decentralization of decision making
and the absence of effective non-govern-
mental organizations to challenge govern-
ment policies, means that the actual level of
protection is at best uneven, and at worst
nonexistent. The Chinese government has
repeatedly included environmental targets
in its I'ive-Year Plans, yet many of these
targets have been missed.

International climate negotiations

Without the full engagement of both coun-
tries, any global plan to reduce greenhouse
gas emissions and stabilize atmospheric con-

centrations at levels that prevent the most se-
vere effects of global warming will be futile.
Both the United States and China have to
date resisted participation in international
efforts to curb emissions. The negotiating
positions of the two nations reflect a variety
of political and economic considerations,
but a major factor has been mutual mistrust
and a reluctance to step forward without
reciprocal action by the other country. For
years, China and the United States have
pointed fingers at one another, blaming the
other country for climate change and de-
manding its commitment first before signing
on to any global plan.

Bridging the gap between the differing
needs and perceptions of developed and de-
veloping countries is the central challenge
in the international negotiations to develop
a post-2012 successor to the Kyoto Pro-
tocol. As a member of the G-77, the bloc
of developing nations within the United
Nations, China argues that while its annual
greenhouse gas emissions may now be high-
er than U.S. emissions, a more meaningful
yardstick for apportioning responsibility is
cumulative emissions over the past century.

Using this metric, the United States and
other developed nations have accounted for
substantially more tons of greenhouse gases
and enjoyed much larger economic benefits
from the burning of fossil fuels than China,
which is still a relatively poor country that
has not reached its economic potential.

The Chinese, Indians, and other developing
countries thus maintain that “equity” re-
quires that the developed countries—whose
emissions remain substantially higher on a
per capita basis—shoulder a larger burden
for controlling greenhouse gas emissions
than advancing economies who have not yet
enjoyed all the fruits of economic success.

These arguments have in the past met with
resistance in the United States, where loss
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of manufacturing jobs and a rising trade
deficit have raised concerns about the
economic challenge posed by China, and
fueled anxiety about the economic con-
sequences of letting developing countries
“off the hook” for their rising greenhouse
gas emissions. Fears of competition from
China have long been a factor in U.S.
climate policy. The absence of developing
nation commitments was a major motiva-
tion behind Senate opposition to the Kyoto
Protocol in 1997, and one reason why the
Bush administration also resisted entering
the treaty.

As the U.S. economy slows, concerns about
losing economic ground to China under

a global climate treaty are intensifying,
Recent U.S. legislative proposals to combat
climate change reflect a strong “interna-
tional competitiveness” agenda, supported
by a cross-section of groups, including labor
unions, certain traditional energy-intensive
industries (steel, aluminum, glass, paper,
and chemicals), and members of Congress
of both parties from manufacturing states.
Their collective concern: Climate change
legislation will increase energy costs in the
United States while developing countries,
such as China, are spared these higher en-
ergy costs, thus providing domestic manu-
facturing industries in China with a huge
competitive advantage.

To address these concerns, pending climate
change bills in Congress include border
tax adjustment mechanisms that would
increase the costs of certain products
imported from countries that do not have
greenhouse gas emission management pro-
grams “comparable” to any U.S. program.
The key unanswered question, then, in the
post-Kyoto climate negotiations conducted
under the auspices of the United Nations,
is how to frame an international agreement
that protects the economic interests of the
United States and other developed coun-

tries but recognizes the different capabilities
and needs of the major developing econo-
mies and, above all, is effective in spurring
deep reductions in global emissions.

An important milestone was achieved in

the so-called Bali Action Plan, agreed to

in late 2007, under which China and other
developing countries dropped their insis-
tence on being exempt from climate change
obligations and agreed to take actions that
are “measurable, reportable and verifi-
able.” Although Beijing has not yet shown
its hand, many observers believe that, at a
minimum, China will agree to make bind-
ing commitments to reduce energy intensity,
implement efficiency standards, increase
renewable energy, and estimate the impact
of these various policies on greenhouse gas
emissions. It is considered less likely that
Beijing will commit to near-term targets

or timetables for in fact reducing emissions,
both because they would threaten con-
tinued economic growth and because the
implementation tools do not exist.

How to craft a framework that accommo-
dates these realities but moves China and
other developing economies toward stopping
and reversing emissions growth on a reason-
able timetable will be the central challenge
for climate change negotiators as they work
toward an agreement that is politically vi-
able yet effective in protecting against the
harmful consequences of global warming;

In addition, the United States and China
will need to grapple with the diplomatic fall-
out from China’s aggressive efforts to secure
access to energy resources outside its borders.

China has forged friendships with brutal
regimes, including Burma and Sudan, as it
seeks to access energy supplies not already
tapped by the United States and other
oil-importing nations. China’s shielding of
Iran on the UN Security Council and its
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China’s emissions accounted for two-thirds of the growth in global greenhouse gas emissions in 2007. Source: Flickr

“no questions asked” policy toward despotic
and criminal regimes in Africa are only
a few examples of where China’s energy
needs and U.S. foreign policy find them-
selves at cross-purposes.

China’s leadership recognizes that their
country’s foreign relations are deeply af-
fected and sometimes jeopardized by its
aggressive energy agenda. In fact, Chinese
President Hu Jintao’s new energy policy
announcement in 2007 stressed openness to
international cooperation, in part in recog-
nition of these issues.

As the world’s largest energy importers, the
United States and China must cooperate
more cffectively in increasing global energy
supplies, reducing energy demand, and en-
hancing market transparency and stability.
This would reduce the incentive for China
to secure access to scarce energy resources
through support of repressive regimes. The
political maelstrom in 2005 in the United

States over the aborted effort by Chinese
state-owned China National Offshore

Oil Corp. to buy Unocal Corp. based in
California, however, makes this effort more
complicated. It demonstrated to China

the deep unease that exists in the United
States about foreign ownership of strategic
assets, notwithstanding the U.S.-Treasury
led process to evaluate the national security
concerns of all such transactions.

Without confidence that they can rely on
global economic collaboration to provide
them with their fair share of the world’s
limited energy supplies, the Chinese will
continue to purchase or control oil and

gas assets wherever they can, even at the
expense of their relationships with other
energy consumers, including the United
States. Both countries must strive for rec-
ognition that competition over increasingly
scarce energy resources is a Zero sum game
that undermines world economic stability.
Increased cooperation between the United
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States and China on energy and climate
can go a long way toward defusing this
destructive competition.

A progressive way forward

The opportunity is ripe for the United
States to broaden and deepen environmen-
tal and energy cooperation with China. A
constructive dialogue on these issues can
remove areas of friction that have impeded
progress, encourage a greater convergence
of interests, and add a positive dimension
to the overall bilateral relationship. Most
importantly, a working partnership between
the United States and China, as the world’s
largest greenhouse gas emitters and energy
consumers, can create the essential condi-
tions for progress in reducing the dire risk
of global warming.

The advantages to both countries of this
partnership would be significant. China
can secure the benefits of advanced U.S.
technology and expertise in revamping

its energy sector and building a modern
environmental protection system. For the
United States, creating new export mar-
kets for emerging energy technologies and
services would further our own efforts to
shift to a low-carbon economy, and create
incentives for further energy innovation.
With complementary approaches to climate
change that meet each country’s economic
needs, the next president and China’s
leadership can reduce the trade frictions
and competitiveness concerns that could
otherwise be exacerbated by tensions over
greenhouse gas reduction strategies.

U.S. overtures to China on environment
and energy will inevitably take place within
the larger context of domestic climate and
energy legislation and the negotiation of

a post-Kyoto international agreement on
climate change. There will be many mul-

tilateral venues for engagement, including
the U.N. climate negotiations, the “major
emitters” dialogue commenced by the Bush
administration and the Sino-U.S. Strategic
Economic Dialogue initiated by Treasury
Secretary Henry Paulson. All of these
opportunities for engagement should be
pursued, along with direct bilateral dis-
cussions at a high level between the two
governments.

We recommend that the next administra-
tion proceed on two tracks. First, it should
play a leadership role in the international
climate negotiations, helping to define the
roles and responsibilities of developing and
developed countries in a positive way that
overcomes long-standing animosities. Sec-
ond, it should strengthen direct cooperation
with China on a host of concrete energy
and environmental issues where U.S. as-
sistance can improve China’s programs and
the two countries can together advance the
deployment of low-carbon technologies.

Early in the next administration, the new
president should announce that the United
States is committed to substantial, manda-
tory reductions in U.S. greenhouse gas
emissions that are not conditioned on the
actions of China or other countries. This
will send the message that the United States
is prepared to lead on climate change and
recognizes that it has special responsibili-
ties (along with other developed nations)

to take action because of its historical role
as the world’s largest carbon emitter. The
next administration should at the same time
make clear that China and other developing
countries likewise have responsibilities and
must assume meaningful, binding commit-
ments under a new international agreement.

The president should also stress that the
United States will look after the interests
of workers and industries who could be
disadvantaged by this agreement if it leads
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CHINA'’S HIDDEN SKYLINES

Twenty-one of the thirty most polluted cities in the world are now in China
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The World Bank’s study of particulate matter found that 21 out of the 30 most air-polluted cities in the world are in China.
Source: http://siteresources.worldbank.org/DATASTATISTICS/Resources/table3_13.pdf

to an unlevel economic playing field around
the globe. These protections against unfair
competition should be designed, however,
to align incentives at home and abroad
toward minimizing carbon emissions and
recognize, to the maximum extent possible,
the shared U.S.-China interest in maintain-
ing the free flow of trade. The president
should make clear that the scope and
stringency of measures to protect at-risk
workers and industries will depend on how
far China is willing to go in reducing its car-
bon footprint and minimizing unequal cost
burdens between developed and developing
countries under the global agreement.

To create a level playing field for addressing
climate change, the United States should
propose a common set of actions that al/
major emitters would take to de-carbonize
their economies and energy systems. These
might include economy-wide targets for
improving energy intensity, increasing
renewable (and perhaps nuclear) power,
raising fuel-efficiency standards for vehicles,
and accelerating development and deploy-
ment of advanced technologies, such as
carbon capture-and-storage technology

for coal-fired power plants, plug-in hybrids
to reduce petroleum emissions, and smart
metering to promote efficient energy use.
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Global carbon intensity and emission
reduction standards for energy-intensive
global manufacturing sectors could also be
considered. A set of aggressive initiatives in
these areas, with common goals for all par-

ticipating countries, would demonstrate U.S.

good faith in reducing its carbon footprint
while building on the serious commitments
China has already made toward improving
energy efficiency and challenging it to do
more.

The next administration should also press
for commitments by China and other
developing countries to goals for reducing
and ultimately reversing emissions growth.
These goals would initially aim to lower
emissions below the levels expected in the
absence of any action, although emissions
would continue to grow in absolute terms.
At a fixed date (such as 2025), China and
other developing countries would then
begin reducing emissions in absolute terms
as part of a global effort to achieve an
overall reduction of 50 percent below 1990
levels by 2050, the target recently agreed
to by the G8 in Japan. These commitments
would be coupled with binding targets for
the United States and other developed
countries that achieve absolute emission
reductions by earlier dates.

This approach would arguably put the
United States and China on the path of
implementing comparable energy policy
measures while accommodating the higher
level of economic growth China needs to
sustain as it continues to raise its standard
of living. We can expect negotiating such
a package will be challenging because of
China’s misgivings about adopting even
nonbinding goals, and due to the risk of
U.S. domestic political backlash against
an agreement that is perceived as impos-
ing unequal burdens on the two countries.
Consultation with Congress from the start

and throughout this process will be essential.

Second, the next administration should
work directly with Beijing on mutually ben-
eficial initiatives to improve environmental
protection, stimulate deployment of clean-
energy technologies, improve efficiency, and
enhance China’s technical and institutional
capacity. This would complement the
multilateral climate negotiations by opening
additional lines of communication, build-
ing trust, and providing concrete benefits to
both countries that can be leveraged across
the entire bilateral relationship.

The United States should expand techni-
cal assistance to help China address the
threat of traditional pollution of air, water,
and waste. The United States has achieved
considerable success in this arena. Our
regulatory systems of permits, enforcement,
standard-setting, and environmental moni-
toring are second to none, and could be
emulated by China as it attempts to build
a functioning and effective environmental
protection system. The United States could
help leverage the efforts of multinational
companies with substantial China opera-
tions to institute environmental steward-
ship programs across their Chinese supply
chains, building on the successful examples
set by Wal-Mart Stores, Inc., Coca Cola
Co., and others."* China seems open to
such joint efforts, having already consulted
the U.S. Environmental Protection Agency
and the state of California on how to
implement environmental reforms."

U.S. technical assistance would also be
valuable in strengthening China’s systems
for monitoring energy use and efficiency
gains, tracking greenhouse gas emissions,
and verifying emission reductions, all of
which will be essential over the long term
for an effective program of greenhouse
gas reductions. The United States and
China could also undertake a program of
cooperative research and development and
demonstration projects to speed deploy-
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ment of advanced energy technologies. U.S.

technology vendors and innovators could
participate in this program, and would have
opportunities to develop markets for their
products, assuming adequate intellectual
property protections.

Possible candidate technologies would
include carbon capture-and-storage systems
for coal-fired power plants, use of biomass
in power generation, cellulosic biofuels for
transportation, advanced solar power, and
smart metering and other energy con-
servation strategies. Another area would
be advanced nuclear reactor technology
and reprocessing of spent nuclear fuel. In
several of these areas, bringing in Japan as
an additional partner would expose both
China and the United States to cutting-
edge energy-saving methodologies, and
would foster cooperation in a relationship
that has been historically hostile.

As part of U.S. climate change legislation,
the next president should support mecha-
nisms to create project-based credit oppor-
tunities for U.S. companies, similar to the
Clean Development Mechanism under the
Kyoto Protocol. The Clean Development
Mechanism allows signatory companies to
earn emission credits by investing in emis-
sion reduction projects in developing coun-
tries that are “additional,” meaning they
would not have been undertaken otherwise.

After a slow and troubled start, the CDM
program has captured billions of dollars in
investment, mainly in China. The United
States has not directly benefited from the
program because it is not a Kyoto signatory.
Structuring such a program to maximize

investment opportunities for U.S. businesses
while increasing the flow of capital and
advanced technology to China should be

a priority for bilateral discussions between
the two countries as well as part of the
post-Kyoto negotiations process. If this
effort is to succeed, all parties will need to
do a better job to assure that investments in
developing countries achieve real emission
reductions that would not otherwise occur.

The next president should also propose
regular Chinese participation in the Inter-
national Energy Agency.'® Chinese partici-
pation in the IEA in an appropriate fashion
would be an important step in building ties
between China and other large energy-
consuming nations. In addition, there may
be specific opportunities for U.S. industry
participation in gas pipelines through Cen-
tral Asia and similar ventures.

Prioritizing and emphasizing climate
change and energy issues in high-level
U.S.-China dialogues is key to progress in
this area. The next administration should
appoint and send special energy envoys

to the Strategic Economic Dialogue with
counterparts on the Chinese side, particu-
larly now that the two countries this past
summer agreed to a 10-year framework for
these talks. The next president should also
consider appointing a “wise-persons” group,
headed by an energy/climate sherpa to
develop specific policy recommendations.
Depending on progress, the next adminis-
tration should also consider holding an En-
ergy and Environment Summit between the
new president and Chinese President Hu
Jintao to announce a set of new partnership
initiatives between the two countries.
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Workers assemble toys at the production line of Dongguan Da Lang Wealthwise Plastic Factory in Dongguan, China. Source: AP Photo
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BALANCED AND SUSTAINABLE GLOBAL GROWTH

progressive approach to U.S.-China
Aeconomic relations begins with
several goals. The two nations
need to build a more equitable and mutu-
ally advantageous economic relationship.
The United States needs to encourage
China to be a more responsible interna-
tional economic actor and to accelerate its
market-based economic and labor market
reforms. And the United States itself needs
to take steps at home to improve its own
economic and technological competitiveness,
while raising income growth for low- and
moderate-income earners and reducing our
budget deficit so that our country can better
compete in the global economy.

The ultimate measure of whether the next
administration manages a successful eco-
nomic relationship will be China becoming
a more responsible stakeholder in address-
ing common global challenges such as
energy security, climate change, and global
economic imbalances while standards of
living are rising for a greater number of
Americans and Chinese. We can achieve
this result only by employing the full range
of domestic and foreign policy tools.

Trends in U.S.-China economic relations

U.S.-China economic relations are broad,
deep, and growing rapidly. Our econo-
mies have reached unprecedented levels

of interdependence. In 2007, U.S.-China
trade crossed several key thresholds. China
became America’s second-largest goods
trading partner (after Canada), the largest
source of goods imports, and the third-
largest source of goods exports.!” China is
our fastest-growing export market, with U.S.
exports to the country increasing over 200
percent since 2001 (when China joined the

World Trade Organization), growing at a
rate approximately 10 times faster than to
the rest of the world. This year, exports are
on track to reach $80 billion, a 23 percent
increase from 2007, including computers,
aircraft, and soybeans, among other goods.'®

Nevertheless, we have a large trade deficit
with China. In 2007, it was $237 billion—
the largest with a single country, just shy

of a third of the overall trade deficit. One
source of this deficit (some argue the largest)
is increasing U.S. demand for goods from
abroad brought on by low interest rates in
the United States—which allowed consum-
ers to refinance their homes and purchase
on credit—as well as the federal government
moving from a surplus to a deficit. The next
president will face a growing federal defi-

cit but also a slowing economy and rising
interest rates that may put a brake on U.S.
demand for some Chinese goods.

A number of other factors, however,
contribute to the U.S.-China trade deficit,
including the fact that many multinational
companies from the United States, Japan,
and other Asian countries have moved
their final assembly of goods for eventual
export to the United States to China from
other Asian locations. The relocation of
the supply chain to China has been par-
ticularly dramatic in consumer electronics,
telecommunications, and information tech-
nology products. Goods that are assembled
from imported parts and components
account for about two-thirds of China’s
exports to the United States. The entire
value of these exports is counted in the U.S.
trade statistics with China, but this is mis-
leading because the value-added in China
is considerably smaller. The reality is that
about two-thirds of the value of China’s




exports to the United States originates
outside of China, mainly in other Asian
countries, including Japan.

As a result, as China’s share of the U.S.
trade deficit expanded, there was an offset-
ting decline in the share of the U.S. trade
deficit originating in the rest of East Asia
(South Korea, Taiwan, Hong Kong, Singa-
pore, and Japan). Indeed, the whole of East
Asia’s nominal contribution to America’s
overall global deficit has not changed in the
past 10 years, but China’s share of the U.S.
global deficit stood at 32 percent as of the
end of 2007, up from 25 percent in 1998.

Another driver of the deteriorating deficit
1s China’s rapid ascension up the produc-
tivity ladder. One study by the Center for
American Progress found that the United
States 1s losing ground on high-tech trade
to a range of countries, led by China and
Mexico.! From 2002 to 2007, the U.S.
high-tech trade deficit with China grew by
473 percent. Most of this growth has been
the result of foreign direct investment, re-
location of the supply chain to China, and
intrafirm trade by multinationals.

This situation may now be changing as
Beijing is increasingly using standards and
technical regulations as competitive tools
to favor domestic actors and homegrown
technologies. The Chinese have developed
a myriad of China-specific systems that
veer significantly from international prac-
tice, especially in information and commu-
nications technologies, such as disc drives,
telecommunications equipment, and opto-
electronics, resulting in burdens on foreign
companies doing business in China.

Another reason stems from within China
itself. The high rate of personal savings in
China and China’s weak domestic con-
sumption, which is among the lowest of any
major economy in the world, contribute
significantly to an imbalance of trade.”

This trade imbalance between the two
countries is also related directly to the value
of China’s currency, the yuan. To ensure
that yuan appreciation against the dollar

1s limited, China “roundtrips” most of the
dollars its exporters accumulate by financ-
ing roughly $265 billion, or 36 percent of
the U.S. global trade deficit ($711 billion)
through the purchase of U.S. financial as-
sets such U.S. Treasury securities and other
public and private debt and equities.?' As
of April 2008, China’s treasury securities
holdings were $502 billion, accounting for
some 19 percent of total foreign ownership
of U.S. Treasury securities.*?

China, in effect, makes up for the dismal
U.S. personal saving rate of 0.2 percent

(in the first quarter of 2008)* by subsidiz-
ing our federal budget deficits and trade
deficits so we can continue purchasing
Chinese goods.?* This has some substantial
benefits to the U.S. economy, most notably
in the form of lower inflation and lower
interest rates, but they are not sustainable
in the long run.

In 2005, under heavy U.S. pressure, the
Chinese abandoned the yuan’s fixed peg

to the dollar, allowing its currency to float
within a narrow 0.3 percent range against

a basket of currencies of its major trading
partners, but largely dominated by the U.S.
dollar. Since then, the yuan has appreciated
17.5 percent against the dollar.* The an-
nual pace of appreciation has accelerated
to 6.5 percent in 2007 from 3.3 percent in
2006. It has already appreciated 6.5 percent
against the dollar in 2008.

While this is a step in the right direction—
and a welcome development for both
countries—most economists believe that
the yuan is still undervalued on a trade-
weighted basis, and that China needs to
move more rapidly to a market-determined
exchange rate.® U.S. trade unions and
manufacturers argue that the next adminis-
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tration must “get tough” on China’s curren-
cy policies, but the Chinese leadership, for
its own reasons, will resist all but the slow
continued appreciation of their currency
because of their own domestic economic
concerns. Bridging this divide will be one
of the toughest aspects of managing risk in
Sino-U.S. relations, but making continued
multilateral progress on currency will be es-
sential to winning support for other aspects
of this strategy.

Understanding the effects of globaliza-
tion and developing U.S.-China economic
relations on American workers will also be
critical to developing a successful approach.
Many factors influence the overall number
of manufacturing jobs in the United States.
Increased trade with China is a relatively
recent phenomenon, but the decline of
manufacturing jobs in the United States is
a decades-long phenomenon. As the trade
deficit with China has increased, over-

all U.S. employment has also risen. The
unemployment rate has held steady over
this period also, until it began to climb in
2008 due to the current severe domestic
economic slowdown.

Still, China’s labor costs are very low. A
2006 Bureau of Labor Statistics study
found that in 2004, “the average hourly
manufacturing compensation estimate for
China in 2004 was $0.67, about 3 percent
of the average hourly compensation costs
of production workers in the United States

for the same year.”*” This may be chang-
ing in China’s coastal regions, where labor

costs are rising rapidly.

The next administration will need to push
for greater access to China’s markets so that
U.S. manufacturers and exporters reap the
benefits of rising standards of living in Chi-
na, and fortunately, the Chinese leadership
recognizes the importance of fostering a
larger middle class for their own economic

prosperity. The Chinese ruling party’s deci-
sion in December 2004 to take additional
steps to move away from the country’s suc-
cessful export-led growth strategy reflected
the widely shared recognition that China’s
economy needed to be more diversified—
a realization that the leadership has since
acted upon, with uneven success.

The Chinese economy continues to de-
liver record GDP growth each year, but
the mix of growth from domestic demand,
investment, and exports is becoming more

CHINA GROWING, BUT U.S. STILL STRONG
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balanced. In January 2008, Chinese state
media reported that “domestic consumption
has replaced investment to become the big-
gest driver of economic growth for the first

»28 Moreover, in April

time in seven years.
2008, Chinese consumer spending rose at
an annual rate of 22 percent, the highest

month-on-month increase in a decade®
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Yet China’s current economic model still
suffers from a number of weaknesses that
will impede sustained, diversified growth
over time. Continued overinvestment in
some sectors of the economy, among them
steel, automobile, cement, and aluminum
production, decreases resource efliciency,
impedes the growth of personal consump-
tion, produces relatively modest job growth,
and vastly increases energy consumption
(and subsequently, pollution).* Overin-
vestment also creates the adverse effect of
surplus production capacity, leading to a
drop in prices and profits, and an increase
in the number of non-performing loans.
Lastly, China’s excess reliance on exports
has strengthened the hand of those arguing
to erect trade barriers in many of the coun-
tries that import Chinese products.

Recognizing this, the Chinese government
in 2007 announced another concerted push
to shift its economy from an investment and
export-led system to one driven by domestic
consumption.’ Increasing household con-
sumption, however, is difficult due to the
high rates of savings that Chinese house-
holds accumulate for contingencies, such as
health costs and unemployment. Increasing
household spending will remain incredibly
difficult so long as citizens do not have con-
fidence in an adequate social safety net.

According to one study, only half the popu-
lation is covered by basic health insurance

in urban areas, and less than a fifth in rural
areas. Unemployment coverage remains at
only 14 percent of the Chinese population,
while worker’s compensation is at 11 per-
cent.”” Additionally, China’s pension system
is woetully inadequate, covering only about
17 percent of those employed, plus 43.7
million retirees. The average pension plan
provides for only 20 percent of average local
wages.” Meanwhile, government expendi-
tures on education amount to only 2 percent
of GDP, leaving the rest of the financial
burden to individual families to shoulder.*

Beijing is trying to tackle these challenges.
Inits 11th Five Year Plan, covering the
years 2006 through 2010, the communist
leadership placed heavier emphasis on a
“broad, human capabilities-based growth,”
rather than focusing on just GDP growth

5

and state-directed investment in industry.’
The plan’s efforts to build a “harmonious
society” (a euphemism for decreasing the
urban-rural income gap that is a major
source of societal inequality and grievanc-
es) calls for increased government spend-
ing on rural infrastructure and technology,
improved rural public services, including
nine-year compulsory education, and a
revitalized cooperative health system. The
plan also focuses on strengthening human
resources, investing in people, developing
environmentally sustainable practices, and
diversifying capabilities. While the Chinese
leadership’s recognition of their own inter-
est in broad-based prosperity is a welcomed
advance, it is yet to be seen whether their
plan will bring about the expansion of
China’s middle class that is in America’s
best interest as well.

A progressive way forward

The debate in the United States on our
economic relationship with China, like
much of our discussion of globalization, is
increasingly stale. Recommendations tend
to fall into two camps. There are those
who argue that we will fuel a race to the
bottom if American products and work-
ers must compete with their counterparts
in an economy with far lower wages, labor
and social protections, and safety standards.
Others argue that, on balance, trade and
economic integration is beneficial to the
overall economy and all who would argue
otherwise are merely “protectionist.” Their
answer to the challenges of globalization

is to create a renewed and modern social
safety net at home.
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Neither of these paths offers a compelling
vision for American prosperity in a global-
ized economy. It is neither feasible nor
economically advantageous for America

to wait until living standards and social
protections in developing economies mirror
our own. American workers, despite recent
setbacks, still enjoy one of the highest
standards of living in the world. Too often,
efforts to protect U.S. interests prevent
progress for workers around the globe who
may live on only dollars a day or struggle to
even join the formal economy.

At the same time, we must begin to take
seriously, not pay lip service to the severe
economic dislocations that Americans are
weathering from job loss and wage stagna-
tion. Unemployment is often longer, and
fewer workers are recovering their prior level
of income. In addition, people have a grow-
ing fear that they will not leave their kids
and future generations in better shape to
compete and prosper in a globalized world.

The solutions we offer must not simply
provide a social safety net for those who fall
to global competition. We need a strategy
for economic mobility and advancement
for U.S. companies and their workers in

a global economy. Our policies have to
result in U.S. economic growth if we are

to have the investment needed to sustain
growth and opportunity, and growth has to
be shared by the very workers who help to
create it.

A progressive vision for the world economy
recognizes that encouraging broad-based
growth in other countries is not only mor-
ally right, but economically beneficial for
America.* The more people in other coun-
tries, including China, who leave poverty
behind and enter a secure middle class, the
more they will create demand for their own
country’s products as well as American

exports—creating a global economy in

which America is well suited to compete.
While we must strengthen policies at home
and enforce existing standards to better
enable us to contend with this increased
competition, it is equally important to take
steps abroad to ensure expanded trade and
investment with developing countries drive
strong increases in their living standards
and domestic consumption.

This in turn will stabilize global economic
flows and generate additional demand for
our own products and services to produce
further improvements in our own living
standards. U.S. policymakers should make
clear to the Chinese that the United States
and China share a deep and abiding inter-
est in China’s continued prosperity and the
continued improvement of the standards of
living for the Chinese people.

The key challenge, then, is ensuring that
growth in China is widely shared and
sustainable. With that context, we recom-
mend that the next administration pursue a
two-pronged approach to our economic re-
lationship with China. First, sharpen our bi-
lateral and multilateral economic dialogues
with China for the purpose of encouraging
China to become a full partner in address-
ing the challenges confronting the global
economy—challenges including energy
security, economic imbalances, and poverty
alleviation. Second, create clear incentives
for China to take action through the use of
both bilateral and multilateral carrots and
sticks. The United States should also adopt
a domestic program to invest in innovation,
enable businesses, and empower workers.

Bilateral and multilateral
economic dialogue

The next administration should pursue a
high-level economic dialogue with China
(like the ongoing Strategic Economic Dia-
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logue), to sharpen the focus on a number of
areas including not just energy and climate
but also enforcement of international trade
and regulatory standards, institutional
reforms including social safety nets and
proper enforcement of labor standards,
exchange rate policy, and compliance with

CHANGING TRADE PATTERNS, SAME RESULTS

East Asian countries turned China into their export
platform to the United States
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international rules on foreign aid. The aim
should be to encourage China to assume a
degree of responsibility for stewarding the
world economy that is commensurate with
its growing weight in it.

The negotiations should be conducted in a
spirit of partnership and with a positive sum
game sense of their possibility to produce

a win-win outcome for the people of both
countries. Indeed, China’s leaders have
already acknowledged that they need to
address many of these issues more seriously
if they are to satisfy rising domestic political
expectations of wider social inclusion in the
benefits of the country’s newfound eco-
nomic stature. Our tone, however, should

also be straightforward in the sense that we
should make it known that we will not hesi-
tate to exercise our legal and other sources
of leverage to advance U.S. economic inter-
ests where cooperation is not forthcoming;

Stronger enforcement
of trade rules

In particular, the next administration should
push harder for China to enhance enforce-
ment of its trade and regulatory standards,
including intellectual property enforcement,
technical standards, and consumer safety
enforcement. China must more actively and
effectively protect U.S. intellectual property.
A recent study has estimated that over 40
percent of the U.S. economic growth in
2006 can be attributed to just the U.S. in-
dustries that rely on copyrights and patents.
China’s continued large-scale violation of
intellectual property rights threatens the
vitality of those critical industries.

Major improvements in China’s protection
of intellectual property—and improved
market access for our intellectual property-
based industries—would directly benefit
one of America’s most productive economic
sectors, and the U.S. workers employed in
those industries. On technical standards, the
new administration should develop initia-
tives that encourage China to work through
the international system for standards and
to adopt global standards and transparent,
non-discriminatory technical regulations.
The United States has some responsibility
here as well, since we have not adequately
invested in customs enforcement and can
cooperate with China in this area.

The failure of the Doha Round has many
causes, not the least of which was Chinese
reticence to assume a broader set of liberal-
ization obligations, and specifically China’s
insistence, along with India, upon having
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a tool to protect its agricultural markets
against a surge of imports. Of course, the
United States’ offer on agriculture, deemed
insufficient by many nations, would have
required renegotiation of last year’s popular,
subsidy-rich U.S. farm bill, so there was no
U.S. consensus on how to approach these
negotiations either. In fact, a comprehen-
sive round, based on a “single undertak-
ing,” which means that no agreement can
be reached unless everything is agreed to,
proved unworkable.

The focus of U.S. and Chinese engagement
on trade may therefore turn to the rest of
the Asian continent. China continues to
drive the development of an exclusive Asian
trading bloc, while the United States has
deep concerns about its eroding position in
Asian markets. Some of the more developed
countries around the Pacific—Australia,
Singapore, South Korea, and Japan—may
have an interest in having a counterweight
to China’s increasing economic and politi-
cal clout. And so, the United States should
engage more vigorously by proposing an
agreement among these nations featuring
liberalization of services, high levels of intel-
lectual property protection, as well as strong
labor rights and environmental standards.
This approach would reflect clear-eyed real-
ism about how the United States can best
manage the risk posed by China’s economic
rise, while continuing to give China an in-
centive to engage responsibly and construc-
tively in a broader multilateral economic
regime over time.

China should also be pressed to ensure the
safety of its exports and provide support to
strengthen enforcement of its regulations.
The United States, too, needs to improve the
capabilities of its own regulatory agencies

as well as the enforcement mechanisms for
testing products from oversees. We should
broaden bilateral cooperation and regula-
tion to ensure that Americans only purchase

safe products from China. Though the Chi-
nese are the majority of the victims of un-
safe Chinese products, scores of Americans
are dead from tainted heparin, and even
more American children have been exposed
to unsafe levels of lead. Both countries must
make consumer safety a top priority.

Faster progress toward
market-determined exchange rates

China should be held accountable to the
goal of making the yuan a fully convertible
currency in the near future. Since the yuan
is undervalued on a trade-weighted basis,
this is primarily a multilateral issue. As we
discuss further below, the International
Monetary Fund should be encouraged by
the United States and other nations to take
a greater role in the surveillance of the
global monetary system, and to help reduce
the incentive for countries such as China to
undervalue their exchange rates and accu-
mulate large foreign exchange reserves.

The United States should work to increase
the IME’s capacity to fulfill this responsi-
bility and should also explore its options
through the World Trade Organization, as
is detailed later in this report. Resolving
this issue through an international mecha-
nism, such as the IML, will mean avoiding
the dangers that come with U.S. unilateral
action on China’s exchange rate, but the
United States should continue to apply
bilateral pressure as well.

Structural reforms to lessen reliance
on exports for growth

The next administration should press China
to implement a number of institutional
reforms to expand purchasing power and
reduce its unusually high domestic saving
rate, thereby reducing its tendency to run




large current account surpluses. It is also
important that the United States fix its
fiscal policy at home—and no doubt the
Chinese will remind us of this—by reduc-
ing U.S. debt and increasing transparency
in the financial sector.

There are a host of other measures China
must take to boost the standard of living
and consumption power of its citizens. First,
China needs to make more progress more
quickly in establishing social safety nets and
protection programs for workers, such as
options for health care, long-term retire-
ment savings, and disability insurance, as
well as consumer protection, investor pro-
tection, and antitrust rules and regulations.

Second, working through the International
Labor Organization we can also help
China to improve labor standards for Chi-
nese workers. For the ILO to be effective,
the next administration needs to increase its
leadership in and funding for the ILO. This
will help to build the necessary institutions
and track progress against the seven priori-
ties agreed between China and the ILO,
including promoting international labor
standards, strengthening social protection,
and improving labor dispute resolution.
The Chinese government has indicated its
view that reforms in this area are necessary.

There is, however, much more progress
that needs to be made. The United States
should work with the ILO to push for
China to close the gaps in its implementa-
tion of the Decent Work Agenda in China,
including commitments to freedom of
association, the formation of independent
labor unions, and genuine social dialogue.
As part of its own commitment to a new
social contract, the next U.S. administra-
tion will need to focus at home on income
replacement for low- and moderate-income
earners, health care reform, and increased
workforce skills.

China also needs to strengthen the enabling
environment for private-sector investment
in small businesses, housing, and infrastruc-
ture. Because most Chinese are still rural
poor, they need a pathway into the formal
economy and onto a ladder of opportu-
nity. A job-creation program for Chinese
workers (as odd as that may sound for
Americans) is an essential component of the
agenda. Each of these systems will expand
social inclusion in the benefits of China’s
rapid economic growth. It is crucial that
these areas become central to the dialogue
and that an understanding among Chinese
and Americans is established that growth of
China’s middle class benefits both countries.

Making progress on these issues with China
may run into some opposition from U.S.
companies as well. Case in point: The
National People’s Congress enacted a

new labor law in June 2007 that requires
employers to provide written contracts to
their workers, restricts the use of temporary
laborers, and helps give more employees
long-term job security. Some U.S. multina-
tional companies lobbied against passage
of this small but positive step for Chinese
workers, arguing that the new rules were
aimed at them rather than Chinese employ-
ers.”” The next administration must work
closely with U.S. companies to help them
understand the importance of progress in
China on these issues to sustaining support
for U.S. economic integration with China.
U.S. companies must become a force for
progress, not resistance to it.

Responsible foreign aid

The United States, in concert with others,
should push China to make sure that its
own economic and development policies in
very poor countries help to create broadly
shared growth. While some of China’s aid
to poor countries takes the form of infra-
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Governor of the People’s Bank of China, Zhou Xiaochuan speaks on a news conference during the Third China-US
Strategic Economic Dialogue at Grand Epoch City in Xianghe, central China’s Hubei province, southeast of Beijing,
Wednesday, Dec. 12, 2007. Source: AP Photo

structure projects that create lasting benefits
to the local population and contribute to
growth, China rejects the shared objectives
approach that the donor community has
developed over decades to ensure that aid
goes to the people who need it and does not
simply line the pockets of corrupt dictators.

To facilitate more responsible develop-

ment policies by China, the United States
should develop a proposal to include regular
Chinese participation in the industrialized
democracies’ Development Assistance Com-
mittee.”® The Organization for Economic
Cooperation and Development’s DAC coor-
dinates research efforts for member nations’
international development aid programs,
and examines how these programs can help
developing countries participate more fully
in the global economy to overcome poverty.

As both a developing country and a major
bilateral aid donor, China’s participation
in these discussions could contribute to its
developing of aid practices that are more
focused on sustainable development.

U.S.-China policy incentives

To exert leverage on China, the next ad-
ministration should utilize a mix of policy
carrots and sticks. The next administration
can invoke the following options to make our
strategic economic dialogue more productive
than it was under the Bush administration.

The next administration should make room
for China to take a greater role in global
economic governance as a natural by-
product of it sharing responsibility for the
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stewardship of the world economy through
a greater degree of cooperation on climate
change, exchange rate policy, enforcement
of rules-based trade, structural reforms to
promote external balance, and responsible
foreign aid practices. This offer should
contain two principal elements: potential
formal membership in the Group of Eight
nations, comprised of the United States,
Russia, Japan, Germany, Great Britain,
France, Italy, and Canada, and greater
voting weight in the primary multilateral
economic institutions.

The original purpose of this club of indus-
trialized countries was to serve as a mecha-
nism for stronger international economic
policy coordination. G8 summit agendas,
however, are now dominated by a wider
range of non-economic issues. The next
administration should consider preparing
and publicly speaking about returning the
G8 process to its original intended func-
tion—but allowing side sessions on foreign
policy issues to continue—and expanding
its membership so that it can serve this
purpose effectively.

By limiting the formal scope of discussions
to international economic cooperation

and related aspects of global governance,
there would be a clearer logic to inviting
China, as well as Brazil, India, Mexico, and
South Africa into the group as permanent
members. Such an expanded and refocused
Group of 13 would also provide an oppor-
tunity to fill one of the major gaps in global
economic governance—the absence of
integrated oversight of the major inter-
national economic institutions. The next
administration should hold out the prospect
of a formal expansion of the G8 as part

of its positive vision for a fuller economic
partnership with China.

The timing of its support for this wholesale
inclusion of the five newly industrializing
countries should be driven by the pace of
China’s progress on the areas discussed
earlier, which will be the best indicator of
China’s readiness to assume its fair share
of responsibility for tending to the health
of the world economy. In parallel, the
United States should hold out the prospect
of meaningful reform in the governance
of the IMF and World Bank. Since their
inception, the IMF has been headed by

a European and the World Bank by an
American. This approach now seems
dated, but reform and greater inclusion for
China and other middle-income countries
(commensurate with their growing global
importance) should go hand in hand with
greater responsibility.

Finally, the next administration should
make a concerted effort to strengthen the
resources and other capabilities of multi-
lateral institutions that could mobilize to
assist the Chinese government as it seeks to
strengthen institutional capacity, regulatory
enforcement, and safety net programs in the
areas covered by our bilateral economic dia-
logue. These areas should include consumer
safety standards, investor protections, health
insurance, pension benefits, unemployment
insurance, labor protections, environmental
protections, anti-competitive practices, and
technical standards enforcement.

On these topics, our bilateral discussions
should mainly be concerned with mobiliz-
ing support and sharing experience. For this
policy incentive to be made credible, how-
ever, the World Bank, regional multilateral
development banks, the ILO, and bilateral
aid agencies will need to be upgraded in
important respects.*’
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Policy disincentives

The IMF has been encouraged to take a
greater role in the surveillance of the global
monetary system and to help reduce the
incentive for countries such as China to
undervalue their exchange rates and accu-
mulate large foreign exchange reserves. The
United States should work to increase the
IMF’s capacity to fulfill this responsibility.
Resolving this issue through a multilateral
agency such as the IMF will mean avoiding
the dangers that come with U.S. unilateral
action on China’s exchange rate, including
financial retaliation and trade war, Chinese
sales of U.S. financial assets and financial
market instability, higher U.S. interest rates,
and more imported inflationary pressure
from higher prices of Chinese imports.

Another avenue is provided for by the
World Trade Organization, through which
the United States can prosecute a case on
the imbalanced currency rates, as well as
intellectual property rights, labor standards,
and market access. China is making some
progress complying with WTO obliga-
tions, most notably by lowering average
tariff rates to 9.9 percent in 2006 from 15.6
percent in 2001.* And the United States
has initiated six cases against China in the
WTO since 2001 and has won two so far.
The next administration should use the
WTO to enforce China’s existing obliga-
tions and to persuade China to take on
additional commitments.

The United States should not shy away
from challenging China in WTO dispute
settlement if China is not living up to its
WTO obligations on intellectual property
rights protection and enforcement, and

it should strengthen bilateral efforts to
secure better intellectual property protec-
tion. The United States should argue that

improved intellectual property protection is
in China’s interest as well. The innovative
and creative sectors of China’s economy
would benefit from enhanced protection, as
has been demonstrated by the experience in
other economies in Asia.

The next president should enforce U.S.
trade laws as well through the Interna-
tional Trade Commission, and strengthen
this and other U.S. agencies tasked with
enforcing trade laws. It should also increase
the resources and focus of the Office of the
U.S. Trade Representative on trade en-
forcement. Similarly, the next administra-
tion should press for greater U.S. access to
China’s markets, in financial services and
other sectors, through the U.S.-China Joint
Commission on Commerce and Trade, a
government-to-government consultative
mechanism that provides a forum to re-
solve trade concerns and promote bilateral
commercial opportunities.

Investing in American innovation,
enabling business, and empowering
workers

In order for America to thrive in our
economic relationship with China, we

also have to reinvest in American ingenu-
ity. Our economic agenda at home has to
spur growth that creates good jobs through
investment in innovation and the transfor-
mation to a low- carbon economy.*' We
must invest in human capital and create a
nimble, innovation workforce at every skill
level. We must prepare all our workers for
an economy that demands technological
and problem-solving skills.** Our focus on
education must begin with early childhood
learning, continue through primary and
secondary education, include a focus on a
revised vision of universal higher educa-




The next administration must work to promote U.S. businesses. Source: AP Photo

tion that provides credentials and skills of
value to the student and the economy,*
and sustain a commitment to a system of
lifelong education that works for today’s
overstretched American families.*

In striking the necessary balance between a
cooperative and competitive trade relation-
ship between the United States and China,
the next administration must work to
promote U.S. businesses. It can do this most
effectively by expanding U.S. exports, espe-
cially from small- and medium-sized busi-
nesses. In May 2008, total U.S. exports rose
to $158 billion, the highest-ever monthly
total. Exports in the first five months of the
year rose 18 percent over the same period
in 2007. Services now make up roughly 30
percent of total U.S. exports, and in recent
months have reduced the overall trade defi-

cit by over 17 percent.”

Exports to China are primarily in goods,
but there is huge potential for the expan-
sion of services. For example, in the 2006-
07 school year, nearly 68,000 Chinese

students studied at U.S. universities, a year-
on-year increase of 8.2 percent.* In 2007,
there were close to 550,000 visitors to the
United States from China and Hong Kong,
up 25 percent over a decade.”’

The next administration should encourage
legislation such as the U.S.-China Com-
petitiveness Agenda for 2007, which among
other things aims to enhance U.S. competi-
tiveness and help U.S. small- and medium-
sized businesses access the China market.
The next administration can also help by
opening U.S. export-promotion centers,
especially in smaller Chinese cities, and
assisting states in opening export promotion
offices in China.

The next administration should also ex-
plore options to streamline export controls,
recognizing that national security must
remain the highest priority for the United
States but ensuring trade in legitimate, non-
military products is allowed, including those
goods on the restricted U.S. list but which
are readily available to China from other
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sources. More should also be done by the
government agencies to promote American
services to China, such as services to help
China rein in environmental degradation
and global warming.

We also need to empower workers with the
public policy tools they need to become

an even more flexible workforce, including
universal health care, expanded unemploy-
ment benefits, and new jobs training pro-
grams, with a focus on the growth sectors
of green jobs. We also must seek to restore
economic mobility, including providing
more cffective and right-side up incentives
for retirement savings,* perhaps beginning
with a universal 401(k) retirement savings
program, restored stability to the U.S. hous-
ing market, a progressive tax system that
rewards work, and making it easier to join
unions so that wages and benefits for work-
ers throughout the economy are more likely
to rise with productivity gains.*

We also need to put ourselves back on a
path of fiscal responsibility. Our massive
import demand is correcting itself in the
most painful way possible as the housing
bust and associated slowdown leaves fami-
lies unable to sustain prior levels of con-
sumption. But over the long term, restoring
fiscal responsibility will help to address the
trade deficit. This will be uniquely chal-
lenging, however, because of the misplaced
priorities of the last administration and

the long-neglected but essential public and

private investments required to put us in a
position to jump-start lagging productivity
gains and resume long-term growth.

The next president and his administration
can systematically reduce the nation’s debt
as a share of GDP, putting us on the right
financial path so that we do not burden our
children, are better prepared for the aging
of the baby-boom generation, and help
restore our balance of payments. After a
short-term lull while the immediate conse-
quences of the housing bust and recession
are ameliorated, we must once again put
ourselves on a declining debt-to-GDP ratio

path last seen in the Clinton administration.

This agenda can be achieved even while
keeping government revenue as a percent-
age of GDP at levels last seen during the
Clinton administration when the country

experienced tremendous growth.”

A U.S.-China policy paper is not the place
to discuss the details of these and other
progressive domestic programs that the
next presidential administration should
embrace, but it is important to draw the
connections between these domestic poli-
cies and its China policy agenda. The next
president’s economic and national security
teams must work together in concert to
advance an agenda of economic renewal
that is equal measures domestic revitaliza-
tion and international economic policy so
as to ensure America’s ability to excel in the
global economy.
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MEMBERSHIPS IN MULTILATERAL ORGANIZATIONS IN ASIA

ASSOCIATION OF SOUTHEAST NATIONS (ASEAN)

Brunei Darussalam  Laos Singapore Established in 1967, ASEAN tries to accelerate regional
Burma/Myanmar Malaysia Thailand economic growth, social progress and cultural development
Gt el Pl CHEHEY and promote regional peace and stability.
Indonesia
Brunei Darussalam  Japan Singapore Cooperation began in 1997 between ASEAN and
Burma/Myanmar Laos South Korea . .
) . . three regional powers; China, South Korea and Japan.
Cambodia Malaysia Thailand
China Phillipines Vietnam
Indonesia
EAST ASIA SUMMIT
Australia Indonesia Phillipines Annual meetings led by ASEAN
Brunei Darussalam  Japan Singapore
Burma/Myanmar Laos South Korea
Cambodia Malaysia Thailand
China New Zealand Vietnam

ASIA PACIFIC ECONOMIC COOPERATION (APEC)

Australia South Korea Russia Inf et o ) AR )
Brunei Darussalam ~ Malaysia Singapore niormatly beginning i ' ocuses on its
Camenk Mexico Thailand ‘Three Pillars": trade and investment liberalization;
Chile New Zealand United business facilitation; and economic and technical
China Papua New Guinea States cooperation among members.

Indonesia Peru Vietnam

Japan Philippines

SHANGHAI COOPERATION ORGANIZATION (SCO)

China Kyrzgyztan Tajikistan

o Russia Uzbekistan Created in 2001, SCO is a permanent intergovernmental

organization focused on increasing confidence and
improving relations among the neighbors and making

joint peace, security and stability efforts.

ASIA EUROPE MEETING (ASEM)

Brunei Darussalam  Indonesia Singapore T e
Burma/Myanmar Japan South Korea nitiated in b is an informal dialogue process
Cambodia Laos Thailand aimed at strengthening the relationship and increasing
China Malaysia Vietnam understanding among the two regions.

European Union Phillipines




ASIA-PACIFIC REGIONAL SECURITY

elations with China are a crucial ele-

ment of U.S. policy in Asia, but U.S.

interests in the Asia-Pacific region
are far broader. On a range of key political,
economic, security, and diplomatic issues,
constructive and collaborative U.S. relations
with treaty allies Japan, South Korea, Thai-
land, the Philippines, and Australia, and the
member nations of the Association of South
East Asian Nations will be key to making
progress. The rise of China complicates the
challenge of U.S. policy in the region, but
it also affords the United States a chance to
reinvigorate relations with our long-standing
partners there. Ultimately, getting China
policy right will require that the United
States get its strategy for Asia right.

China’s economic, political, and security
presence in the Asia-Pacific is growing,
China today is the largest trading partner
in the region and has undertaken a diplo-
matic “charm offensive” to court traditional
U.S. allies, especially in Southeast Asia.”!
China has also enhanced its military-to-
military relations with India and its central
Asian partners in the Shanghai Coopera-
tion Organization.’” In an effort to reas-
sure neighbors of its peaceful rise, and to
prevent the emergence of an anti-China
coalition, China has settled most of its land
border disputes (though it still contests its
littoral borders with almost all of its Pacific
Ocean neighbors) and is a central player in
all major multilateral organizations in the
region, including the ASEAN Regional Fo-
rum, ASEAN Plus Three, and the Shang-
hai Cooperation Organization.

China’s dual needs to develop new mar-
kets for its manufacturers and to meet its
own increasing demand for raw materials,
including soy, uranium, iron ore, and oil,
has led it to aggressively woo neighboring

countries through promises of investment
and cooperation. China’s neighbors are
equally eager to access the growing Chinese
market, and to accept integrated aid pack-
ages that offer combinations of loans and
aid to countries for access to raw materials
and markets. Among the countries tapping
China’s aid largesse are Cambodia, Myan-
mar, Laos, and the Philippines.

Other recent trends have complicated
Asian states’ security and political calculus.
A common perception in Asia is that U.S.
attention to the region diminished during
the Bush administration. In contrast to
China, the United States during the Bush
years increasingly disengaged from regional
diplomacy and institution-building efforts.
This pattern was reinforced by President
Bush’s cancellation of what was to have
been the first U.S.-ASEAN Summit in the
fall of 2007.

Meanwhile, the U.S. focus on terrorism,
critical as it 1s, now dominates our relations
with partners in Southeast Asia, at the cost
of other considerations in the relationships
such as trade. Furthermore, U.S. objectives
and approaches on a range of issues have at
times diverged from those of our regional
partners. In North Korea, Japan and South
Korea do not always see eye to eye with the
approach pursued by the Bush administra-
tion to end Pyongyang’s nuclear weapons
program. And in Burma, differences in
strategy and approach have too often need-

lessly separated the United States from its
ASEAN partners.

All this disengagement and disagreement
creates an impression that the issues of
concern to regional states are on the
backburner of U.S. policymaking. In the
aftermath of the Cold War and especially
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since 9/11, Asian policymakers, once so
used to the interest and involvement of
the United States, now wonder when this
strategic drift will end.

A rising China may look to change the
regional balance of power, but it has clear
interests in regional stability as well, and

it neither wants nor has the ability to push
the United States out of East Asia. In fact,
China recognizes that the United States

1s critical to the stability of the East Asian
region. The United States for over 50
years has underpinned the security of East
Asia, and it continues today to provide the
immense and far-reaching security um-
brella under which countries in the region
have prospered. No country in the region,
including authoritarian-leaning countries
in Southeast Asia, wants to endure the in-
stability that would occur if U.S. leadership
were to atrophy.

Try as China might to alter the strategic
reality with its soft power, the rise of China
creates anxiety in the region that only the
United States can allay. Our military and
political commitments to allies ensure ter-
ritorial sovereignty, prevent arms races in
the region, and act as a calming influence
in the tense Sino-Japanese relationship.
The United States plays multifaceted and
substantial roles in the region that cannot
by filled by any other state. And while
China may become the number one trader
of goods in East Asia, the U.S. market and
American innovations also continue to drive
Asian economies.

Moreover, the United States has key strate-
gic interests in the region. Most of our major
supply chains run through the Asia-Pacific
region. The United States has a big stake,
too, in regional non-proliferation and in the
health of the region’s financial markets and
economies, its environment and its people.

The U.S.-Japan alliance remains vital—it is

where U.S. interests in the region start. The
alliance has been a bedrock of U.S. foreign
policy over the last 60 years, and relations
with Japan are stronger than they have
been in a long time. Efforts to lessen the
impact of the U.S. military footprint in Ja-
pan over the past few years have helped to
alleviate tensions that have sometimes char-
acterized the U.S military presence in Japan.
Additionally, recent U.S. base realignments
have increased interoperability between our
militaries, contributing to more effective
alliance operations in the region.

Japan continues to contribute humanitarian,
financial, and behind-the-frontlines sup-
port in Iraq, Pakistan, and Afghanistan. It
also cooperates with the United States on a
host of foreign-policy challenges, including
North Korea and Iran. The gradual expan-
sion of the alliance beyond Asia is allowing
Japan to take on greater responsibility in

the region and beyond. As a number of
U.S. and Japanese security, political, and
economic interests in the region are aligned,
including managing a rising China, the
U.S.-Japanese alliance must receive top
priority in any U.S. Asia policy.

The U.S.-South Korea relationship is more
fluid. South Korea’s strengthening demo-
cratic traditions over the past two decades
have at times strained bilateral relations
amid disagreements over trade and differ-
ing views on the best approaches to North
Korea. Nonetheless, a positive U.S.-South
Korea relationship, forged in blood during
the Korean War, remains of paramount
strategic importance to both nations. The
recent election of the president Lee Myun-
bak, who has advocated improved U.S.-
South Korea relations, as well as progress
on such issues as the realignment of U.S.
bases in South Korea—giving Seoul greater
say in its defenses—have helped to start to
get the relationship back on track.




The United States and South Korea share
a number of permanent economic and
security interests, but the United States
must enhance this relationship. Consistently
communicating to South Korea that it is
and will remain a vital ally and friend, and
regularizing high-level contact between our
countries will be key to maintaining good
relations. South Korea is the United States’
seventh-largest trade partner, and there

are several key trade issues that remain to
be resolved between our nations, including
beef and other agricultural and manufac-
turing market access issues in the flawed
U.S.-South Korea Free Trade Agreement
presented by the Bush administration to
Congress in 2008. These are issues that can
best be addressed and resolved within the

context of a strategically vital partnership.

In Southeast Asia, the United States also
boasts longstanding allies and partnerships
that demand renewed attention. Our rela-
tionships with the countries of the region
are complex and multifaceted, encompass-
ing a myriad of political, economic, and
security concerns. The combination of
new external players, such as China but
also India —and changing patterns in the
distribution and diffusion of power within
the region have had a marked effect on
Southeast Asia’s politics and economics. In
some ways, the region’s power dynamics
are better understood through the lens of
competing markets, pools of capital, work-
forces (with different sets of comparative
advantages), and infrastructures rather than
traditional nation-state definitions of power
centered on military and political measures.
With different centers of power emerg-

ing than the nation-state, the real locus of
destabilizing competition may be more in
rising economies than rising militaries.

The impact of China’s rise, in both multi-
lateral and bilateral terms, is less clear but
potentially more profound, offering new

challenges to the political, cultural and
economic dominance the United States
enjoyed in Southeast Asia during the Cold
War and immediate post-Cold War periods.
At the same time, ASEAN;, which has been
playing the role of a neutral hub for re-
gional multilateral diplomacy, is reinventing
itself to cope with new regional challenges
with the formulation of a new ASEAN
charter, as well as regional institution-build-
ing efforts such as the East Asian Summit,
which to date has simply left the United
States out. As Southeast Asia moves toward
increasing regionalism, whatever the pace,
U.S. policymakers must consider appropri-
ate initiatives and responses to meet this
new opportunity.

A progressive way forward

The Bush administration’s misplaced
priorities, most drastically, the war in

Iraq, turned U.S. attention away from the
Asia-Pacific region at precisely the moment
when China’s rise and growing regionalism
have combined to shift power distribution
in East Asia, risking a long-term erosion of
U.S. standing and interests in the Asia-Pa-
cific region. But the next administration can
reinvigorate sound regional policies. Under
the leadership of the next president, the
United States can signal that we are com-
mitted to improving, strengthening, and
advancing our long-standing partnership
with the region.

The next administration should seek an
opportunity early in the term to signal
anew the enduring nature of a robust U.S.
security commitment to the region and U.S.
intention to engage diplomatically with
consistency and at the highest levels, includ-
ing with such regional forums as ASEAN
and the East Asian Summit. But revitalizing
American alliances in the region will also be
critical to promoting and maintaining a ro-
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Wearing traditional “ao dai,” leaders lof the Asia Pacific Economic Cooperation (APEC) summit pose for a group
photo in Hanoi, Vietnam. Source: AP Photo

bust stable balance of power in the region.
This task will start for the next president
with an effort to reinvigorate and deepen
our bilateral partnerships.

We have no more important relationship in
Asia than with Japan, and the U.S.-Japan
alliance must be broadened and deepened
as well as transformed to be truly global

in nature. Our alliance with South Korea
will require serious attention in the com-
ing years in the wake of the massive South
Korean protests against imported U.S. beef,
the likely demise in Congress of the long-
negotiated U.S.-South Korea I'ree Trade
Agreement, and of course the always prob-
lematic issue of North Korea.

The next administration should revive the
U.S.-Japan-South Korea Trilateral Coordi-
nation and Oversight Group. The TCOG
process between the United States, Japan,
and South Korea provides a unique oppor-

tunity for the three allies to work together to
address the most pressing security issues in
the region, including the future of the Ko-
rean peninsula and North Korea’s nuclear
program. The TCOG process would enable
the three allies to better coordinate their po-
sitions and would complement the current
Six-Party approach to Pyongyang, a diplo-
matic effort involving all the major powers
in North Asia. This process can be further
institutionalized and utilized as a means to
keep open collaboration between our three
countries on a host of developing traditional
and non-traditional security issues in the
region, including the rise of China.

Because these bilateral alliances do not exist
in a vacuum, the next administration should
seek to initiate track-one trilateral dialogues
between the United States, China, and
Japan on complementary U.S., Chinese, and
Japanese interest and concerns. Equilibrium
in the trilateral relationship is key to main-
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taining stability in East Asia. The dialogues
can focus on a number of traditional and
non-traditional interests, ranging from non-
proliferation to trade. As discussed earlier,
cooperation on clean energy technology
could serve as a model of cooperation, with
benefits that might flow to other problem-
atic sets of issues.

Pragmatism and the effective pursuit of
our own national security interests points
to the advantages of working with China
on shared regional interests. The ongoing
Six-Party talks over North Korea provided
a valuable opportunity for China to assume
a position of cooperative leadership and
demonstrated that China can be a con-
structive player in resolving some of

the most pressing concerns in the region.

More than once, China helped to bring
North Korea back to the negotiating table
after talks stalled. The denuclearization of
the Korean Peninsula will require careful,
hardnosed, and patient direct diplomacy,
and China’s continued engagement will
be critical as the United States, along with
our allies in the region, works to assure
the complete and verifiable elimination of
North Korea’s nuclear weapons program.

Likewise, the United States should work
with China, in coordination with Japan
and South Korea, and in consultation with
Russia, to develop a permanent institution
dealing with security issues in Northeast
Asia. This could be the Northeast Asian
Peace and Security Mechanism included as
a Phase Three issue on the Six-Party Pro-
cess (should those talks meet with success),
or it could be an alternative mechanism
with five members, should that prove neces-
sary. Beyond the immediate issue of North
Korea’s nuclear program, there are a host
of serious security problems in the region,
including a lack of strategic transparency

and confidence and a number of unresolved
territorial disputes that will require ongoing
discussions and cooperative problem-solving.

This Northeast Asian security mechanism
can also provide a venue for the United
States to build on recent positive trend
lines in China’s own non-proliferation
behavior. China’s approach to global non-
proliferation has come a long way since
the 1980s, when China openly flouted
mainstream non-proliferation and arms
control norm and regularly sold weapons
to countries such as Iran, Pakistan, Saudi
Arabia, and Syria.”

Although it can bring significant capabilities
to bear, the traditional U.S. hub-and-spokes
approach to the region is not ideal for
meeting the challenges of the new and non-
traditional security agenda, which includes
pandemics, natural disasters, and counter-
insurgence, all of which will require mul-
tilateral cooperation. China should be
encouraged to join alongside reinvigorated
U.S. engagement and leadership of func-
tionally oriented multilateral problem-solv-
ing mechanisms in the region, using existing
architecture where appropriate, to address
climate change, the threat of pandemic
diseases, and other new and non-traditional
security threats like transnational crime.

The United States must recommit itself

to friends in Southeast Asia and develop
deeper relationships with other nations
there. This means that the next adminis-
tration must expand our relationships to
include more than the single-minded focus
on terrorism that has skewed our relations
with partners in Southeast Asia. It requires
a higher regional IQ) and enhanced under-
standing of the changing needs in this rap-
idly integrating and dynamic region. The
next administration can initiate discussions
with partners on creating a forward-leaning,
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Delegates meet in Singapore at the 15th ASEAN Regional Forum Retreat on July 24, 2008. Source: AP Photo

non-traditional security agenda, including
responding to natural disasters. U.S. leader-
ship in response to the 2004 tsunami proved
to be a signal moment for the United States
in the region in recent years, and working
with the states of the region to develop ap-
propriate regional capacities may have both
a functional utility and political benefits.

Engaging in the multilateral institutions in
Asia can be an effective way to stay attuned
to the dynamic trends there. China already
1s an active participant in the multilateral
institutions in the region, which should be
welcomed and encouraged by the United
States as it embeds China into mechanisms
that secure peace and prosperity in the re-
gion. But this should be matched by Amer-
ica’s own willingness to play a constructive
part in Asia’s new diplomatic and economic
architecture, which will assist in advancing
America’s standing,

Many of the goals for which Asia’s mul-
tilateral institutions strive—transparency,
security, and greater economic interaction—
coincide with U.S. interests, and should be
pursued. They can work together in a mutu-

ally enforcing way to ameliorate tensions,
and they are more likely to succeed if the
United States participates.

The next administration should focus on in-
creasing U.S. engagement, attendance, and
participation in regional and multilateral
institution meetings in East and Southeast
Asia. Importantly, just showing up at the
regional meetings can go a long way in sig-
naling America’s commitment to the region,
strengthening the institutions, and shoring
up support among our friends and allies.

Attending the ASEAN Regional Forum

and Shangri-La Dialogue, an annual
meeting of Defense Ministers, affords the
United States opportunities to collaborate
with other countries on the economic and
security benefits of working with China, as
well as communicate shared concerns about
China’s rise. Participation in many of these
forums, including the East Asian Summit,
requires that the United States sign the
ASEAN Treaty of Amity and Cooperation,
which the United States should do.>* We
can not afford to be “absent at the creation”
of new East Asian institutional architecture.
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Military delegates arrive for the opening ceremony of the National People’s Congress at Beijing’s Great Hall of the People Wednesday March 5,
2008. China’s military spending this year will jump by 17.6 percent compared with 2007, the latest in a string of double-digit defense increases.
Source: AP Photo
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MILITARY MODERNIZATION

eginning in the mid-1990s, China

accelerated its conventional military

modernization efforts, and the Chi-
nese military budget has now been growing
at double-digit rates for over a decade.”
China’s official military budget is $46 billion,
although analysts estimate that the actual
figure is between $85 billion and $125 bil-
lion when off-budget spending is taken into
account. China’s military modernization ef-
forts have focused on renovating all dimen-
sions of its capabilities including doctrine,
force structure, and training and exercise.
China is building a modern military to allow
it to fight short-duration, high-intensity con-
flicts around its periphery and potentially
beyond.

China has also developed military and
defense relationships with an increasing
number of countries around the world,
claiming military-to-military relationships
with more than 150 nations, including the
United States and Japan.”® It has conducted
joint exercises with Shanghai Coopera-
tion Organization countries in Central
Asia, held joint exercises with the Indian
Navy, and participated in a Pakistan-hosted
multinational naval exercise.”” In 2005 and
2007, China held large-scale joint exercises
with Russia’s military. Although these tenta-
tive steps are a far cry from development of
a robust overseas port or basing structure,
they could be indicative of embryonic ef-
forts and merit close scrutiny.

According to the Department of Defense,
China 1s focusing its modernization in a
number of areas, including limited force
projection, anti-access and area denial
capabilities (capabilities aimed at either
preventing an adversary from entering or

occupying a certain location or area, or
greatly complicating their ability to oper-
ate there), information technology, space,
and missiles. In recent years, China has
acquired 12 new nuclear or diesel-powered
attack submarines, launched new classes
of surface combatant ships, is acquiring an
aircraft carrier, and introduced several new
or upgraded combat aircraft.

The People’s Liberation Army also has
placed significant emphasis on developing
the capacity to interdict or attack military
forces in the western Pacific theatre from

a long distance. In January 2007, the PLA
successfully tested a direct-ascent anti-sat-
ellite weapon. The PLA has also continued
to augment its modern strike capabilities,
modernizing and expanding what is already
the most active ballistic missile program in
the world. According to the U.S. Depart-
ment of Defense, around 1,000 short-range
ballistic missiles are deployed opposite
Taiwan, and China is also modernizing its
longer-range—including strategic nucle-
ar—missile inventories.

Although China publicly reveals very little
about its military strategy or planning
doctrine, Taiwan, internal security, China’s
growing regional interests, and the U.S.
military presence in the Western Pacific

all figure in China’s military moderniza-
tion objectives.”® Most analysts believe that
much of China’s military modernization
program is intended to deter Taiwan’s
independence, which has always been one
of China’s top priorities, but China may
soon have other security ambitions as well.
A significant portion of the PLA's modern-
ization, including its defense acquisition
strategy, enhancement of precision strike




capabilities, realignment of force structure,
and its operational training, are aimed at
prosecuting a Taiwan contingency (specifi-
cally a military response to a formal decla-
ration of independence from Taiwan), and
U.S. involvement in such a contingency.

While the next administration must remain
vigilant, it is important not to overstate

the threat of the Chinese military build-

up. China still suffers from very serious
weaknesses in its military, including many
obsolete weapon systems, a lack of effective
joint command and control and operational
capability, a lack of battle experience, and
not a single working aircraft carrier or mili-
tary base outside of China.

COMPARING MILITARY SPENDING
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These conditions make China’s rise par-
ticularly susceptible to miscalculation and
misperception. Keeping a close eye on
these issues will require ample resources,
better intelligence and information sharing
within the U.S. government, and a strong
contingent of analysts equipped with the
necessary skills and abilities to analyze the
complicated web of circumstances around
China’s military development.

A progressive way forward

While the United States must monitor the
strategic capabilities of China’s military
closely, U.S. policy should be oriented
toward ensuring that China’s pursuit of
national security does not destabilize the
region. Signaling that the United States

will continue to be the primary provider of
regional security is the best way to do so. As
mentioned in the previous section, the next
administration should convey the message
that the United States will remain engaged
in East Asia for the long haul to guarantee
peace, deter aggression, and encourage
peaceful resolutions to disputes, while
emphasizing the cooperative and mutually
respectful relationship the United States has
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Source: Global Security.org “Worldwide Military Expenditures” (2008), available
at http://www.globalsecurity.org/military/world/spending.htm

The conditions surrounding China’s rise—
opaque military spending and strategy, deli-
cate military balances in the Asia-Pacific,
regional tensions, and the Taiwan contin-
gency must be closely watched, including a
focus on the metrics that allow us to judge
and evaluate China’s military power and its
intentions. China’s increased defense spend-
ing tells us little in itself; a deeper apprecia-
tion of weapons systems and capabilities is
more critical.

The next administration should also main-
tain a robust military presence in the region
that adapts to the developments of China’s
military modernization. To do this, the
United States will need greater insight into
China’s military programs and a commit-
ment to bolstering our military, specifically
its abilities to adapt to China’s military
modernization capabilities and to respond,
as necessary, to all contingencies. The next
president should task the Department of
Defense with conducting a rigorous, in-
depth assessment of the ability of current
and programmed U.S. forces to fulfill our
security commitments in the Western Pa-
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Dozen of warships of the South China Sea Fleet were deployed in the competitive training to improve combat
capability of the fleet, Xinhua said. Source: AP Photo

cific in the face of the military capabilities
China possesses or is likely to acquire over
the next decade and then develop a long-
term defense program, as well as a strategy
for U.S. basing and posture in the Western
Pacific that ensures the ability of our armed
forces to maintain a stabilizing influence in
the region.

Following the release of the Defense De-
partment’s assessment, and in light of the
toll Iraq has taken on the US military, the
president should task the department to
make specific recommendations for invest-
ment, acquisitions, and procurements in
East Asia. A specific area for improvement
should include ensuring our forces’ sur-
vivability in the face of growing Chinese
“anti-access” threats and enhanced abilities
to obstruct entry into strategic areas.

A progressive policy should also aim for
greater transparency, trust, and confidence
between the U.S. and Chinese militaries.
Collaborating with China’s military on a
number of shared national security inter-

ests in the region can increase understand-
ing and reduce chances for miscalculation.
Progress in this area has been difficult and
inordinately slow, but it is worth pursuing,
The next president should intensify the
strategic nuclear dialogue and deepen the
high-level strategic dialogue on regional
security issues. The aim of these discus-
sions should be to articulate what minimum
levels of defense are necessary for both
countries to maintain security, as well as to
understand better the intentions of each
nation’s nuclear and defense posture.

Increasing military-to-military contact and
confidence and security-building measures
provide a not insignificant avenue for com-
munication and transparency. The United
States can invite China to observe U.S.
exercises in Asia (based on reciprocal U.S.
observation of Chinese exercises), continue
naval port calls in China (with reciprocal
calls to the United States), and increase the
contact between U.S. and Chinese military
officers, especially in joint education and
training programs.




Solid alliances in the region will be critical
to safeguarding against potential aggression
by China. The United States should work
with allies in the region to increase joint
military capacity, as well as to join in appro-
priate efforts to seek increased transparency
from China regarding its military build-up.
This will serve the purposes of diminish-
ing the possibility for miscalculation and
allaying regional concerns about China’s
military intentions.

Robust transparency, confidence and securi-
ty-building measures with China may also
provide the opportunity for creative bridg-
ing toward greater region-wide to strategic
cooperation through the development of
joint capacity to address humanitarian
operations or natural-disaster response. As
demonstrated by the US.N.S. Mer¢y’s opera-
tions in the aftermath of Indonesia’s tsuna-
mi, such missions afford an opportunity to
advance U.S. cooperation with militaries in
both Northeast and Southeast Asia, while
enhancing America’s image in the region
and building stronger military ties.

The next administration should seek to de-
velop modalities for joint U.S. and Chinese
cooperation in humanitarian missions (as
well as Chinese integration into multilateral
mechanisms including Japan, Australia, and
India), with a goal of creating a permanent
Trans-Pacific disaster and humanitarian
response and relief institution.

Importantly, the next administration should
be careful to make sure that U.S. “risk man-
agement” and cooperation with regional

partners does not appear to be aimed at
encircling and containing China. While we
need to be prepared for contingencies, we
must also ensure that our policy does not
give China reason to adopt a more assertive
military stance—creating in China the very
enemy we do not seek. Striking the right
balance is critical.

A critical test of China’s willingness to co-
operate in developing and maintaining this
balance lies in another area of potential
shared security interest: Space. The next
president should initiate treaty discussions
regarding the weaponization and militariza-
tion of space. The United States lost a criti-
cal window of opportunity to lock China
into a treaty regarding the weaponization
of space earlier in the decade, before China
developed and tested the more robust
capabilities it now possesses. But an oppor-
tunity still exists to develop a treaty-based
approach that will protect the civilian and
scientific assets in space and potentially
forestall a dangerous space arms race.

In the long run, candid dialogue with
China, increased transparency, and efforts
to draw it into regional and global efforts
toward peace and security is the best way to
ensure a benign and peaceful China in the
future. Together, the United States and its
allies can work toward cooperative solutions,
while recognizing and prudently preparing
for uncertainties. To do so means that the
United States must place a high priority on
maintaining its relations and communica-
tions with allies in East Asia.
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Taiwan is the most sensitive issue in the U.S.-China relationship. Source: Flickr/davidreid.




STABILITY IN THE TAIWAN STRAIT

aiwan is the most sensitive issue in

the U.S.-China relationship. De-

spite recent improvements in tone
and tenor, this remains an issue that could
trigger greater tension and confrontation
between China and the United States. The
ultimate objective of the United States is the
peaceful resolution of the cross-Strait issue.

Taiwan holds strong symbolic value to both
China and the United States, and both
countries have a significant stake in the
final resolution of the island’s status. The
United States has maintained a durable
and productive relationship with Taiwan
for over 50 years, cooperating on issues
ranging from trade and security to health
and education. Taiwan’s successful and
peaceful transition into a prosperous and
stable democracy in East Asia, as well as its
thriving market economy and position as a
strong U.S. partner, imbue Taiwan with im-
portance to American progressive interests.
Taiwan’s strong democratic credentials are
an accomplishment to be recognized and
preserved. For many American policymak-
ers, Taiwan is also inextricably linked to
U.S. credibility in the region and beyond.

Taiwan remains an issue of existential
importance to China’s leadership, who see
reunification as a key milepost in closing the
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books on China’s “century of humiliation”
and fully marking the re-emergence of Chi-
na as a great power on the world stage under
the current leadership. China’s leaders view
Taiwan as a matter left over from the unfin-
ished Chinese civil war that speaks directly
to the issue of national unity. Increasingly,
China’s growing nationalist movement sees
Taiwan in these terms, too. As such, the
Chinese view the Taiwan issue as a domestic
conflict that outside powers, including the
United States, should stay out of.

Although China currently maintains a long-
term orientation on this issue and values
stable cross-Strait relations, it is also im-
portant to note in this context that the new
generation of leadership of the Chinese
Communist Party, with only attenuated
connections and roots to the revolutionary
legitimacy of previous generations, may
find itself more reliant than previous gen-
erations of Chinese leadership on appeals
to nationalism to reinforce its legitimacy.

A progressive way forward

In developing policies toward Taiwan, it is
important that the next administration keep
the long view and preserve peace in the
Strait through maintaining the broad strat-
egy that the United States has taken over
the past three decades—neither supporting
Taiwan independence nor allowing China
to use military force to threaten the island.
Three elements constitute the bedrock of
the U.S.-PRC-Taiwan relationship and have
worked effectively to maintain peace in the
Taiwan Strait for several decades:

® The Taiwan Relations Act
® The Three Communiqués

® The “One China” policy

These agreements (see Box, page 64, for
more details) serve as important guideposts
for U.S. policy on Taiwan, delineating core
principles in this complicated relationship.
The next president should maintain the
assurances and warnings of these principles,
which offer a common language for Beijing
and Washington and Taipei to address
these issues, as an important starting point
for any efforts to address cross-Strait issues.
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Three elements that preserves cross-
Taiwan Strait peace and prosperity

® The Taiwan Relations Act, passed

by Congress on March 29, 1979,
established a new relationship with
Taiwan following U.S. recognition
of the People’s Republic of China
and de-recognition of the Repub-
lic of China based in Taipei. The
Act authorizes quasi-diplomatic
relations with the Republic of
China government through de
facto, though not de jure, embas-
sies in the two capitals and upholds
all international obligations previ-
ously made between the ROC and
United States prior to 1979 (except
the Mutual Defense Treaty between
the United States and the Republic
of China, which was allowed to
expire in 1980). The Act also allows
the United States to continue to sell
defensive arms to Taiwan, which
we have done without interruption
since de-recognition, and com-
mits the United States to "consider
any effort to determine the future
of Taiwan by other than peaceful
means, including by boycotts or em-
bargoes, a threat to the peace and
security of the Western Pacific area
and of grave concern to the United
States."

The Three Communiqués are a
collection of three joint statements
made by the governments of the
United States and the Peoples Re-
public of China. The first commu-
niqué (February 28, 1972) opened
the door for contact and exchanges

between the United States and the
PRC, and created a framework for
strategic cooperation against the
Soviet Union. The second commu-
niqué (January 1, 1979) established
diplomatic relations at the ambassa-
dorial level. And the third commu-
niqué (August 17, 1982) assured the
PRC that the United States would
gradually reduce its sale of arms to
Taiwan based on our expectation of
peaceful resolution of PRC-Taiwan
differences and relaxed tensions.
The 1982 Reagan Codicil, however,
conversely committed the United
States to maintain a balance of
power in the Taiwan Strait.

Under the "One China Policy,” the
United States recognizes that there
is only one Chinese state in the
world, and recognized the People's
Republic of China as the govern-
ment of that state in 1979. In in-
ternational organizations for which
statehood is required, Washington
supports Bejjing as the occupant

of China's seat and only supports
Taipei's "having a voice." Concern-
ing Taiwan's relationship to China,
the United States "acknowledges the
Chinese position that Taiwan is part
of China" but maintains an "abid-
ing interest" that any resolution of
the Taiwan Strait issue be peaceful,
without coercion, and acceptable to
the people of Taiwan. The United
States "does not support" Taiwan
independence.
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The next president must reinforce this set
of assurances and warnings with appropri-
ate actions. In accordance with the Taiwan
Relations Act, the United States should
respond to appropriate Taiwanese requests
for military equipment that are essential for
its defense. The next administration should
also focus on strengthening passive de-
fenses at U.S. bases in the Asia-Pacific and
improving abilities to reduce the impact

of Chinese anti-access capabilities, and to
counter Chinese attacks on U.S. informa-
tion and communications capabilities.”

The next administration should make clear
that these capabilities are not intended to
threaten China, but rather to maintain the
U.S. commitment to a peaceful resolution
of the cross-Strait issue consistent with the
“One China” policy, three communiqués,
and Taiwan Relations Act.

Taipei, Taiwan. Source: Flickr/daymin

Maintaining cross-Strait stability requires
careful risk management and balance in
U.S. policy toward both sides. Dangers will
remain in the foreseeable future, but the
presidential election of Ma Ying-jeou in
March 2008, combined with the next U.S.
presidential election, and China’s contin-
ued need for regional stability together offer
a unique opportunity to reduce cross-Strait
tensions. The expansion of economic

and human ties across the Taiwan Strait
and other efforts to reduce tensions taken
by China’s President Hu and Taiwan’s
President Ma i3 especially important after
the past several years, in which tensions
between Beijing and Taipei, on one hand,
and Washington and Taipei, on the other,
threatened to undermine security and sta-
bility across the Strait.




The administration should make clear that
U.S. interests are enhanced, not damaged,
by cross-Strait rapprochement. The next
president should encourage Beijing and
Taipei to continue building commercial,
cultural, economic, and other ties that can
lead to reduced tensions and stabilized
cross-Strait relations. Although sequencing
the signaling and actions between Taiwan,
China, and the United States will remain
an ongoing challenge, President Ma’s
“three no’s” policy—no unification, no inde-
pendence, no use of force—offers a poten-
tially cooperative construct for managing
relations. Direct commercial flights between
Taiwan and several Chinese cities are a very
positive early sign of a more cooperative
approach to the relationship.

In addition, the next administration will
need to develop appropriate modalities

to open up channels of communication
between Washington and Taipei, allow-

ing for greater communication on a range
of political, economic, and security issues
in order to begin repairing the damage
between Washington and Taipei over the
past few years.

Lastly, the next administration should
support Taiwan’s international space by
encouraging China and the international
community to allow Taiwan to assume
greater, though informal, roles in global
organizations. As the severe acute respira-
tory syndrome, or SARS epidemic of 2003
demonstrated, excluding Taiwanese partici-
pation in issues with multilateral dimensions
is to the detriment of all parties. Keeping
Taiwan out of the global outbreak alert
and response system of the World Health
Organization created a serious vulnerability
for the region, one that East Asia and the
world might not be so lucky as to escape
with only minor loss of life next time.
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Human rights and pro-democracy activists demonstrate outside the venues for the Olympic equestrian competition in suburban Sha Tin district,
Hong Kong Friday, Aug. 8, 2008. Source: AP Photos
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(GOVERNANCE AND INDIVIDUAL RIGHTS

uman rights and democracy have

been among the most contentious

issues between the United States
and China. China has made consider-
able progress when it comes to individuals’
economic and social freedoms, but there
remain many more areas of concern and
specific steps that the government must take
to improve human rights. Tens of thousands
of political prisoners remain imprisoned
without due process. The death penalty is
applied voraciously, more than in any other
country in the world, sometimes for rela-
tively petty crimes. Labor rights are not ad-
equately enforced. And those who criticize
the government are often treated harshly.*

Progress toward political pluralism in China
is as incomplete as it is episodic. Official
Chinese Communist Party documents an-
nounce the benefits of democracy, yet local
electoral reform on the ground seemed
stalled, and organized or high profile
political dissent is not tolerated. Promises

to extend direct elections beyond the vil-
lage levels have not been met, and there

is a clear crackdown on the judicial sector,
especially on lawyers who take on politically
sensitive cases.

China’s poor record and treatment of
religious and ethnic minorities has clearly
worsened. Authorities have increased re-
pression and tightened controls on expres-
sion of ethnic and cultural identity in the
so-called “autonomous” regions, including
the Xinjiang Uighur Autonomous Region
and Tibet. The failure of China’s policies
on discrimination, labor, and religious toler-
ance in these regions were direct causes

of the March 2008 Tibet riots. Despite
China’s adoption of Regulations on Reli-
gious Affairs in 2005 (ostensibly intended
to provide protections for religious free-

doms), officials continue to make decisions
inconsistent with genuine rights of religious
freedom, including arbitrary detentions and
arrests, closure of religious sites, censorship
of publications, forced re-education, and
restrictions on freedom of movement and
religious practices.”!

On the international stage, for its own
economic and political reasons, China has
supported, protected, and provided arms
to a rogue’s gallery of horrible regimes,
including in Sudan, Myanmar, and Zimba-
bwe. Beijing’s interest in extracting resourc-
es from these countries (where sanctions
have prevented Western companies from
locking up supplies) is a major motivator

in many cases, as 1is its desire not to set any
international precedents for intervention

in a domestic conflict that could be used

to limit its own freedom of action when it
comes to Taiwan.

China’s leadership (and many of its citi-
zens) point to the importance of economic
growth, which indeed has lifted hundreds
of millions of people out of poverty and

is not inconsequential to the advancement
of human rights. Several decades of steady
economic reform has also exposed the Chi-
nese to unprecedented flows of informa-
tion through the Internet, films, and other
forms of media, and fostered legal reform
as a means to secure economic gains. Case
in point is the new 2007 law that explicitly
protects property rights in China.

But economic growth will not by itself bring
about civil, economic, labor, cultural, and
political rights. Studies have shown that
countries that transition to democracies
when they are wealthier have a better track
record of sustaining democracy, but many
other factors are needed to bring about the
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change in the first place, including vibrant
internal political movements, enlightened
reformers in leadership, and consistent
advocacy for democratic values from the
international community.®*

Past U.S. efforts to advance human rights
interests in China have not been highly suc-
cessful. A historical review shows that

a number of factors complicate advancing
human rights in China, including inad-
equate policy alignment between depart-
ments of the U.S. government, competing
interests such as economic relations and
security, and lack of political will and
leadership to prioritize human rights. U.S.
leverage on this issue diminished sharply
because of the Bush administration’s poli-
cies on human rights.

There is no easy answer when it comes to
this set of issues. Quiet diplomacy has its
place, but it will be insufficient. Overheated
rhetoric will likely be ineffective or coun-
terproductive. Yet offering support to the
growing breadth and diversity of human
rights champions within China, including
Chinese civil-society actors, its increasingly
active local press, and Chinese human
rights lawyers, 1s also essential to remain
true to our nation’s values.

Political and social change in China will
largely need to come from within, but the
United States has a role to play. The United
States can influence developments in China
but not force or direct them. To bring about
the realization of economic, social, and
cultural rights, as well as civil and political
rights in China, our approach needs to be
subtle and sophisticated.

A progressive way forward

Success in this arena will ultimately be mea-
sured by the promotion of the full range
of values that constitute a good society—

transparency, justice, and the realization

of economic, social, religious, and cultural
rights. The fundamental question for the
next administration is how to engage China
¢ffectively to create a more open, equitable,
and pluralistic order. A hallmark of pro-
gressive thought is pragmatism, and empty
rhetoric that sacrifices real gains in advanc-
ing human rights and political pluralism in
China is a political temptation that the next
administration must resist in favor of foster-
ing real and effective change over time.

The principal point of leverage for politi-
cal change is China’s desire to be treated

as a respected member of the international
community. What is required is a persistent
but respectful witnessing to the universality of
human rights values. The affirmation must
be made that these are not just American
interpretations of rights, or Western, but
global affirmations made manifest in the in-
ternational human rights regime. Ultimate-
ly, the only way for China to be a highly
respected global player is to recognize those
universal values and abide by them.

In the area of human rights, nothing is more
crucial than working multilaterally. The

next administration should make common
cause with our democratic friends and
partners, as well as non-government organi-
zations, whenever possible, in critiques and
programs related to China’s liberalization.
China may claim that it is resistant to inter-
national criticism and entreaties, but there is
sufficient evidence that is simply not the case.

The Chinese leadership reacted to the
March 2008 protests in Tibet with brutal-
ity, for example, but following widespread
international condemnation Beijing sched-
uled another round in the ongoing dia-
logue between envoys of the Dalai Lama
and representatives of China’s leadership.
These talks have yet to lead to measures

to resolve differences between the Chinese

70



Poverty remains prevalent despite economic growth in China. Source: Flickr/sheilaz413.

government and the Dalai Lama, but
tangible steps toward resolving the genuine
and deep-rooted discontent of the Tibetan
people and leading to genuine autonomy
for Tibet should be publicly supported by
the next president and his administration,
drawing upon global support in the process.

Similarly, threats to boycott or disrupt the
Olympics over of China’s relations with
Sudan led China’s leaders to moderate their
course. The Chinese appointed a special
envoy to address Darfur and authorized a
U.N. resolution to deploy a hybrid U.N.-
African Union force into Sudan, a change
from China’s previous position of absten-
tion. Though reversible, these are small
steps in the right direction.

Then there was the massive earthquake in
Sichuan province in May, which prompted
Chinese authorities to slightly loosen their
usually tight media controls to cope with
the country’s overwhelming public response
to the temblor. They followed up with a
crackdown on parents who protested the

shoddy construction of so many school
buildings that collapsed and crushed their
children, but the brief interlude of fairly
free media coverage points to the success
that local and overseas media pressure can
have on China’s leadership.

With these lessons in mind, the next ad-
ministration should work with and through
mechanisms that bring together interna-
tional opinion to pressure China on hu-
man rights. The next administration, for
example, could press for implementation of
human rights treaty recommendations that
result from multilateral reviews of China’s
human rights records, such as recommen-
dations that grow from the Berne Process,
a multilateral mechanism that coordinates
different countries’ efforts toward human
rights in China.

The administration should also enhance
bilateral U.S.-China and EU-China human
rights dialogue, in particular to encourage
ratification of the International Covenant
on Civil and Political Rights. China’s imple-
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mentation of WTO obligations demon-
strates its ability to be an active participant
in international forums. The next presi-
dent should push for similarly progressive
developments on a multilateral basis in the
human-rights arena. The United States
should work with the International Labor
Organization to push for the implementa-
tion of China’s obligations as a founding
member of the ILO.

To the extent that the United States can
encourage other nations and groups of
nations to reinforce concerns about China’s
human rights practices, the more impact
those representations will have. The little-
noticed decision by one African nation after
another to turn China’s arms-bearing ship-
ments for Zimbabwe away at their ports

in early 2008 was both embarrassing for
the Chinese and, more importantly, taught
them that it is not just the “usual suspects”
who care about certain human rights issues.

Working multilaterally will mean more than
collaborating with partners to pressure
China. The United States must strengthen
the regimes and protocols that protect and
defend human rights around the world, and
then seck to embed China in these regimes.
The United Nations Human Rights Coun-
cil, international organizations such as Am-
nesty International, and other institutions
that promote the realization of economic,
political, religious, and social rights must be
empowered as instruments through which
the world can hold China accountable for
its treatment of citizens. U.S. participation
and support of these regimes will go a long
way in bolstering their effectiveness.

The United States should join, and thereby
strengthen, the UN Human Rights Council,
and then use that forum to bring greater
scrutiny to China’s human rights record.
China does not want to be singled out in
the international system, and the UN Hu-

man Rights Council can provide a forum
for the kind of multilateral scrutiny and
pressure that can work to hold China to the
international agreements on human rights
that it has signed, such as the Universal
Declaration of Human Rights, the Inter-
national Covenant on Civil and Political
Rights and the International Covenant on
Social, Economic, and Cultural Rights.

The best hope for progress in furthering cit-
izens’ rights in China is likely to be in those
areas that Chinese officials themselves have
targeted for reform. They include environ-
mental justice, worker safety, labor rights,
consumer protection, and health. Genuine
reform in these areas will make a meaning-
ful and tangible difference in the lives of
ordinary Chinese. The next administra-
tion should focus on areas where U.S. and
Chinese priorities align, and where both the
United States and China can agree to some
extent on the need for reform. These issue
areas can become centerpieces of bilateral
dialogues, such as the recently resumed
U.S.-China human rights dialogue, and
other multilateral efforts.

Another avenue for promoting human
rights and political pluralism in China can
be found in the promotion of civil society
in China. Working with international non-
governmental organizations and related
organizations on the ground in China

can build the capacity and foundation for
meaningful change in China. While we
must take care that U.S. support does not
undermine the ability of Chinese civil
society organizations to grow and organize
on their own, mobilization and exercise

of rights in one area, such as the environ-
mental movement, has a high likelihood of
spillover into other issue areas.

Similarly, the United States should support
Chinese and American non-governmental
entities—not just pressure groups but aca-
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demic institutions, judicial bodies, associa-
tions of scientist and journalists, computer
experts—all of whom seek either to build
relations with Chinese citizens and/or
supply Chinese reformers with the tools to
bring about internal change in China. The
next administration in particular should
support rule-of-law programs, such as the
training of Chinese judges and lawyers in
best practices. These programs, coupled
with the promotion of civil society in China,
can go a long way in bringing about the
structural and political reforms necessary
to build a truly independent judiciary and
government that is subject to its own laws.

The United States should speak out pub-
licly and privately about China’s policies

of restricting freedom of the press and
political and religious freedoms, as well

as other human rights violations in which
China consistently engages. Included in the
messaging should be the fact that support
for responsible dissent is in China’s national
interests, as is living up to its own declared
legal standards on human rights, which are
robust. Continued bilateral pressure is key
in signaling that the next administration is
committed to advancing human rights as
an essential component of the U.S.-China
relationship and all the United States’ rela-
tionships around the world.

The United States can take a number

of immediately actionable steps toward
progress on China’s human rights. The
president can and should encourage U.S.
corporations to be responsible citizens in
China by secking to protect their own work-
ers against government harassment and
resisting the temptation to “enable” govern-
ment repression. Above all, U.S. companies
must abide by international standards of
corporate and social responsibility

Lastly, the United States must live up to its
own human rights principles. The next ad-
ministration must work to re-establish U.S.
moral authority and leadership in the world,
which has always been one of the strongest
and most efficacious tools in the American
foreign policy toolbox. Leading by example
is a powerful avenue America can take.
Without American leadership and author-
ity, convincing China to change will be met
with immediate charges of hypocrisy.

The next president must reaffirm clearly
and publicly America’s commitment to hu-
man rights. Closing the Guantanamo Bay
detention center would be a positive first
step. But his administration must go further
to strengthen America’s human rights
record and recommit the United States to
help those in China who seck to create a
more liberal society.
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CONCLUSION

e cannot go on as we have with

China, responding to crises

and letting opportunities slip by.
China is too important and consequential
across too many dimensions of American
life to let the relationship drift. We squander
U.S. leverage when we do not prioritize our
interests. Now 1s the time to forge a new
kind of relationship with China—more
pragmatic, more cooperative, and ultimately
more effective. That is the approach that
will ultimately best serve the interests of the
American people—on climate change, eco-
nomic growth, regional stability, and global
human rights.

The United States cannot determine
China’s future; that task belongs to the Chi
nese people. Rather, U.S. policy should be

aimed at encouraging China to join the in-
ternational mechanisms that secure global
peace and prosperity. U.S. policymakers
should engage China with the overarching
objective of solving shared problems and

peacefully integrating the country into the
international order. In the process, China
will be embedded in the web of norms and
responsibilities that come with being an ac-
tive participant in the world stage.

Our differences with China will continue
and some will be profound. Yet modern
international relations need not be a zero-
sum game. While we have no illusions
about the challenges of managing China’s
rise, or the uncertainties of China’s future,
our two nations are inextricably linked,
and, at this hinge point in China’s rise we
have an historic opportunity to advance
our own interests without cost to the other.
Beginning a new era in Sino-U.S. relations
with a common purpose to combat climate
change and boost global energy security

is the right place to start. Irom there, the
leaders of both nations and their citizens
may well discover many mutual benefits in
other arenas critical to peace and prosperity
in the 21st century.
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