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Amid Tension, China Blocks Crucial Exports to Japan

By KEITH BRADSHER
Published: September 22, 2010

HONG KONG — Sharply raising the stakes in a dispute over Japan’s detention of a Chinese fishing trawler captain, the Chinese government has blocked exports to Japan of a crucial category of minerals used in products like hybrid cars, wind turbines and guided missiles. 


  
Didymium oxide is a rare earth mineral used in delicate electronics. 




An engine of a Toyota Prius. Each Prius uses at least two pounds of rare earth elements in its various parts. 
Chinese customs officials are halting shipments to Japan of so-called rare earth elements, preventing them from being loading aboard ships at Chinese ports, industry officials said on Thursday. 

On Tuesday, Prime Minister Wen Jiabao personally called for Japan’s release of the captain, who was detained after his vessel collided with two Japanese coast guard vessels about 40 minutes apart as he tried to fish in waters controlled by Japan but long claimed by China. Mr. Wen threatened unspecified further actions if Japan did not comply. 

A Chinese Commerce Ministry spokesman declined on Thursday morning to discuss the country’s trade policy on rare earths, saying only that Mr. Wen’s comments remained the Chinese government’s position. News agencies later reported that Chen Rongkai, another ministry spokesman, had denied that any embargo had been imposed. 

Any publication of government regulations or other official pronouncements barring exports would allow Japan to file an immediate complaint with the World Trade Organization, alleging a violation of free trade rules. But an administrative halt to exports, by preventing the loading of rare earths on ships bound for Japan, is much harder to challenge at the W.T.O. 

The United States, the European Union and Mexico brought W.T.O. complaints against China last November after it issued regulations limiting the export of yellow phosphorus and eight other industrial materials. American trade officials have been considering for months whether to challenge China’s longstanding and increasingly tight quotas on rare earth exports as well. 

China mines 93 percent of the world’s rare earth minerals, and more than 99 percent of the world’s supply of some of the most prized rare earths, which sell for several hundred dollars a pound. 

Dudley Kingsnorth, the executive director of the Industrial Minerals Company of Australia, a rare earth consulting company, said that several executives in the rare earths industry had already expressed worries to him about the export ban. The executives have been told that the initial ban lasts through the end of the month, and that the Chinese government will reassess then whether to extend the ban if the fishing captain still has not been released, Mr. Kingsnorth said. 

“By stopping the shipments, they’re disrupting commercial contracts, which is regrettable and will only emphasize the need for geographic diversity of supply,” he said. He added that in addition to telling companies to halt exports, the Chinese government had also instructed customs officials to stop any exports of rare earth minerals to Japan. 

Industry officials said that mainland China’s customs agency had notified companies that they were not allowed to ship to Japan any rare earth oxides, rare earth salts or pure rare earth metals, although these shipments are still allowed to go to Hong Kong, Singapore and other destinations. But no ban has been imposed on the export to Japan of semi-processed alloys that combine rare earths with other materials, the officials said. China has been trying to expand its alloy industry so as to create higher-paying jobs in mining areas, instead of exporting raw materials for initial processing. 

Japan has been the main buyer of Chinese rare earths for many years, using them for a wide range of industrial purposes, like making glass for solar panels. They are also used in small steering control motors in conventional gasoline-powered cars as well as in motors that help propel hybrid cars like the Toyota Prius. 

American companies now rely mostly on Japan for magnets and other components using rare earth elements, as the United States’ manufacturing capacity in the industry became uncompetitive and mostly closed over the last two decades. 

The Chinese halt to exports is likely to have immediate repercussions in Washington. The House Committee on Science and Technology is scheduled on Thursday morning to review a detailed bill to subsidize the revival of the American rare earths industry. The main American rare earths mine, in Mountain Pass, Calif., closed in 2002, but efforts are under way to reopen it. 

The House Armed Services Committee has scheduled a hearing on Oct. 5 to review the American military dependence on Chinese rare earth elements. 

The Defense Department has a separate review under way on whether the United States should develop its own sources of supply for rare earths, which are also used in equipment including rangefinders on the Army’s tanks, sonar systems aboard Navy vessels and the control vanes on the Air Force’s smart bombs. 

The export halt is likely to prompt particular alarm in Japan, which has few natural resources and has long worried about its dependence on imports. The United States was the main supplier of oil to Japan in the 1930s, and the imposition of an American oil embargo on Japan in 1941, in an effort to curb Japanese military expansionism, has been cited by some historians as one of the reasons that Japan subsequently attacked Pearl Harbor. 

Jeff Green, a Washington lobbyist for rare earth processors in the United States, Britain, Canada and Australia, said that China and Japan were the only two sources for the initial, semiprocessed blocks of rare earth magnetic material. If Japan runs out of rare earths from China — and Japanese companies have been stockpiling in the last two years — then the United States will have to buy the semiprocessed blocks directly from China, he said. 

“We are going to be 100 percent reliant on the Chinese to make the components for the defense supply chain,” Mr. Green said. 

Japanese companies are now setting up rare earth processing factories in northern Vietnam, partly to use small reserves of rare earth elements found there but also to process rare earth elements smuggled across the border from southern China. But the Chinese government has been rapidly tightening controls on the industry in the last four months to try to limit smuggling. 

Rare earth elements are already in tight supply and prices are soaring after the Chinese government announced in July that it was cutting export quotas by 72 percent for the remainder of the year. A delegation of Japanese business leaders met with Chinese officials in Beijing on Sept. 7 to protest the sharp reduction in quotas. 

The price of samarium, crucial to high-temperature military applications like missile guidance motors, has more than tripled since July, to $32 a pound, Mr. Green said. 

Deng Xiaoping, the late leader of China, is widely reported to have said that while the Middle East has oil, China dominates rare earths. But while Arab states used restrictions on oil exports as a political weapon in 1956, 1967 and 1973, China has refrained until now from using its near monopoly on rare earth elements as a form of leverage on other governments. 

China tried to position itself instead as a reliable supplier, partly to discourage other nations from digging their own rare earth mines. 

Despite the name, rare earths are actually fairly common; they are expensive and seldom mined elsewhere because the processing equipment to separate them from the ore is expensive and because rare earths almost always occur naturally in deposits mixed with radioactive thorium and uranium. Processing runs the risk of radiation leaks, — a small leak was one reason the last American mine was unable to renew its operating license and closed in 2002 — and disposing of the radioactive thorium is difficult and costly. 

A senior Japanese Foreign Ministry official, who declined to be named, said that the Japanese government had not yet received any notice from China regarding the suspension. The official said, however, that the Japanese government has repeatedly asked China to not restrict its exports of rare earth elements, citing the severe consequences such a move would have on global production and trade. 

Toyota had not yet received any information on an embargo and was unable to comment, said Masami Doi, a spokesman for Toyota in Tokyo. 

China’s Disputes in Asia Buttress Influence of U.S.

By EDWARD WONG
Published: September 22, 2010

BEIJING — For the last several years, one big theme has dominated talk of the future of Asia: As China rises, its neighbors are being inevitably drawn into its orbit, currying favor with the region’s new hegemonic power. 



Premier Wen Jiabao of China spoke about tensions with Japan during a meeting with representatives of Chinese nationals and Chinese Americans on Tuesday in New York. 

The presumed loser, of course, is the United States, whose wealth and influence are being spent on the wars in Iraq and Afghanistan and whose economic troubles have eroded its standing in a more dynamic Asia. 

But rising frictions between China and its neighbors in recent weeks over security issues have handed the United States an opportunity to reassert itself — one the Obama administration has been keen to take advantage of. 

Washington is leaping into the middle of heated territorial disputes between China and Southeast Asian nations despite stern Chinese warnings that it mind its own business. The United States is carrying out naval exercises with South Korea in order to help Seoul rebuff threats from North Korea even though China is denouncing those exercises, saying that they intrude on areas where the Chinese military operates. 

Meanwhile, China’s increasingly tense standoff with Japan over a Chinese fishing trawler captured by Japanese ships in disputed waters is pushing Japan back under the American security umbrella. 

The arena for these struggles is shifting this week to a summit meeting of world leaders at the United Nations. Wen Jiabao, the Chinese prime minister, has refused to meet with his Japanese counterpart, Naoto Kan, and on Tuesday he threatened Japan with “further action” if it did not unconditionally release the fishing captain. 

On Friday, President Obama is expected to meet with Southeast Asian leaders and promise that the United States is willing to help them peacefully settle South China Sea territorial disputes with China. 

“The U.S. has been smart,” said Carlyle A. Thayer, a professor at the Australian Defense Force Academy who studies security issues in Asia. “It has done well by coming to the assistance of countries in the region.” 

“All across the board, China is seeing the atmospherics change tremendously,” he added. “The idea of the China threat, thanks to its own efforts, is being revived.” 

Asserting Chinese sovereignty over borderlands in contention — everywhere from Tibet to Taiwan to the South China Sea — has long been the top priority for Chinese nationalists, an obsession that overrides all other concerns. But this complicates China’s attempts to present the country’s rise as a boon for the whole region and creates wedges between China and its neighbors. 

Nothing underscores that better than the escalating diplomatic conflict between China and Japan over the detention of the Chinese fishing captain, Zhan Qixiong, by the Japanese authorities, who say the captain rammed two Japanese vessels around the Senkaku or Diaoyu Islands in the East China Sea. The islands are administered by Japan but claimed by both Japan and China. 

The current dispute may strengthen the military alliance between the United States and Japan, as did an incident last April when a Chinese helicopter buzzed a Japanese destroyer. Such confrontations tend to remind Japanese officials, who have suggested that they need to refocus their foreign policy on China instead of America, that they rely on the United States to balance an unpredictable China, analysts say. 

“Japan will have no choice but to further go into America’s arms, to further beef up the U.S.-Japan alliance and its military power,” said Huang Jing, a scholar of the Chinese military at the National University of Singapore. 

In July, Southeast Asian nations, particularly Vietnam, applauded when Secretary of State Hillary Rodham Clinton said that the United States was willing to help mediate a solution to disputes that those nations had with China over the South China Sea, which is rich in oil, natural gas and fish. China insists on dealing with Southeast Asian nations one on one, but Mrs. Clinton said the United States supported multilateral talks. Freedom of navigation in the sea is an American national interest, she said. 

President Obama meets on Friday with leaders from the 10-member Association of Southeast Asian Nations, or Asean. The Associated Press reported that the participants would issue a joint statement opposing the “use or threat of force by any claimant attempting to enforce disputed claims in the South China Sea.” The statement is clearly aimed at China, which has seized Vietnamese fishing vessels in recent years and detained their crews. 

On Tuesday, a Chinese Foreign Ministry spokeswoman, Jiang Yu, criticized any attempt at mediation by the United States. “We firmly oppose any country having nothing to do with the South China Sea issue getting involved in the dispute,” she said at a news conference in Beijing. 

China has also been objecting to American plans to hold military exercises with South Korea in the Yellow Sea, which China claims as its exclusive military operations zone. The United States and South Korea want to send a stern message to North Korea over what Seoul says was the torpedoing last March of a South Korean warship by a North Korean submarine. China’s belligerence serves only to reinforce South Korea’s dependence on the American military. 

American officials are increasingly concerned about the modernization of China’s navy and its long-range abilities, as well as China’s growing assertiveness in the surrounding waters. In March, a Chinese official told White House officials that the South China Sea was part of China’s “core interest” of sovereignty, similar to Tibet and Taiwan, an American official said in an interview at the time. American officials also object to China’s telling foreign oil companies not to work with Vietnam on developing oil fields in the South China Sea. 

Some Chinese military leaders and analysts see an American effort to contain China. Feng Zhaokui, a Japan scholar at the Chinese Academy of Social Sciences, said in an article on Tuesday in The Global Times, a populist newspaper, that the United States was trying to “nurture a coalition against China.” 

In August, Rear Adm. Yang Yi wrote an editorial for The PLA Daily, published by the Chinese Army, in which he said that on one hand, Washington “wants China to play a role in regional security issues.” 

“On the other hand,” he continued, “it is engaging in an increasingly tight encirclement of China and is constantly challenging China’s core interests.” 

Asian countries suspicious of Chinese intentions see Washington as a natural ally. In April, the incident involving the Chinese helicopter and Japanese destroyer spooked many in Japan, making them feel vulnerable at a time when Yukio Hatoyama, then the prime minister, had angered Washington with his pledges to relocate a Marine Corps air base away from Okinawa. 

His successor, Mr. Kan, has sought to smooth out ties with Washington and has emphasized that the alliance is the cornerstone of Japanese foreign policy. 

“Insecurity about China’s presence has served as a wake-up call on the importance of the alliance,” said Fumiaki Kubo, a professor of public policy at the University of Tokyo. 

U.S., Caught Off Guard by New Tensions With China, Cultivates Back-Channel Ties

By DAVID E. SANGER
Published: September 22, 2010

WASHINGTON — Few foreign policy problems took the Obama administration more by surprise this year than the rapid escalation of tensions with China: The countries’ common approach to North Korea disintegrated, Beijing has balked at energy sanctions against Iran, the always-wary conversation between the American and Chinese militaries was cut off. 



From left, Thomas E. Donilon, Wen Jiabao and Lawrence H. Summers in Beijing on Sept. 7. 

Nor has there been any real progress on America’s demand that China allow its currency to appreciate. Congress is considering huge, and politically appealing, tariffs on Chinese goods before the November elections, with cautious encouragement from the White House, which thinks it can manage the process to avoid a trade war. 

So somewhat belatedly, President Obama decided he needed what every American president since Nixon had had: A direct back channel of communications to the Chinese leadership, a way to head off trouble or create an opening without going through the formal diplomatic exchanges. 

“Think Kissinger, Scowcroft, Brzezinski, Berger,” one of Mr. Obama’s senior national security aides said the other day, ticking off the names of national security advisers who cultivated off-line access to the Chinese leadership. “We had not done this, and it was overdue,” the administration official said, although Mr. Obama and Hu Jintao, China’s president, have met a half dozen times since early last year. 

Early this month Mr. Obama quietly sent to Beijing Thomas E. Donilon, his deputy national security adviser and by many accounts the White House official with the greatest influence on the day-to-day workings of national security policy, and Lawrence H. Summers, who announced Tuesday that he would leave by the end of the year as the director of the National Economic Council. 

The choice of the lead emissary was noted by the Chinese: Mr. Donilon is considered a strong candidate as the future national security adviser, or perhaps White House chief of staff, if rumors are true and both jobs are soon to be vacated. 

The concrete results of the meeting were slim: Exchanges between the American and Chinese militaries are about to resume, after Beijing cut them off in a fit of pique about arms sales to Taiwan and Mr. Obama’s meeting with the Dalai Lama. 

But officials familiar with the meetings said they were intended to try to get the two countries focused on some common long-term goals. The Chinese sounded more cooperative themes than in the spring, when two other administration officials were told, as one senior official put it, that “it was the Obama administration that caused this mess, and it’s the Obama administration that has to clean it up.” 

All of this has focused attention on President Obama’s meeting on Thursday morning with Wen Jiabao, China’s prime minister, at the United Nations. Put simply, both sides are nervous about whether they can right a partnership that just a year ago was acclaimed on both sides of the Pacific as the emergence of a “G-2,” who, together, would use their economic and political clout to manage the world economy. 

“It is not a secret that at the U.N. we have some challenging diplomacy with the Chinese,” Kurt Campbell, the assistant secretary of state for Asia, said last week in a talk at the United States Institute for Peace. 

China’s reluctance to embrace Iran sanctions was no surprise. China imports about 12 percent of its oil from Iran and kept energy sanctions out of a United Nations Security Council resolution this year. The White House fears that Chinese may begin to ship gasoline to Iran to make up for its shortages; one senior official said there was no evidence of that yet, “and we are watching.” 

North Korea was a surprise: Through last year, Beijing and Washington worked fairly well together on sanctions in response to the North’s second nuclear test. But with a leadership transition expected in Pyongyang, Beijing has gone its own way, watering down the response to the sinking of a South Korean ship and hosting Kim Jong-il, North Korea’s leader, before Mr. Donilon and Mr. Summers arrived. 

But it is the currency issue that is bound to dominate the discussion between the two leaders. For all of China’s promises to gradually allow its currency to rise — which would make American exports more attractive in China, and imports somewhat less competitive here — the adjustment since 2008 has been a minuscule 1.6 percent. Mr. Obama issued a warning shot on Monday. 

“They have not done everything that needs to be done,” he said. “We are going to continue to insist that on this issue and on all trade issues between us and China, that it’s a two-way street.” 

Then, perhaps hoping to catch Mr. Wen’s attention as he arrived in New York, Mr. Obama started talking about enforcing trade laws “much more effectively than we have in the past.” 

Chinese Leader Fields Executives’ Questions

By DAVID BARBOZA
Published: September 22, 2010

When Bill Gates confronts the prime minister of China on the need to honor software copyrights, it helps to have a referee — say, a Henry Kissinger — to moderate the debate. 




Jason Decrow/Associated Press

Prime Minister Wen Jiabao acknowledged that global trade imbalances were a problem in a meeting with executives in New York. 
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Bill Gates was among the “economic celebrities” invited to speak with China’s prime minister on Wednesday at the Waldorf-Astoria in New York. 
That, in fact, is what happened at the Waldorf-Astoria Hotel on Wednesday morning in Midtown Manhattan. 

In a remarkable 90-minute meeting, with Mr. Kissinger playing M.C., Mr. Gates and other heavyweight executives and economists from the West engaged Prime Minister Wen Jiabao. He listened patiently, and often volleyed back, on topics including currency and trade policies, foreign investment and whether China needed to improve its social safety net. 

Others in the circle — literally a large ring of a few dozen chairs — included Jamie Dimon, the head of JPMorgan Chase; Lloyd C. Blankfein, the Goldman Sachs chief; Joseph Stiglitz, winner of the Nobel in economics; Kenneth I. Chenault, chairman and chief of American Express; and PepsiCo’s chief executive, Indra K. Nooyi. 

China’s top leaders rarely meet Western executives. But Mr. Wen, in New York for a session of the United Nations General Assembly, agreed to sit down with the group, possibly in the hope of helping ease growing tensions between the United States and China over various issues. 

The session, which Chinese officials called a dialogue with “economic celebrities,” was civil and respectful. But there were some pointed words for the Chinese leader, who listened and spoke through an interpreter. 

Mr. Chenault told Mr. Wen that the most important asset American companies have is their brand. Seeming to hint that Chinese companies were competing unfairly, Mr. Chenault asked the prime minister for his views on brand value. 

Mr. Wen responded, “We will never usurp others’ brands.” 

Ms. Nooyi of PepsiCo told Mr. Wen that China should create incentives for companies to build factories to high environmental standards. She also said that her company had invested billions of dollars in China and was already his country’s biggest private potato grower, and she asked whether American companies would get equal treatment to Chinese companies there. 

The prime minister replied, “You put forward two good proposals, and the Chinese government will accept these.” 

Robert E. Rubin, the former Treasury secretary, contended that China’s huge trade surpluses with the United States could have disastrous consequences. 

“The trade imbalances are unsustainable,” Mr. Rubin told Mr. Wen, urging China to restructure its economy away from exports and toward domestic consumption. “And this trade imbalance is creating political problems” in the United States. 

Mr. Wen acknowledged that global imbalances were a problem, and said Beijing was working to make changes. But he took issue with the widely held idea that China takes the largest share of trade benefits. 

“An iPod is sold at $299, and China in the manufacturing link will only get $6 for it,” he said. The implication was clear: The bulk of the profits in producing the item accrue to Apple and others in the supply chain. 

On one of the most contentious issues — China’s currency policy — Mr. Wen had little to say. But Wednesday evening, in a separate speech to a group of dignitaries involved in United States-China relations, Mr. Wen said more sharply that China’s exchange rate was not the problem, and indicated that China would continue to resist pressure from Washington. 

“There is no basis for a drastic appreciation of the renminbi,” he said. “You don’t know how many Chinese companies would go bankrupt. There would be major disturbances. Only the Chinese premier has such pressure on his shoulders. This is the reality.” 

It is a topic likely to come up when he and President Obama meet in New York on Thursday on the sidelines of the United Nations. China has repeatedly signaled that it would like to move toward a more flexible currency, and Mr. Wen said Wednesday that China did not “intentionally” seek a huge trade surplus — something that critics say Beijing does by keeping its currency, the renminbi, artificially cheap. 

But while China has allowed the renminbi to appreciate slightly against the dollar this year, China’s trade is booming again. 

Several of the Americans at the Waldorf on Wednesday warned that the United States’ sluggish economy and high unemployment rate were inflaming protectionist sentiment in this country and could lead Congress to impose tough trade sanctions or other measures. 

Stephen Roach, a Morgan Stanley economist and a teacher at Yale, warning that American politicians were threatening to take the “low road,” urged Mr. Wen to ignore calls for China to fix its currency and instead focus on pushing for “pro-consumption” policies at home. That, Mr. Roach said, would allow the Chinese to consume more — and also buy more American goods. 

As for Mr. Gates, he said that he was preparing to travel to China for the Gates Foundation, his philanthropy, but that he also wanted to press a long-running concern about counterfeiting of American software and other intellectual property in China. 

After saying that Microsoft’s research lab was progressing well in China, Mr. Gates said: “I’ll mention one thing that is not going well, and that’s related to the enforcement of intellectual property, such as copyright. If you look at the numbers, over the last five years there hasn’t been much progress.” 

Mr. Wen took the question in stride. “Mr. Gates,” he said. “You are a business person I hold in high regard. You also have morality running in your veins. I fully support the Gates Foundation.” 

Then, Mr. Wen — who is called Grandpa Wen in China because of his populist approach and habit of racing to the scene of natural disasters to comfort victims — applied his charms on Mr. Gates. 

“I do admit these problems exist,” Mr. Wen said. “We have to put in administrative measures. I think we should have higher moral and ethical standards in this matter.” 
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Three Faces of the New China

[image: image6.jpg]



DEFLECTION Wen Jiabao fended off President Obama’s pleas on currency. 

By DAVID E. SANGER
Published: September 25, 2010

UNITED NATIONS — In a blur of headlines over the past few days, Americans have been surprised with brief, seemingly contradictory glimpses of how China is wielding its newfound power. 

There was China the neighborhood bully, cutting off Japan’s access to rare-earth minerals unless Tokyo folded in a minor, but longstanding, territorial dispute. (The Japanese folded.) 

There was China the schmoozer, with its prime minister, Wen Jiabao, trying his hardest on Thursday to deflect President Obama’s pressure over the value of China’s currency — really a battle over whether jobs go to workers in Seattle or Shenzhen. The two leaders talked for two hours at the United Nations. The outcome was left unclear. 

And there was China the classic realist, opting for convenient inconsistency on sanctions against North Korea and Iran in efforts to balance its competing national interests. (The first is to engage the West on the Security Council. The others include securing oil and protecting a client-state from collapse.) 

In one sense, there’s nothing surprising about a rising power finding subtle ways to handle complex problems. But before China’s breakout from poverty to arguably the world’s No. 2 economy, its default position on foreign policy was to restate the principle of non-interference in other nations’ affairs and focus largely on its neighborhood. 

That was before it had the military resources and the incentive to start thinking of how to secure and defend interests around the globe. Today, its interests include access to oil in places like Sudan and Iran, safe shipping around the Horn of Africa, the ability to manipulate its currency for its own gain. 

And for the first time, the world is seeing a distinct range of behaviors, from aggressive to passive-aggressive to diplomatic, in places that 20 years ago China’s leaders rarely thought about. 

What American diplomats and analysts now have to figure out is what drives China’s actions and responses, how to try to shape them and, some would argue, what limits to try to set. 

“The China that President Obama hoped he was getting a year ago, the one that becomes this great cooperative global power on the biggest issues of the day — that’s not the China he’s dealing with today,” said David Shambaugh, director of the China policy program at George Washington University. 

A senior administration official who often deals with the Chinese leadership said: “As they begin to manage their many constituencies, their politics is looking more like ours.” 

Here’s a scouting report so far on China’s style of muscle-flexing: 

THE NEIGHBORHOOD: TIME FOR THE BIG STICK 

For decades countries around Asia have been wary of China’s resurgence — tracking how many ships and missiles it was acquiring, and how it was using its influence as an investor. A decade ago, as President Bush took power, a number of neoconservatives urged him to “contain” China’s presumed ambitions. 

But containment would have probably been impossible and it proved, at least in the past decade, unnecessary. So far Beijing has not pressed new territorial claims; it has simply begun to defend old ones in sparsely inhabited places. 

The Japanese stepped into one of those when they arrested the captain of a Chinese trawler near a group of islands in the East China Sea, called the Senkaku by the Japanese and the Diaoyu by China. The Japanese said the trawler rammed a Japanese coast guard vessel. A few years ago this might have been sorted out quietly as a consular issue. Not this time. 

The Chinese — perhaps driven by the People’s Liberation Army, perhaps eager to begin to declare their equivalent of the Monroe Doctrine — demanded the captain’s return. Japan refused. Pushed by a nationalistic groundswell, China started blocking shipments of the rare earths, an act that threatened Japan’s electronics industry. 

“This played to the Asia First crowd in China,” said Mr. Shambaugh, referring to a faction in China’s establishment that says the wise course is to dominate the region while avoiding tussles with great powers. In recent months there have been disputes over American exercises in nearby waters and over the border with India. 

“We’ve begun pushing back,” said a senior administration official, explaining why the United States is sending an aircraft carrier to the area. 

But the Japanese, after 20 years of recession, had no push left in them. The prosecutor dropped charges on Friday. 

WASHINGTON: THE ART OF DEFLECTION 

If China’s strategy with Asia is all sharp elbows, with the United States it is largely politeness and deflection — most of the time. 

When Mr. Obama first encountered Hu Jintao, the country’s president, a fire was threatening to consume both their economies, and they pursued the common strategy of massive stimulus. For most of 2009, one of Mr. Obama’s top aides noted, “everything else was set aside.” 

Then they narrowly skirted clashes on environmental policy at Copenhagen, and a cyber attack on Google was traced to China. But it is China’s foot-dragging on its promise to gradually let the market determine the value of its currency that has really strained relations. In Congress, rightly or wrongly, China is often accused of manipulating its currency to keep its factories humming, at the expense of American workers. Democrats and Republicans are calling for tariffs. 

So far China’s strategy appears to be to maintain the trappings of routine diplomacy while dragging its feet. Prime Minister Wen used the word “cooperation” or “cooperative” six times in just a few minutes when standing beside Mr. Obama here. But when the doors closed, America pressed for immediate action, and, a witness said, Mr. Wen “dodged and weaved,” restating arguments that it takes generations to build an economic powerhouse. 

Jeffrey Bader, the National Security Council’s Asia director, said the president noted he was “disappointed that there had not been much movement” since they last met. But his leverage was scant, which is why the White House threatened to to take other steps. Now the Chinese are gauging what he meant. 

SPECIAL CASES: NORTH KOREA AND IRAN 

North Korea and Iran are where China’s local imperatives and great-power interests collide. 

If America’s No. 1 goal is a stripping North Korea of its nuclear weapons, China’s is keeping North Korea stable. Should it collapse, the Chinese suspect, South Korea (and its American allies) will move in, perhaps up to China’s border. As one American intelligence official put it recently, “if the choice is between living with a half-crazed nuclear North or with us on top of them, the Chinese are choosing the first option.” 

That doesn’t mean they are happy about it. James Church, pen name of the author of “The Man With the Baltic Stare,” his latest spy novel about North Korea, learned about the country as an intelligence officer. He said in an interview: “The Chinese may not like the North Koreans much. But there is too much geography, history and emotion tying them together and shaping Chinese thinking” for Beijing to jettison its long-time client, particularly if it means North Korea’s absorption by America’s ally, the South. 

So in 2009, after the North’s second nuclear test, it suited China’s interests to join sanctions against Pyongyang. This year, when the United States again tried sanctions over the North’s presumed role in sinking a South Korean warship, the situation had changed: Kim Jong Il, the North’s dictator, was ill, and China needed to gain influence over his son and presumed heir, Kim Jong Un, to keep the lid on the North. So the Chinese watered down the sanctions effort here, and, foreign diplomats said, held a small victory party with the North Korean delegation. 

Iran is another special case. Twelve percent of China’s oil comes from the country; while it has gone along with sanctions, it has also made sure that energy imports and exports were kept off the United Nations list. There is constant talk of new, long-term energy investments by the Chinese in Iran. But so far, few of those deals have been consummated. And when American officials point out that a confrontation with Iran over its nuclear ambitions would disrupt the flow of oil out of the Persian Gulf, the Chinese say they are certain it won’t come to that. 

It is the ultimate three-dimensional chess board, played Chinese style. 
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Blaming China Won’t Help the Economy

By ANATOLE KALETSKY

Published: September 26, 2010

IT is a safe bet that Asian currency intervention was not on the minds of Republican primary voters in Delaware this month when they selected a Tea Party favorite, Christine O’Donnell, as their Senate candidate. But the pendulum swings in American politics are a key concern of Wen Jiabao and Naoto Kan, the prime ministers of China and Japan, respectively, who both met with President Obama in New York on Thursday, with the loss of American jobs to Asian competition high on the agenda. 

The Asian nations’ interest in American politics stems not just from America’s standing as the sole global superpower, but also from a growing belief among Asian leaders that the era of United States hegemony will soon be over, and that the polarization of its politics symbolizes America’s inability to adapt to the changing nature of global capitalism after the financial crisis. 

What does this sweeping statement have to do with the price of yen? Plenty. On Sept. 15, the yen dropped sharply against the dollar, improving the competitiveness of Japanese exporters. After a brief bounce last week, expect the downward trend to continue. Mr. Kan’s government has decided to follow the lead of China and other Asian nations in “managing” (some critics would say manipulating) its currency; it spent a record $23 billion in a single day on foreign exchanges — the largest such intervention ever — instead of leaving the yen’s value entirely to market forces. 

To understand how this decision will affect the United States, we must start with parochial politics — not in Delaware, but in the larger parish called Asia, which remains terra incognita to most American politicians and voters. 

In Asian politics, what you see is often the opposite of what you get. On Sept 14. Mr. Kan, generally seen as favoring free markets, held on to his job in an intraparty election after a bitter challenge from his rival Ichiro Ozawa, who had loudly demanded a Chinese-style policy of currency intervention to keep the value of the yen low. Given Mr. Kan’s victory, investors assumed that currency intervention was off the agenda and piled into the yen, lifting it to a 15-year high against the dollar. It turns out, however, that Mr. Kan, in winning the election, may have tacitly ceded control of economic policy to Mr. Ozawa, known as the “shadow shogun” for his prowess in backroom dealing. Hence the ensuing sell-off of the yen. 

The decision to break with free-market ideology and spend government money to control the yen’s value against the dollar was mainly driven by Japan’s relationship with China, not America. Japanese companies including Sony and Toyota that had demanded government action devaluing the yen were not concerned primarily with their competitiveness against America rivals. The motivation was a fear of being undercut by exporters in China, Korea, Singapore and Taiwan — all countries that aggressively manage their exchange rates. 

With Chinese economic policy now serving as a model for other Asian countries, Japan was faced with a stark choice: back United States criticisms that China is artificially keeping down the value of its currency, the renminbi, or emulate China’s approach. It is a sign of the times that Japan chose to follow China at the cost of irritating America. 

Japan’s action suggests that, in the aftermath of the recent financial crisis, the dominance of free-market thinking in international economic management is over. Washington must understand this, or find itself constantly outmaneuvered in dealings with the rest of the world. Instead of obsessing over China’s currency manipulation as if it were a unique exception in a world of untrammeled market forces, the United States must adapt to an environment where exchange rates and trade imbalances are managed consciously and have become a legitimate subject for debate in international forums like the Group of 20. 

Market fundamentalists who feel that government interference with free markets is anathema should be reminded that, by today’s dogmatic standards, Ronald Reagan is one of the great manipulators of all time. He presided over two of the biggest currency interventions in history: the Plaza agreement, which devalued the dollar in 1985, and the Louvre accord of 1987, which brought this devaluation to an end. 

The fact is that the rules of global capitalism have changed irrevocably since Lehman Brothers collapsed two years ago — and if the United States refuses to accept this, it will find its global leadership slipping away. The near collapse of the financial system was an “Emperor’s New Clothes” moment of revelation. 

In this climate, the market fundamentalism now represented by the Tea Party, based on instinctive aversion to government and a faith that “the market is always right,” is a global laughingstock. Yet more moderate figures from both parties largely hold the same view: a measure to punish China over its currency passed the House Ways and Means committee on Friday with bipartisan support. 

Outside America, however, a strong conviction now exists that some new version of global capitalism must evolve to replace what the economist John Williamson coined the “Washington consensus.” 

If market forces cannot do something as simple as financing home mortgages, can markets be trusted to restore and maintain full employment, reduce global imbalances or prevent the destruction of the environment and prepare for a future without fossil fuels? This is the question that policymakers outside America, especially in Asia, are now asking. And the answer, as so often in economics, is “yes and no.” 

Yes, because markets are the best mechanism for allocating scarce resources. No, because market investors are often short-sighted, fail to reflect widely held social objectives and sometimes make catastrophic mistakes. There are times, therefore, when governments must deliberately shape market incentives to achieve objectives that are determined by politics and not by the markets themselves, including financial stability, environmental protection, energy independence and poverty relief. 

This doesn’t necessarily mean that governments get bigger. The new model of capitalism evolving in Asia and parts of Europe generally requires government to be smaller, but more effective. Many activities taken for granted in America as prerogatives of government have long since been privatized in foreign nations — even in what so many Americans view as socialistic Europe. 

In France, Germany, Japan and Sweden, water supplies, highways, airports and even postal services are increasingly run by the private sector. For home mortgages to be backed by government guarantees would be unthinkable anywhere in Asia or Europe. Tax systems, too, are in some ways less redistributionist in Europe and Asia than they are in the United States. According to the Organization for Economic Cooperation and Development, the proportion of income tax raised from the richest tenth of the population is 45 percent in America, compared with only 28 percent in France and 27 percent in Sweden. These countries raise money for public services mainly from middle-class voters, through consumption and energy taxes, not by soaking the rich. 

AS a result, these nations’ budgets are more stable and their governments have more ability to support their economies in times of crisis. They are also better positioned to manage their currencies and their trade relations, subsidize long-term investment in nuclear and solar energy, and spend money on infrastructure, job retraining and education. In America, by contrast, the tax system’s dependence on revenues from the richest citizens means that the social safety net and long-term goals like energy independence can be achieved only if the rich keep getting richer. 

Which brings us back to Delaware. What if America decides to ignore the global reinvention of capitalism and opts instead for a nostalgic rerun of the experiment in market fundamentalism? This would not prevent the rest of the world from changing course. 

Rather, it would make it likely that the newly dominant economic model will not be a product of democratic capitalism, based on Western values and American leadership. Instead, it will be an authoritarian state-led capitalism inspired by Asian values. If America opts, for the first time in history, for nostalgia and ideology instead of pragmatism and progress, then the new model of capitalism will probably be made in China, like so much else in the world these days. 

Anatole Kaletsky, the chief economist of a Hong Kong-based investment advisory firm, is the author of “Capitalism 4.0: The Birth of a New Economy in the Aftermath of Crisis.” 
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The Long View of China’s Currency
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An employee counts Chinese and American currency at a branch of the Bank of China in Hefei, the capital of Anhui Province. 

By DAVID LEONHARDT
Published: September 21, 2010

Beijing 

Spend enough time with Chinese officials and economists, and you will hear a story about the Japanese yen in the 1980s. 

Back then, Americans were upset about Japanese imports flowing into the country, just as they are upset about Chinese imports today. So the United States pushed Japan to let the yen appreciate, thereby making Japanese imports more expensive and American exports to Japan cheaper. Tokyo complied, and the yen surged almost 50 percent from 1985 to 1987. 

Yet the imports kept coming. The trade deficit with Japan actually widened to $108 billion in 1987, from $94 billion in 1985. The rising yen wasn’t enough to halt the growth of companies like Sony and Toyota. They had too many advantages, including lower labor costs. 

The moral of the story, in the Chinese telling, is that even a sharp rise in China’s renminbi won’t necessarily do much to help the American economy. “Renminbi appreciation may not have a big impact,” Fan Gang, an economist and former government adviser, said last week at a meeting here with American economists and policy makers, “or an impact at all.” 

And it’s true that a stronger renminbi would not be a quick fix for our economic problems, as appealing a notion as that might be. The yen isn’t the only parallel here. The renminbi itself rose 21 percent against the dollar from 2005 to 2008, and the trade deficit continued to widen. 

But there is also no question that China’s currency remains undervalued, probably by 20 percent or so. The economics are simple enough. The huge demand for Chinese goods should be driving up the price of its currency, but Beijing has been intervening to prevent that. Getting China to stop will be crucial to correcting the global economy’s imbalances. A stronger renminbi will help China’s people — many of whom are hungry for better living standards, to judge by the recent labor strikes — buy more goods and services, and it will also help the rest of world produce more. But change is not going to happen overnight. 

China’s Communist Party has had a very good 20-year run by making incremental changes and then watching the benefits accumulate over time. Realistically, that may be the best we can hope for with the renminbi. 

It also happens to be the ultimate moral of the story about the yen — even if Chinese officials tend to leave that part out. 

A big change in an exchange rate seems at first glance that it should have an immediate impact. Certainly, it has some impact. The 1980s trade deficit with Japan would have grown even more rapidly had the yen not risen. 

But there are two main reasons that a stronger renminbi probably will not lead to a rapid hiring increase in the United States. 
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A Currency Lesson From the '80s

The trade deficit with Japan was a political issue in the 1980s, and Japan
eventually allowed the yen to rise against the dollar. Many American officials
and economists are hoping China will follow a similar path.

The yen began rising against the
dollar in 1985

and, though the trade deficit
did not fall immediately, it has
fallen significantly over time.
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The Chinese renminbi is far
cheaper against the dollar than it and the trade deficit with
was in the 1980s ... China has soared.
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*2010 data for currencies are January to August averages. Before 1994, China had a
two-tier currency system in which foreigners exchanged currency for foreign exchange

certificates; the local currency did not trade.

+2010 data is an estimate based on monthy trade data through June and quarterly G.D.P.
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The first is that China and United States aren’t the only two countries in the world. Many products that we think of as being made in China, like the iPhone, are really just assembled in China. High-end parts often come from richer countries, like Israel or South Korea. Basic parts can be made in poorer countries, like Vietnam. 

The entire value of the product counts toward the trade deficit between the United States and China. A stronger renminbi, however, would affect only the portion of the work done in China. And if the renminbi rose enough, some of this work would simply shift to a country like Vietnam (where per capita income is about $3,000, compared with $6,500 in China). Such a shift wouldn’t help close our overall trade deficit. 

Chinese officials sometimes go so far as to suggest that the value of the renminbi makes little difference. That’s wrong. China’s economy is now large enough that its currency matters. But the issue is more complicated than it first seems. 

The second reason not to view the exchange rate as a cure-all is that economies, like battleships, tend to turn slowly. Companies rarely move production in a matter of weeks. If they are using a Chinese supplier, it is often cheaper to stick with that supplier for a while, even if costs rise, rather than find a new one in another country. 

The car business makes for a good example of what might change and when. The industry may not seem typical of the China story, because it has more to do with American exports than Chinese imports. But exports probably matter more for American jobs anyway, given that low-end toy manufacturing in Guangdong Province isn’t moving to Alabama or Michigan. 

Like other first-time visitors to China, I have been struck by the number of Buicks on the roads here. In one Beijing traffic jam, three different Buick minivans were idling in the lane next to mine. When was the last time you were surrounded by Buicks? 

Unfortunately for American autoworkers, though, none of those Buicks minivans was made in the United States. Buick exports only the high-end Enclave sport utility vehicle to China and makes the rest of its vehicles locally, with a Chinese partner. BMW, similarly, makes the 3- and 5-series here but ships in the costlier 7-series and Z sports cars. 

With a stronger renminbi, you could see how carmakers might draw the dividing line in a different place, especially as the Chinese car market grows. The highest-margin vehicles would no longer be the only ones that could support the higher labor and shipping costs — not to mention China’s 25 percent vehicle tariff. 

Already, American exports to China are a big deal. They are on pace to equal about $83 billion this year, up from $68 billion last year and $21 billion a decade ago, adjusted for inflation. As a point of reference, $10 billion of gross domestic product equals about 80,000 jobs on average. So every extra $10 billion of goods sold to China is like its own little stimulus program. 

Like any other stimulus, this one will require some politics — namely, pressuring China and negotiating with it. Companies will have to make clear, as General Electric, Microsoft and others have begun to, that their growth in China depends on the government taking property rights seriously and being more open to foreigners. As one European executive of a Chinese technology firm told me, “Foreigners can’t do anything alone here.” 

The United States and other countries, meanwhile, will have to look for any possible leverage to reduce tariffs and other barriers and push up the renminbi. China is eager to buy advanced technology, for example, and not all the items on the United States’ forbidden list are truly matters of national security. The Obama administration has started to prune this list. 

Then, of course, there are those bills before Congress ominously threatening to put new tariffs on Chinese imports. The bills have definitely gotten China’s attention. If anything, they are a hotter topic in Beijing than in Washington, filling state-run newspapers and broadcasts. 

The tricky part now is using the credible threat of tariffs to force a faster rise in the renminbi — which is up only 1.6 percent since 2008, mostly in the last two weeks — without setting off a trade war that would cost jobs in both countries. 

With the benefit of hindsight, we can see the real lesson of that story about the yen is that success can take time. The yen has continued to gain strength since the 1980s and, even after its fall in the last week, it is still more than twice as high versus the dollar as in 1985. Not coincidentally, the trade deficit with Japan, as a share of the economy, has shrunk 66 percent. 

This is the path that rising economic powers, from Germany to the United States to Japan, have taken before. They start as exporters and then build up a thriving domestic economy. (Japan, alas, hasn’t been so good at the second part.) It’s the path China needs to take now, for the sake of its citizens and for the world. 

The currency move of the past couple of weeks is a good start — so long as it continues. 

The Tea Kettle Movement

By THOMAS L. FRIEDMAN
Published: September 28, 2010

There are actually two Tea Party movements in America today: one you’ve read about that is not that important and one you’ve not read about that could become really important if the right politician understood how to tap into it. 

The Tea Party that has gotten all the attention, the amorphous, self-generated protest against the growth in government and the deficit, is what I’d actually call the “Tea Kettle movement” — because all it’s doing is letting off steam. 

That is not to say that the energy behind it is not authentic (it clearly is) or that it won’t be electorally impactful (it clearly might be). But affecting elections and affecting America’s future are two different things. Based on all I’ve heard from this movement, it feels to me like it’s all steam and no engine. It has no plan to restore America to greatness. 

The Tea Kettle movement can’t have a positive impact on the country because it has both misdiagnosed America’s main problem and hasn’t even offered a credible solution for the problem it has identified. How can you take a movement seriously that says it wants to cut government spending by billions of dollars but won’t identify the specific defense programs, Social Security, Medicare or other services it’s ready to cut — let alone explain how this will make us more competitive and grow the economy? 

And how can you take seriously a movement that sat largely silent while the Bush administration launched two wars and a new entitlement, Medicare prescription drugs — while cutting taxes — but is now, suddenly, mad as hell about the deficit and won’t take it anymore from President Obama? Say what? Where were you folks for eight years? 

The issues that upset the Tea Kettle movement — debt and bloated government — are actually symptoms of our real problem, not causes. They are symptoms of a country in a state of incremental decline and losing its competitive edge, because our politics has become just another form of sports entertainment, our Congress a forum for legalized bribery and our main lawmaking institutions divided by toxic partisanship to the point of paralysis. 

The important Tea Party movement, which stretches from centrist Republicans to independents right through to centrist Democrats, understands this at a gut level and is looking for a leader with three characteristics. First, a patriot: a leader who is more interested in fighting for his country than his party. Second, a leader who persuades Americans that he or she actually has a plan not just to cut taxes or pump stimulus, but to do something much larger — to make America successful, thriving and respected again. And third, someone with the ability to lead in the face of uncertainty and not simply whine about how tough things are — a leader who believes his job is not to read the polls but to change the polls. 

Democratic Pollster Stan Greenberg told me that when he does focus groups today this is what he hears: “People think the country is in trouble and that countries like China have a strategy for success and we don’t. They will follow someone who convinces them that they have a plan to make America great again. That is what they want to hear. It cuts across Republicans and Democrats.” 

To me, that is a plan that starts by asking: what is America’s core competency and strategic advantage, and how do we nurture it? Answer: It is our ability to attract, develop and unleash creative talent. That means men and women who invent, build and sell more goods and services that make people’s lives more productive, healthy, comfortable, secure and entertained than any other country. 

Leadership today is about how the U.S. government attracts and educates more of that talent and then enacts the laws, regulations and budgets that empower that talent to take its products and services to scale, sell them around the world — and create good jobs here in the process. Without that, we can’t afford the health care or defense we need. 

This is the plan the real Tea Party wants from its president. To implement it would require us to actually raise some taxes — on, say, gasoline — and cut others — like payroll taxes and corporate taxes. It would require us to overhaul our immigration laws so we can better control our borders, let in more knowledge workers and retain those skilled foreigners going to college here. And it would require us to reduce some services — like Social Security — while expanding others, like education and research for a 21st-century economy. 

In other words, it will require a very smart, subtle and focused plan to use our now diminishing resources in the most efficient way possible to get back to our core competency. That is the only long-term solution to our problem — to grow our way out of debt with American workers who are more empowered and educated to compete. 

Any Tea Party that says the simple answer is just shrinking government and slashing taxes might be able to tip the midterm elections in its direction. But it can’t tip America in the right direction. There is a Tea Party for that, but it’s still waiting for a leader. 
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Congress Likely to Urge China to Raise Its Currency

By SEWELL CHAN
Published: September 28, 2010

WASHINGTON — The House is expected to give the Obama administration another tool in its diplomatic pouch to pressure China to let its currency rise in value, reflecting growing concern around the country over the loss of manufacturing jobs, persistently high unemployment and a rising trade deficit. 
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China allowed the renminbi to rise about 20 percent against the
dollar from 2005 to 2008, before the government reimposed a cur-
rency peg. It announced it would allow a more flexible currency in
June and, since then, the renminbi has risen slightly, as the Group
of 20 met, Japan moved to weaken the yen, Treasury Secretary
Timothy F. Geithner told Congress that China had substantially
undervalued its currency and President Obama met with Prime
Minister Wen Jiabao.
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In what is likely to be one of Congress’s last significant measures before the election, the House will vote Wednesday on a symbolic but not insignificant measure threatening China with punitive tariffs on its imports to the United States. 

In the past, Beijing has responded to such tactics by allowing its currency to rise gradually in relation to the dollar. Lately, though, efforts at cajoling the Chinese to revalue their currency have met with little, if any, response. 

But it is unclear whether the legislation, which faces cloudy prospects in the Senate, will succeed this time in prodding a China that has become more self-confident on the world stage. Some economists believe that Beijing has undervalued the currency, the renminbi, for about a decade to promote Chinese exports by making them cheaper. 

“The legislation will strengthen the administration’s hand in its negotiations with China, but also risks provoking a strong backlash,” said Eswar S. Prasad, a professor of trade policy at Cornell and a former head of the International Monetary Fund’s China division. “Ultimately its short-term effect is likely to be more symbolic than substantive.” 

The strategy has borne fruit before. In July 2005, under pressure from a Republican-controlled Congress and the Bush administration, Chinese officials agreed to end the fixed peg of the renminbi to the dollar, allowing it to appreciate by more than 20 percent until July 2008, when they re-established the peg in response to global economic turmoil. 

Now, with Democrats struggling to maintain their Congressional majorities, a Democratic president is pressing China on the issue. But so far the efforts have yielded little. 

Lawrence H. Summers, one of President Obama’s top economic advisers, and Thomas E. Donilon, deputy national security adviser, traveled to Beijing this month for three days of meetings with Chinese leaders but returned empty-handed on the currency issue. 

Last Friday, Mr. Obama personally raised the issue with the Chinese premier, Wen Jiabao, on the sidelines of the United Nations General Assembly meetings in New York. 

Since June, when China announced that it would permit greater exchange-rate flexibility, the renminbi has risen less than 2 percent against the dollar, with much of the increase occurring this month, amid rising Congressional anger and tough new rhetoric from the Treasury secretary, Timothy F. Geithner. 

A weaker renminbi — estimates of the extent of the undervaluation range as high as 40 percent — makes Chinese exports cheaper and foreign imports more expensive. 

But in both countries, there are constituencies for and against currency revaluation. 

In the United States, smaller manufacturers, labor unions and agricultural producers have been pressing the government to take a tough stance, saying that the currency policy has contributed to soaring trade deficits and the continued erosion of domestic industry. 

But large multinational corporations, especially those with production plants in China, and Wall Street banks, are comfortable with a weak renminbi because they export goods from China or are trying to promote investment there. 

In China, consumers would benefit from cheaper imports, and a stronger renminbi would help correct global economic imbalances that some economists say could lead to soaring inflation and asset bubbles. But export-oriented businesses and state-owned companies, which wield tremendous clout within the Communist regime, say the weak currency is vital for economic growth. 

In recent weeks, the Obama administration, which had favored quiet diplomacy, has signaled to Congress that it was open to new measures. 

Though he did not endorse the legislation, Mr. Geithner said at a House hearing this month that “it is very important that China hear from the Congress, from Republicans and from Democrats,” about the effect of China’s policies on American economic interests. 

The Ways and Means Committee passed the bill on a voice vote on Friday. 

Sponsored by Representatives Tim Ryan, Democrat of Ohio, and Tim Murphy, Republican of Pennsylvania, the legislation would expand the Commerce Department’s ability to impose punitive duties on countries that undervalue their currencies to promote exports. 

Experts expressed skepticism about the move; some believe it will merely antagonize the Chinese. 

“Many people don’t think the multilateral steps have worked, that they’ve been tried, the talk has gone on, and nothing has happened,” Ira S. Shapiro, a lawyer at Greenberg Traurig and a top trade negotiator during the Clinton administration, told House members this month. “I think it’s too early to reach that conclusion.” 

Mr. Shapiro urged American officials to make the upcoming Group of 20 summit meeting in Seoul, South Korea, in November the focal point of multinational efforts to persuade China to move. If those talks fail, he said, the United States should pursue remedies at the World Trade Organization, which China joined in 2001. 

Professor Prasad of Cornell warned that if the Congressional proposal went forward, China could retaliate by limiting American imports or denying American manufacturers and financial institutions “the coveted prize of access to rapidly growing Chinese markets.” 

Framing the issue as a dispute between the two countries, he added, “suits the Chinese well as it deflects attention from the global consequences of Chinese currency policy.” 

Many economists believe that China is unlikely to budge without a concerted demonstration of international resolve. But such coordination is difficult when all countries are struggling to bolster their recoveries. 

Two weeks ago, Japan devalued the yen, its first intervention in currency markets since 2004. The finance minister of Brazil, whose currency has soared in value, warned Tuesday that an “international currency war” was under way. 

The International Monetary Fund has affirmed that China undervalues its currency, but lacks enforcement powers to give teeth to its reports. And the process for resolving disputes through the World Trade Organization is lengthy and uncertain. 

All of those factors have made action by the House increasingly likely. 

Op-Ed Contributor
NYT
Cultivating the Chinese Consumer

By STEPHEN S. ROACH

Published: September 28, 2010

ON Wednesday, the House of Representatives is set to pass legislation that would allow trade sanctions to be imposed on China as compensation for its supposedly undervalued currency. This vote comes a week after President Obama, in a private meeting with Prime Minister Wen Jiabao, was reported to have made it very clear that the United States is, indeed, prepared to take forceful actions if China doesn’t budge on this critical issue. Unfortunately, forcing such a currency realignment would be a blunder of historic proportions. 

In a recent meeting with Mr. Wen in New York, I framed the dispute between our two nations in a very different light. The gist of what I told him is this: The economic tensions between the United States and China arise because of two things we have in common. 

First, there is our shared fixation on jobs. In the United States, we continue to struggle with high rates of unemployment and underemployment. In China, policymakers continue to worry about what they term “social stability” — that is, full employment, absorption of surplus rural labor and reduced inequalities consistent with their aspirations for a “harmonious society.” 

Second, for both China and the United States, there are major imbalances in the percentages of gross domestic product devoted to exports, investment, consumption and savings. 

These joint concerns have resulted in serious tensions that must be resolved. There are, however, two very different potential strategies to address these tensions: a major currency realignment, favored by many in the United States, or structural policies aimed at increasing China’s internal private consumption. 

The currency fix won’t work. At best, it is a circuitous solution that would address only one of the many pressures shaping the imbalances between our two nations; at worst, it would lead to a trade war, or risk jeopardizing China’s understandable focus on financial and economic stability. 

Besides, in a highly competitive world, there are no guarantees that currency shifts would be passed through to foreign customers in the form of price adjustments that might narrow trade imbalances. Similar fixes certainly didn’t work for Japan in the late 1980s, and haven’t worked for the United States in recent years. We’ve allowed the dollar to fall 23 percent — in inflation-adjusted terms — from its early 2002 peak, against all of our trading partners; we did this in the hopes that a weaker dollar would stimulate exports and domestic production. Yet America continues to struggle with high unemployment and stagnant wages, and now has trade deficits with 90 countries around the world. 

This latter point underscores the danger in politicizing this debate. Contrary to accepted wisdom, America does not have a bilateral trade problem with China — it has a multilateral trade problem with a broad cross-section of countries. 

And why do we have these deficits? Because Americans don’t save. Adjusted for depreciation, America’s net national saving rate — the sum of savings by individuals, businesses and the government sector — fell below zero in 2008 and hit -2.3 percent of national income in 2009. This is a truly astonishing development. No leading nation in modern history has ever had such a huge shortfall of saving. And to plug that gap, we’re left to borrow and to attract capital from lenders like China, Japan and Germany, which have surplus savings. 

If Washington were to restrict trade with China — either by pushing the Chinese currency sharply higher or by imposing sanctions — it would only backfire. China could very well retaliate against American exporters, and buy goods from elsewhere (a worrisome development in what is now America’s third-largest export market). Or it could start to limit its purchase of Treasury securities. 

The United States would then have to turn to some other nation or nations, at a higher cost, to finance our budget deficits and make up for our subpar domestic savings. The result would be an even weaker dollar and increased long-term interest rates. Worse still, as trade was redirected away from China, already hard-pressed American families would be forced to buy products that are noticeably more expensive than Chinese-made imports. 

But Washington remains unwilling to address our unprecedented saving gap, and instead tries to duck responsibility by blaming China. Scapegoating may be good politics, but proposing a bilateral fix for a multilateral problem is just bad economics. 
China should stay the course with its measured currency reforms, allowing the renminbi to continue to appreciate gradually and steadily over time. Contrary to the inflammatory rhetoric of China’s critics, this is not “manipulation.” It is a reasonable strategy to anchor the renminbi to the world’s reserve currency, the dollar, in an effort to maintain financial stability in an all-too-unstable world. 

Nonetheless, China must address its role in fostering global imbalances. For China’s people and its trading partners, consumption has long been the missing link in an otherwise vibrant economy. China’s gross domestic saving rate is 54 percent of national income, the highest in the world for a major economy. But its consumption share of G.D.P. is only about 36 percent, the lowest for a major economy and about half the 70 percent ratio in the United States. 

I would therefore urge China to opt for aggressive and immediate pro-consumption structural policies. Stimulating domestic consumer demand would be a far more direct — and potentially a far less destabilizing — way of reducing saving and trade imbalances than a currency realignment would be. 

These policies should include an expanded social safety net, with a public retirement program, private pensions and medical and unemployment insurance. China should also provide major support for rural incomes through tax policy and land ownership reform, as well as enhanced initiatives to encourage rural-urban migration. And it should encourage the creation of service-oriented jobs in industries like retail and wholesale trade, domestic transportation, leisure and hospitality. 

During our recent meeting, Mr. Wen openly agreed with these three pro-consumption initiatives. My hope is that such measures will be featured prominently in China’s 12th five-year plan, for 2011-2016, because they could provide an important impetus to Chinese employment, personal income and consumer purchasing power. 

That would be a win-win for China and the broader global economy. After all, the import share of China’s G.D.P. is quite high — 28.5 percent in 2008, a figure that suggests the Chinese are predisposed to buy foreign goods. Any increase in Chinese consumption would therefore offer a potentially powerful opportunity for American-made goods and services. 

China bashers are blind to these critical points. No nation has ever devalued its way to prosperity. A weaker dollar, or the mirror image of a stronger renminbi, would be no exception to that time-honored premise. America’s own economic miracle has long been defined by our ability to meet competitive challenges head on. And a China that starts to consume more would offer us precisely the opportunity we need to rise to that challenge again. 

The Chinese leadership must now make the urgent choice about how to best deal with political and economic pressures coming from the United States and others. Congress has opted for the low road of misdirected currency bashing. China should take the high road by providing immediate and long-overdue stimulus to private consumption. 

Stephen S. Roach, a senior fellow at the Jackson Institute for Global Affairs at Yale, is the non-executive chairman of Morgan Stanley Asia.
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More Countries Adopt China’s Tactics on Currency

By DAVID E. SANGER and MICHAEL WINES
Published: October 3, 2010

WASHINGTON — As the Obama administration escalates its battle with Chinese leaders over the artificially low value of China’s currency, a growing number of countries are retreating from some free-market rules that have guided international trade in recent decades and have started playing by Chinese rules. 

Japan and Brazil have taken measures recently to devalue their currencies, or at least prevent them from appreciating further against the Chinese currency, the renminbi. The House of Representatives last week overwhelmingly passed the first legislation to allow the United States to slap huge tariffs on Chinese goods unless China allows the renminbi to appreciate, another mechanism for making Chinese goods more expensive here and American exports more competitive in China. 

In Europe, policy makers have begun to fret that, despite the debt crisis that sent investors fleeing just a few months ago, the euro has now risen sharply again against the dollar, potentially weakening exports by making European goods more expensive. Those exports have been one of Europe’s few sources of growth, and President Nicolas Sarkozy of France, who will take over leadership of the Group of 20 biggest economies, said over the weekend that he was pushing for a new system of coordinating global currencies as wealthy nations did in the 1970s, before a free market orthodoxy took hold. 

It is unclear if the result will be a “currency war,” as Brazil’s finance minister recently warned, or if these are just warning shots, fired to force Beijing’s leadership to make good on years of promises that it would allow the value of its currency to appreciate. 

But that question is so in the air that Treasury Secretary Timothy F. Geithner felt compelled last week to try to dampen the fear. “We’re not going to have a trade war,” he said at a forum sponsored by The Atlantic. “We’re not going to have currency wars.” He acknowledged that the only way to break the cycle was for a country “to decide it is in its own interest to allow its currency to appreciate in response to market forces,” and he said he believed that a “substantial fraction of the Chinese leadership” now understands the need to allow the currency to rise in value. 

But it is unclear how far the Chinese are willing to go, since a more expensive currency means more expensive exports and a possible loss of jobs. “It’s a tradeoff for the Chinese leadership,” said one senior United States official who has talked at length to China’s top officials. “They are under pressure from governors and mayors who fear unemployment in China’s manufacturing territory, exactly what we are struggling with.” 

But the fact remains that the rest of the world is beginning to mimic the technique China has perfected: manipulating currencies for national advantage, while resisting political pressure from trading partners. 

Some economists argue that the standoff over China’s currency could herald a new era of protectionism reminiscent of the 1920s and ’30s, which they say they fear could undermine trade and make a weak recovery even weaker. But others argue that it was the free-market consensus of the 1980s and ’90s that weakened American competitiveness and was exploited by rising powers like China, calling for a more assertive policy to protect jobs, increase exports and keep industry at home. 

“Everyone’s playing beggar-thy-neighbor games, willingly or unwillingly,” Michael Pettis, a Peking University professor and economist at the Carnegie Endowment for International Peace, said in an interview. “This is very similar to what happened in the ’30s, when the collapse in Europe’s ability to finance itself also meant a collapse in its trade deficit, and the world rushed around trying to find a new equilibrium in which every country tried to grab a larger share of the dwindling global demand.” 

Of course, many countries have manipulated their currencies before — the United States reached a political accord with Japan in the Reagan administration to do exactly that, in an effort to reduce a yawning trade deficit. And for decades, despite global rules prohibiting the practice, countries have sought to help their industries by providing subsidies to companies, as Europe did for years with Airbus, its competitor to Boeing. 

But many around the world fear getting trampled as the United States and the Chinese battle each other. Japan intervened in the currency markets recently for the first time in six years, after accusing China of driving the yen up to a 15-year high, in part by buying Japanese debt. But it was a short-term move, many Japanese experts fear. “Japan is in a sense losing out in this competitive devaluation war” through inaction, said Kazuo Ueda, a professor of finance at the University of Tokyo, and a former member of the policy board of Japan’s central bank. 

Brazil took similar action and vowed last week to take whatever action it needs to prevent its currency from appreciating. Its finance minister, Guido Mantega, said in an interview that the actions by developed countries, including the United States, to keep interest rates at record lows, one way of devaluing a currency, was a “strategy from the past” that was threatening the economy of Brazil and other “dynamic” emerging markets. 

“This is a kind of desperate action taken by countries to try to activate their economies,” Mr. Mantega said. “Since they have not been able to activate their own internal markets, the way out becomes exports. So developed countries work on devaluing their currency in order to become competitive in the few dynamic markets in the world.” Most Western governments, and many economists, place the blame for currency frictions on China, which has refused to let the renminbi trade at anywhere near its real value. Moreover, China has subsidized its exports with artificially low interest rates that shift money from consumers’ bank deposits into cheap loans to businesses. 

These tactics are nothing new, especially among the emerging economies of Asia. But experts say the sheer size of the Chinese economy means that its currency policies have global effects. 

Not surprisingly, the Chinese see the problem differently. The Chinese press is filled with articles arguing that Americans do not appreciate China’s efforts on their behalf. While other nations’ currencies devalued against the dollar in the 2008 financial crisis, some economists note, the renminbi did not. And while Chinese exports may be artificially cheap, the effect has been to give American shoppers bargains at the expense of Chinese consumers. 

“Nobody thinks about that,” Shen Minggao, the chief China economist for Citibank, said in a telephone interview from Hong Kong. “Should China think about the welfare of Chinese consumers, not U.S. consumers?” 

China could solve much of the problem by shifting to an economy driven by domestic consumption instead of profits from exports. And in principle, Chinese experts agree. 

But China’s progress toward that goal has been glacial. Since June, when the government said it would move the renminbi closer to its real value, the currency has gained about 1 percent. Most experts say the real value is 15 percent to 20 percent higher. 

A variety of economic and political factors limit China’s flexibility, said Li Daokui, who directs Tsinghua University’s Center for China in the World Economy. Dr. Li sits on the government’s Monetary Policy Committee, which advises China’s central bank, and stressed he was not speaking for the government. If China lets its renminbi gain value too quickly, he said, that could make exports too expensive and collapse an entire sector of the economy. That would spike unemployment and risk social unrest, which Chinese leaders are committed to avoiding. 

Dr. Li said that a “mild appreciation” of the renminbi was needed, but that ordinary Chinese need to be prepared for even that small step. Otherwise, he said, “it’s counterproductive, because many people believe there’s a conspiracy to keep the Chinese economy from growing.” 
David E. Sanger reported from Washington, and Michael Wines from Beijing. Alexei Barrionuevo contributed reporting from São Paulo, Brazil, Steven Erlanger from Paris, and Martin Fackler from Tokyo.

Memo From Beijing

Chinese Civilian Boats Roil Disputed Waters

By EDWARD WONG
Published: October 5, 2010

BEIJING — The diplomatic discord set off by Japan’s recent detention of a Chinese fishing trawler captain points to what foreign military officials say is a growing source of friction along China’s borders: civilian vessels plying disputed waters — and sometimes acting as proxies for the Chinese Navy. 




Chinese fishing boats were berthed last month in the coastal town of Jinjiang, in southeastern Fujian Province. 




A Japanese Coast Guard vessel and a Chinese fisheries patrol ship, near islands that both countries claim. 
The number of Chinese civilian boats operating in disputed territory and that of the run-ins they have with foreign vessels, including warships, are on the rise, American and Asian officials say. 

The boats often have no obvious military connections, and none have been discovered for the trawler the Japanese detained. But foreign officials and analysts say there is evidence showing that they sometimes coordinate their activities with the Chinese Navy. China’s navy is seeking to expand a maritime militia of fishing vessels and to enhance its control over civilian agencies that regulate activities in coastal waters. 

The result is an increasingly volatile situation in waters around China, especially in the contested East and South China Seas. Foreign military officials are now wary of a wide range of Chinese maritime vessels. American officials and a Pentagon report from 2009 warn of potential hostilities with Chinese civilian vessels, based in part on two separate incidents last year in which American warships had tense encounters with Chinese boats. 

The Chinese Navy is determined to create a long-range global presence by modernizing its fleet. But the use of civilian boats is part of a different goal — to better defend and more firmly assert sovereignty over China’s coast, its territorial waters and the exclusive economic zones that extend 200 nautical miles off the coast. Using civilians is a crucial part of the doctrine that Chinese military officials call “people’s war.” 

Dennis J. Blasko, a former military attaché at the United States Embassy in Beijing, said the Chinese military articulated this in 2006 in a white paper on national defense. “The Navy is enhancing research into the theory of naval operations and exploring the strategy and tactics of maritime people’s war under modern conditions,” the paper said. 

In some cases, employing civilian forces “may be less provocative and with less potential for escalation than employing active duty PLA forces,” Mr. Blasko said in an e-mail. 

The Chinese Navy uses civilian vessels in several ways. One is to command militias made of fishing vessels. Another is to coordinate operations with five maritime law enforcement groups that have some of the same functions as the United States Coast Guard, most notably the Fisheries Law Enforcement Command, which is charged by the Agriculture Ministry with enforcing fishing bans and operates regularly in disputed waters. Some fisheries officials now go out on boats wearing uniforms and carrying firearms, said Bernard D. Cole, a former officer in the United States Navy and a professor at the National War College. 

The Chinese Navy could not be reached for comment. An official at the fisheries bureau headquarters in Beijing said that fisheries vessels “serve the purpose of administrative law enforcement” and that they did not work with the Chinese military. 

As for relying on fishermen, military exercises off the coast of Fujian Province and comments by Chinese officials show that the Chinese Navy has been trying to “more effectively organize China’s maritime militia, based on various fishing fleets,” Mr. Cole said. “The maritime militia in 2010 is quite active.” 

A Pentagon report last year noted that in May 2008, two Chinese warships were supplied with ammunition and fuel at a designated spot off Zhejiang Province by fishing vessels that belonged to the naval militia. 

The latest China-Japan dispute has cast scrutiny on Chinese fishing vessels. On Sept. 8, Japanese authorities detained Zhan Qixiong, a fishing trawler captain, and 14 crew members after the Japanese said that the trawler had rammed two Japanese Coast Guard vessels. The Chinese and Japanese boats encountered each other around the islands known as the Diaoyu to the Chinese and Senkaku to the Japanese in the East China Sea, an area rich in fish and deposits of natural gas and oil. Both nations claim the islands as their territory, but Japan administers the area. Japanese patrol boats usually chase away Chinese vessels. 

Mr. Zhan was released on Sept. 24, but Japanese newspapers have continued to speculate on Mr. Zhan’s background. Some call him a Chinese naval officer. 

Mr. Zhan has declined to talk to journalists. He and his employer, Wu Tianzhu, who owns 10 fishing vessels in Mr. Zhan’s home county in Fujian Province, do not work with the Chinese military, said Mr. Wu’s wife, who gave her name only as Ms. Chen because of the delicacy of discussing security matters. Mr. Zhan has been a fisherman all his life, she said. 

The day Mr. Zhan returned to China, he said he planned to go back to the Diaoyu Islands. About three years ago, an official document circulated in Shenhu County, where Mr. Zhan lives, telling fishermen not to go to the disputed waters, said an employee at a local fishing information center who identified himself only as Mr. Chen. But there has been no such warning in recent years, he added. 

“Gradually, more and more boats went to fish there, especially when the harvest was not good enough in other areas,” he said. “More boats went there last year and this year.” 

Civilian boat traffic rose as China began making bolder claims to the East and South China Seas. 

It is not just China that allows or encourages its fishermen to enter disputed territorial waters. In April 2007, four Vietnamese fishing boats were detained by China in the disputed Spratly archipelago of the South China Sea. In July 2007, a Vietnamese fishing boat sank after being rammed by a Chinese vessel. One Vietnamese fisherman died. 

Last year, two American warships were involved in prominent incidents in which the Chinese Navy appeared to be working closely with civilian law enforcement vessels and fishing trawlers, Pentagon officials said. 

On March 4, the Victorious, an American ship, was illuminated with a spotlight by a fisheries patrol vessel in the Yellow Sea. The next day, 12 maritime surveillance aircraft did flybys of the Victorious. Four days later, the Impeccable, an American ship surveying off the south coast of China, was “harassed” by five Chinese vessels — four of them civilian ships, the Pentagon said. 

In these encounters, Mr. Blasko said, “Beijing demonstrated its will to employ military and civilian capabilities to protect what it considers its sovereignty.” 

With tensions on the rise, the fisheries bureau has been eager to publicly cast itself as a protector of China’s sovereign interests. In late September, as the China-Japan feud was unfolding, it invited a Chinese reporter from Global Times, a populist newspaper, aboard one of its vessels. The ship was going on a regular run to the Diaoyu Islands. The reporter, Cheng Gang, wrote of a run-in between the Chinese civilian ship and three Japanese Coast Guard ships. 

The Japanese ships asked the fisheries boat to turn around. The Chinese vessel replied via transmitter: “We are a Chinese fisheries administration boat. The Diaoyu Islands are China’s indigenous territory, and we are carrying out official duties in Chinese territorial waters. We ask you to leave immediately!” 
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U.S. Concerned About Attitude of China’s Military
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Chinese-Australians welcomed a Chinese naval training ship as it docked in Sydney. 

By MICHAEL WINES
Published: October 11, 2010

BEIJING — Defense Secretary Robert M. Gates met his Chinese counterpart, Liang Guanglie, in Vietnam on Monday for the first time since the two militaries suspended talks with each other last winter, calling for the two countries to prevent “mistrust, miscalculations and mistakes.” 




Defense Secretary Robert Gates met with his Chinese counterpart, Liang Guanglie, in Hanoi. 

His message seems directed mainly at officers like Lt. Cmdr. Tony Cao of the Chinese Navy. 

Days before Mr. Gates arrived in Asia, Commander Cao was aboard a frigate in the Yellow Sea, conducting China’s first war games with the Australian Navy, exercises to which, he noted pointedly, the Americans were not invited. 

Nor are they likely to be, he told Australian journalists in slightly bent English, until “the United States stops selling the weapons to Taiwan and stopping spying us with the air or the surface.” 

The Pentagon is worried that its increasingly tense relationship with the Chinese military owes itself in part to the rising leaders of Commander Cao’s generation, who, much more than the country’s military elders, view the United States as the enemy. Older Chinese officers remember a time, before the Tiananmen Square protests in 1989 set relations back, when American and Chinese forces made common cause against the Soviet Union. 

Theyounger officers have known only an anti-American ideology, which casts the United States as bent on thwarting China’s rise. 

“All militaries need a straw man, a perceived enemy, for solidarity,” said Huang Jing, a scholar of China’s military and leadership at the National University of Singapore. “And as a young officer or soldier, you always take the strongest of straw men to maximize the effect. Chinese military men, from the soldiers and platoon captains all the way up to the army commanders, were always taught that America would be their enemy.” 

The stakes have increased as China’s armed forces, once a fairly ragtag group, have become more capable and have taken on bigger tasks. The navy, the centerpiece of China’s military expansion, has added dozens of surface ships and submarines, and is widely reported to be building its first aircraft carrier. Last month’s Yellow Sea maneuvers with the Australian Navy are but the most recent in a series of Chinese military excursions to places as diverse as New Zealand, Britain and Spain. 

China is also reported to be building an antiship ballistic missile base in southern China’s Guangdong Province, with missiles capable of reaching the Philippines and Vietnam. The base is regarded as an effort to enforce China’s territorial claims to vast areas of the South China Sea claimed by other nations, and to confront American aircraft carriers that now patrol the area unmolested. 

Even improved Chinese forces do not have capacity or, analysts say, the intention, to fight a more able United States military. But their increasing range and ability, and the certainty that they will only become stronger, have prompted China to assert itself regionally and challenge American dominance in the Pacific. 

That makes it crucial to help lower-level Chinese officers become more familiar with the Americans, experts say, before a chance encounter blossoms into a crisis. 

“The P.L.A. combines an odd combination of deep admiration for the U.S. armed forces as a military, but equally harbors a deep suspicion of U.S. military deployments and intentions towards China,” David Shambaugh, a leading expert on the Chinese military at George Washington University, said in an e-mail exchange, referring to the People’s Liberation Army. 

“Unfortunately, the two militaries are locked in a classic security dilemma, whereby each side’s supposedly defensive measures are taken as aggressive action by the other, triggering similar countermeasures in an inexorable cycle,” he wrote. “This is very dangerous, and unnecessary.” 

From the Chinese military’s view, this year has offered ample evidence of American ill will. 

The Chinese effectively suspended official military relations early this year after President Obama met with the Dalai Lama, the Tibetan religious leader, and approved a $6.7 billion arms sale to Taiwan, which China regards as its territory. 

Since then, the Chinese military has bristled as the State Department has offered to mediate disputes between China and its neighbors over ownership of Pacific islands and valuable seabed mineral rights. And when the American Navy conducted war games with South Korea last month in the Yellow Sea, less than 400 miles from Beijing, younger Chinese officers detected an encroaching threat. 

The United States “is engaging in an increasingly tight encirclement of China and constantly challenging China’s core interests,” Rear Adm. Yang Yi, former head of strategic studies at the Chinese Army’s National Defense University, wrote in August in the People’s Liberation Army Daily, the military newspaper. “Washington will inevitably pay a costly price for its muddled decision.” 

In truth, little in the American actions is new. Mr. Obama’s predecessors also hosted the Dalai Lama. American arms sales to Taiwan were mandated by Congress in 1979, and have occurred regularly since then. American warships regularly ply the waters off China’s coast and practice with South Korean ships. 

But Chinese military leaders seem less inclined to tolerate such old practices now that they have the resources and the confidence to say no. 

“Why do you sell arms to Taiwan? We don’t sell arms to Hawaii,” said Col. Liu Mingfu, a China National Defense University professor and author of “The China Dream,” a nationalistic call to succeed the United States as the world’s leading power. 

That official military relations are resuming despite the sharp language from Chinese Army officials is most likely a function of international diplomacy. President Hu Jintao is scheduled to visit Washington soon, and American experts had predicted that China would resume military ties as part of an effort to smooth over rough spots before the state visit. 

Some experts see increased contact as critical. A leading Chinese expert on international security, Zhu Feng of Peking University, says that the Chinese military’s hostility toward the United States is not new, just more open. And that, he says, is not only the result of China’s new assertiveness, but its military’s inexperience on the world stage. 

“Chinese officers’ international exposure remains very limited,” Mr. Zhu said. “Over time, things will improve very, very significantly. Unfortunately, right now they are less skillful.” 

Greater international exposure is precisely what American officials would like to see. Americans hope renewed cooperation will lead to more exchanges of young officers and joint exercises. 

“It’s time for both militaries to reconsider their tactics and strategy to boost their friendship,” Mr. Zhu said. “The P.L.A. is increasing its exposure internationally. So what sort of new rule of law can we figure out to fit the P.L.A. to such new exposure? It’s a challenge not just for China, but also for the U.S.” 
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In the Future, Already Behind
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Glass rods are the spine of Solyndra’s tubular solar modules. 

By TODD WOODY

Published: October 12, 2010

FREMONT, Calif. — A few years ago, Silicon Valley start-ups like Solyndra, Nanosolar and MiaSolé dreamed of transforming the economics of solar power by reinventing the technology used to make solar panels and deeply cutting the cost of production. 

Founded by veterans of the Valley’s chip and hard-drive industries, these companies attracted billions of dollars in venture capital investment on the hope that their advanced “thin film” technology would make them the Intels and Apples of the global solar industry. 

But as the companies finally begin mass production — Solyndra just flipped the switch on a $733 million factory here last month — they are finding that the economics of the industry have already been transformed, by the Chinese. Chinese manufacturers, heavily subsidized by their own government and relying on vast economies of scale, have helped send the price of conventional solar panels plunging and grabbed market share far more quickly than anyone anticipated. 

As a result, the California companies, once so confident that they could outmaneuver the competition, are scrambling to retool their strategies and find niches in which they can thrive. 

“The solar market has changed so much it’s almost enough to make you want to cry,” said Joseph Laia, chief executive of MiaSolé. “We have spent a lot more time and energy focusing on costs a year or two before we thought we had to.” 

The challenges come despite extensive public and private support for the Silicon Valley companies. Solyndra, one of the biggest firms, has raised more than $1 billion from investors. The federal government provided a $535 million loan guarantee for the company’s new robot-run, 300,000-square-foot solar panel factory, known as Fab 2. 

“The true engine of economic growth will always be companies like Solyndra,” President Obama said in May during an appearance at the then-unfinished factory. But during the year that Solyndra’s plant was under construction, competition from the Chinese helped drive the price of solar modules down 40 percent. Solyndra rushed to start cranking out panels on Sept. 13, two months ahead of schedule, and it has increased marketing efforts to make the case to customers that Solyndra’s more expensive panels are cost-effective when installation charges are factored in. 

“It definitely puts more pressure on us to bring our costs down as quickly as possible by ramping up volume,” said Ben Bierman, Solyndra’s executive vice president for operations and engineering. 

Silicon Valley companies like Solyndra, Nanosolar and MiaSolé continue to receive hundreds of millions of dollars in customer orders and some plan to expand local manufacturing. But the rapid rise of low-cost Chinese manufacturers has made investors — who once envisioned the region’s future as Solar Valley — skittish about backing new capital-intensive start-ups. 

“I don’t see another Solyndra being done,” said Anup Jacob, whose private equity firm, Virgin Green Fund, has invested significantly in Solyndra. 

In the third quarter of 2010, venture capital investment in solar companies plummeted to $144 million from $451 million in the year-ago quarter, according to the Cleantech Group, a San Francisco research firm. 

The paucity of capital and the sheer size of Chinese solar panel makers have proved particularly problematic for companies like Solyndra and MiaSolé, which make photovoltaic cells using a material called copper indium gallium selenide, or CIGS. 

Unlike conventional solar cells, made from silicon wafers, CIGS cells can be deposited on glass or flexible materials, much as ink is printed on rolls of newspaper. Though the technology is less efficient at converting sunlight into electricity, the promise of “thin film” solar cells was that they could be made cheaply. But producing CIGS cells on a mass scale has turned out to be a formidable technological challenge, requiring the invention of specialized manufacturing equipment. 

While Silicon Valley companies were working on the problem, silicon prices fell and Chinese companies like JA Solar, Suntech and Yingli Green Energy rapidly expanded production of conventional solar panels, supported by tens of billions of dollars in inexpensive credit from the Chinese government as well as other subsidies like cheap land. 

Arno Harris, chief executive of Recurrent Energy, a San Francisco solar developer acquired by Sharp last month, said he chose to sign a supply deal with Yingli because the Chinese company offered low prices, quality products and financing. 

“We realized that would enable us to bid competitive power prices from projects that could also be efficiently financed,” Mr. Harris said in an e-mail. 

Chinese solar panel makers now supply about 40 percent of the California market, the largest in the United States, and the bulk of the European market, according to Bloomberg New Energy Finance, a research and consulting firm. 

“We grow every year with double revenue and almost double capacity,” said Fang Peng, the chief executive of JA Solar, in a telephone interview from the company’s Shanghai headquarters. “At end of the year, we will have 1.8 gigawatts of capacity and will have grown from 4,000 employees at the beginning of this year to more than 11,000.” 

By comparison, Solyndra expects to have a total production capacity of 300 megawatts by the end of 2011. 

The competition from the Chinese prompted some Silicon Valley companies, like AQT Solar, to pursue new strategies to survive. 

AQT has modified off-the-shelf machines used to make computer hard drives to create CIGS cells using a proprietary process. The Sunnyvale company, which has raised $15 million from investors, further cut its capital costs by manufacturing only solar cells, which it sells to other companies to package into solar panels. 

Rather than build a factory from the ground up, the company recycled a 1970s-era rental building. “We moved in here in eight weeks, put our first 20-megawatt line up and did it for under a million dollars. That’s on Chinese time,” said Michael Bartholomeusz, AQT’s chief executive. 

A mile away, another start-up, Innovalight, has abandoned solar module manufacturing altogether. The company had developed what it calls a silicon ink, which increases a solar cell’s efficiency when it is printed on a standard silicon wafer. 

After installing a 10-megawatt production line, in late 2008, Innovalight executives decided that, rather than compete with the Chinese, they would license the patented ink technology to them and avoid having to raise hundreds of millions of dollars to build factories of their own. 

“How do you fight against enormous subsidies, low-interest loans, cheap labor and scale and a government strategy to make you No. 1 in solar?” said Conrad Burke, Innovalight’s chief. “Innovation will be the heart of the U.S. strategy, and although it might not create the same scale, we’re exporting well-protected technology to China and creating well-paying jobs here.” 

As part of its corporate sustainability policy, Wal-Mart Stores last month acted to bolster American CIGS companies by signing a deal with a Silicon Valley solar installer, SolarCity, to put 15 megawatts of photovoltaic panels on its big-box stores and requiring that a significant percentage of them come from thin-film companies like MiaSolé. 

Even so, SolarCity’s chief executive, Lyndon Rive, acknowledged that his company would also be installing a large number of conventional solar panels for the retail giant — nearly all of them made in China. 
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Build ’Em and They’ll Come

By THOMAS L. FRIEDMAN
Published: October 12, 2010

Kishore Mahbubani, the dean of the Lee Kuan Yew School of Public Policy at the National University of Singapore, is over for tea and I am telling him about what I consider to be the most exciting, moon-shot-quality, high-aspiration initiative proposed by President Obama that no one has heard of. It’s a plan to set up eight innovation hubs to solve the eight biggest energy problems in the world. But I explain that the program has not been fully funded yet because Congress, concerned about every dime we spend these days, is reluctant to appropriate the full $25 million for each center, let alone for all eight at once, so only three are moving ahead. But Kishore interrupts me midsentence. 

 “You mean billion,” he asks? “No,” I say. “We’re talking about $25 million.” “Billion,” he repeats. “No. Million,” I insist. 

The Singaporean is aghast. He simply can’t believe that at a time when his little city-state has invested more than a billion dollars to make Singapore a biomedical science hub and attract the world’s best talent, America is debating about spending mere millions on game-changing energy research. 

Welcome to Tea Party America. Think small and carry a big ego. 

This may seem like a little issue, but it is not. Nations thrive or languish usually not because of one big bad decision, but because of thousands of small bad ones — decisions where priorities get lost and resources misallocated so that the nation’s full potential can’t be nurtured and it ends up being less than the sum of its parts. That is my worry for America. 

But none of this is inevitable. So let’s start with the good news: a shout-out for Obama’s energy, science and technology team for thinking big. Soon after taking office, they proposed what Energy Secretary Steven Chu calls “a series of mini-Manhattan projects.” In the fiscal year 2010 budget, the Department of Energy requested financing for “Energy Innovation Hubs” in eight areas: smart grid, solar electricity, carbon capture and storage, extreme materials, batteries and energy storage, energy efficient buildings, nuclear energy, and fuels from sunlight. 

In each area, universities, national labs and private industry were invited to put together teams of their best scientists and research ideas to win $25 million a year for five years, to, as Chu put it, “accelerate the normal progress of science and technology for energy research” and thereby “discover and commercialize the energy breakthroughs we need” and thereby spawn new jobs and industries. 

So far Congress has appropriated partial funding — “up to $22 million” but probably less — for three of these hubs for one year. So Penn State and two national labs will develop energy efficient building designs. Oak Ridge National Laboratory will lead a team to model new nuclear reactors, and the California Institute of Technology and the Lawrence Berkeley National Laboratory will work on revolutionary ways to generate fuels from sunlight. Chu is now trying to persuade Congress to finance those three again for 2011, as well as at least one more: batteries. 

In my view, Congress should be funding all eight right now for five years — $1 billion — so that we not only get graduate students, knowing the research money is there, flocking to these new energy fields but we get the benefit of all these scientists collaborating and cross-fertilizing. 

Chu, who holds a Nobel Prize in physics, says he understands and respects that Congress has to make tough budgeting choices today, so I cannot get him to utter one word of criticism about our lawmakers’ spending priorities. But he waxes eloquent about what it would mean for American innovation if we could actually fully pay for this focused moon shot on energy. 

The idea behind the hubs, explained Chu, is to “capture the same spirit” that produced radar and the first nuclear bomb. That is, “get Nobel Prize winners in physics working side by side with engineers” — not to produce an academic paper but “to solve a problem in a way that will actually be deployed” and do it much faster than the traditional academic model of everyone working in their own silo. 

“We don’t want incremental improvements,” said Chu. “We want real leaps — game-changing” breakthroughs — like a 75 percent reduction in energy used in a commercial building through affordable design and software improvements. “America has shown we can do this,” concluded Chu. “The scientists and engineers see the problem; they see the opportunity; they see what is at stake, and they want to help.” That is why we should fully fund all eight now. 

All of this reminds me of my favorite business quote from a consultant who had worked for the German technology giant, Siemens. He said: “If Siemens only knew what Siemens knows, it would be a rich company.” Ditto America. We still have all the right stuff. The president’s instinct to push out the boundaries of energy science is spot on, but Congress has to think big, too, and help unlock and scale everything that America knows. Please, please: Stop lavishing money on repaving old roads and pinching pennies when it comes to pioneering new frontiers. 
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The Great Deflation

Japan Goes From Dynamic to Disheartened
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DISPIRITED Akiko Oka has worked part time in an Osaka clothing shop since her store closed in 2002. She said she lamented Japan’s loss of vigor. 

By MARTIN FACKLER
Published: October 16, 2010

OSAKA, Japan — Like many members of Japan’s middle class, Masato Y. enjoyed a level of affluence two decades ago that was the envy of the world. Masato, a small-business owner, bought a $500,000 condominium, vacationed in Hawaii and drove a late-model Mercedes. 




Weddings in Osaka, Japan, now tend to be small, low-budget affairs, not the lavish celebrations once favored by couples. 

But his living standards slowly crumbled along with Japan’s overall economy. First, he was forced to reduce trips abroad and then eliminate them. Then he traded the Mercedes for a cheaper domestic model. Last year, he sold his condo — for a third of what he paid for it, and for less than what he still owed on the mortgage he took out 17 years ago. 

“Japan used to be so flashy and upbeat, but now everyone must live in a dark and subdued way,” said Masato, 49, who asked that his full name not be used because he still cannot repay the $110,000 that he owes on the mortgage. 

Few nations in recent history have seen such a striking reversal of economic fortune as Japan. The original Asian success story, Japan rode one of the great speculative stock and property bubbles of all time in the 1980s to become the first Asian country to challenge the long dominance of the West. 

But the bubbles popped in the late 1980s and early 1990s, and Japan fell into a slow but relentless decline that neither enormous budget deficits nor a flood of easy money has reversed. For nearly a generation now, the nation has been trapped in low growth and a corrosive downward spiral of prices, known as deflation, in the process shriveling from an economic Godzilla to little more than an afterthought in the global economy. 

Now, as the United States and other Western nations struggle to recover from a debt and property bubble of their own, a growing number of economists are pointing to Japan as a dark vision of the future. Even as the Federal Reserve chairman, Ben S. Bernanke, prepares a fresh round of unconventional measures to stimulate the economy, there are growing fears that the United States and many European economies could face a prolonged period of slow growth or even, in the worst case, deflation, something not seen on a sustained basis outside Japan since the Great Depression. 

Many economists remain confident that the United States will avoid the stagnation of Japan, largely because of the greater responsiveness of the American political system and Americans’ greater tolerance for capitalism’s creative destruction. Japanese leaders at first denied the severity of their nation’s problems and then spent heavily on job-creating public works projects that only postponed painful but necessary structural changes, economists say. 

“We’re not Japan,” said Robert E. Hall, a professor of economics at Stanford. “In America, the bet is still that we will somehow find ways to get people spending and investing again.” 

Still, as political pressure builds to reduce federal spending and budget deficits, other economists are now warning of “Japanification” — of falling into the same deflationary trap of collapsed demand that occurs when consumers refuse to consume, corporations hold back on investments and banks sit on cash. It becomes a vicious, self-reinforcing cycle: as prices fall further and jobs disappear, consumers tighten their purse strings even more and companies cut back on spending and delay expansion plans. 

“The U.S., the U.K., Spain, Ireland, they all are going through what Japan went through a decade or so ago,” said Richard Koo, chief economist at Nomura Securities who recently wrote a book about Japan’s lessons for the world. “Millions of individuals and companies see their balance sheets going underwater, so they are using their cash to pay down debt instead of borrowing and spending.” 

Just as inflation scarred a generation of Americans, deflation has left a deep imprint on the Japanese, breeding generational tensions and a culture of pessimism, fatalism and reduced expectations. While Japan remains in many ways a prosperous society, it faces an increasingly grim situation, particularly outside the relative economic vibrancy of Tokyo, and its situation provides a possible glimpse into the future for the United States and Europe, should the most dire forecasts come to pass. 

Scaled-Back Ambitions 

The downsizing of Japan’s ambitions can be seen on the streets of Tokyo, where concrete “microhouses” have become popular among younger Japanese who cannot afford even the famously cramped housing of their parents, or lack the job security to take out a traditional multidecade loan. 

These matchbox-size homes stand on plots of land barely large enough to park a sport utility vehicle, yet have three stories of closet-size bedrooms, suitcase-size closets and a tiny kitchen that properly belongs on a submarine. 

“This is how to own a house even when you are uneasy about the future,” said Kimiyo Kondo, general manager at Zaus, a Tokyo-based company that builds microhouses. 

For many people under 40, it is hard to grasp just how far this is from the 1980s, when a mighty — and threatening — “Japan Inc.” seemed ready to obliterate whole American industries, from automakers to supercomputers. With the Japanese stock market quadrupling and the yen rising to unimagined heights, Japan’s companies dominated global business, gobbling up trophy properties like Hollywood movie studios (Universal Studios and Columbia Pictures), famous golf courses (Pebble Beach) and iconic real estate (Rockefeller Center). 

In 1991, economists were predicting that Japan would overtake the United States as the world’s largest economy by 2010. In fact, Japan’s economy remains the same size it was then: a gross domestic product of $5.7 trillion at current exchange rates. During the same period, the United States economy doubled in size to $14.7 trillion, and this year China overtook Japan to become the world’s No. 2 economy. 
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VANISHING Over the past 15 years, the number of fancy clubs has declined sharply in Kitashinchi, Osaka’s main entertainment district. 

China has so thoroughly eclipsed Japan that few American intellectuals seem to bother with Japan now, and once crowded Japanese-language classes at American universities have emptied. Even Clyde V. Prestowitz, a former Reagan administration trade negotiator whose writings in the 1980s about Japan’s threat to the United States once stirred alarm in Washington, said he was now studying Chinese. “I hardly go to Japan anymore,” Mr. Prestowitz said. 

The decline has been painful for the Japanese, with companies and individuals like Masato having lost the equivalent of trillions of dollars in the stock market, which is now just a quarter of its value in 1989, and in real estate, where the average price of a home is the same as it was in 1983. And the future looks even bleaker, as Japan faces the world’s largest government debt — around 200 percent of gross domestic product — a shrinking population and rising rates of poverty and suicide. 

But perhaps the most noticeable impact here has been Japan’s crisis of confidence. Just two decades ago, this was a vibrant nation filled with energy and ambition, proud to the point of arrogance and eager to create a new economic order in Asia based on the yen. Today, those high-flying ambitions have been shelved, replaced by weariness and fear of the future, and an almost stifling air of resignation. Japan seems to have pulled into a shell, content to accept its slow fade from the global stage. 

Its once voracious manufacturers now seem prepared to surrender industry after industry to hungry South Korean and Chinese rivals. Japanese consumers, who once flew by the planeload on flashy shopping trips to Manhattan and Paris, stay home more often now, saving their money for an uncertain future or setting new trends in frugality with discount brands like Uniqlo. 

As living standards in this still wealthy nation slowly erode, a new frugality is apparent among a generation of young Japanese, who have known nothing but economic stagnation and deflation. They refuse to buy big-ticket items like cars or televisions, and fewer choose to study abroad in America. 

Japan’s loss of gumption is most visible among its young men, who are widely derided as “herbivores” for lacking their elders’ willingness to toil for endless hours at the office, or even to succeed in romance, which many here blame, only half jokingly, for their country’s shrinking birthrate. “The Japanese used to be called economic animals,” said Mitsuo Ohashi, former chief executive officer of the chemicals giant Showa Denko. “But somewhere along the way, Japan lost its animal spirits.” 

When asked in dozens of interviews about their nation’s decline, Japanese, from policy makers and corporate chieftains to shoppers on the street, repeatedly mention this startling loss of vitality. While Japan suffers from many problems, most prominently the rapid graying of its society, it is this decline of a once wealthy and dynamic nation into a deep social and cultural rut that is perhaps Japan’s most ominous lesson for the world today. 

The classic explanation of the evils of deflation is that it makes individuals and businesses less willing to use money, because the rational way to act when prices are falling is to hold onto cash, which gains in value. But in Japan, nearly a generation of deflation has had a much deeper effect, subconsciously coloring how the Japanese view the world. It has bred a deep pessimism about the future and a fear of taking risks that make people instinctively reluctant to spend or invest, driving down demand — and prices — even further. 

“A new common sense appears, in which consumers see it as irrational or even foolish to buy or borrow,” said Kazuhisa Takemura, a professor at Waseda University in Tokyo who has studied the psychology of deflation. 

While the effects are felt across Japan’s economy, they are more apparent in regions like Osaka, the third-largest city, than in relatively prosperous Tokyo. In this proudly commercial city, merchants have gone to extremes to coax shell-shocked shoppers into spending again. But this often takes the shape of price wars that end up only feeding Japan’s deflationary spiral. 

There are vending machines that sell canned drinks for 10 yen, or 12 cents; restaurants with 50-yen beer; apartments with the first month’s rent of just 100 yen, about $1.22. Even marriage ceremonies are on sale, with discount wedding halls offering weddings for $600 — less than a tenth of what ceremonies typically cost here just a decade ago. 

On Senbayashi, an Osaka shopping street, merchants recently held a 100-yen day, offering much of their merchandise for that price. Even then, they said, the results were disappointing. 

“It’s like Japanese have even lost the desire to look good,” said Akiko Oka, 63, who works part time in a small apparel shop, a job she has held since her own clothing store went bankrupt in 2002. 

This loss of vigor is sometimes felt in unusual places. Kitashinchi is Osaka’s premier entertainment district, a three-centuries-old playground where the night is filled with neon signs and hostesses in tight dresses, where just taking a seat at a top club can cost $500. 

But in the past 15 years, the number of fashionable clubs and lounges has shrunk to 480 from 1,200, replaced by discount bars and chain restaurants. Bartenders say the clientele these days is too cost-conscious to show the studied disregard for money that was long considered the height of refinement. 

“A special culture might be vanishing,” said Takao Oda, who mixes perfectly crafted cocktails behind the glittering gold countertop at his Bar Oda. 

After years of complacency, Japan appears to be waking up to its problems, as seen last year when disgruntled voters ended the virtual postwar monopoly on power of the Liberal Democratic Party. However, for many Japanese, it may be too late. Japan has already created an entire generation of young people who say they have given up on believing that they can ever enjoy the job stability or rising living standards that were once considered a birthright here. 

Yukari Higaki, 24, said the only economic conditions she had ever known were ones in which prices and salaries seemed to be in permanent decline. She saves as much money as she can by buying her clothes at discount stores, making her own lunches and forgoing travel abroad. She said that while her generation still lived comfortably, she and her peers were always in a defensive crouch, ready for the worst. 

“We are the survival generation,” said Ms. Higaki, who works part time at a furniture store. 

Hisakazu Matsuda, president of Japan Consumer Marketing Research Institute, who has written several books on Japanese consumers, has a different name for Japanese in their 20s; he calls them the consumption-haters. He estimates that by the time this generation hits their 60s, their habits of frugality will have cost the Japanese economy $420 billion in lost consumption. 

“There is no other generation like this in the world,” Mr. Matsuda said. “These guys think it’s stupid to spend.” 

Deflation has also affected businesspeople by forcing them to invent new ways to survive in an economy where prices and profits only go down, not up. 

Yoshinori Kaiami was a real estate agent in Osaka, where, like the rest of Japan, land prices have been falling for most of the past 19 years. Mr. Kaiami said business was tough. There were few buyers in a market that was virtually guaranteed to produce losses, and few sellers, because most homeowners were saddled with loans that were worth more than their homes. 

Some years ago, he came up with an idea to break the gridlock. He created a company that guides homeowners through an elaborate legal subterfuge in which they erase the original loan by declaring personal bankruptcy, but continue to live in their home by “selling” it to a relative, who takes out a smaller loan to pay its greatly reduced price. 

“If we only had inflation again, this sort of business would not be necessary,” said Mr. Kaiami, referring to the rising prices that are the opposite of deflation. “I feel like I’ve been waiting for 20 years for inflation to come back.” 

One of his customers was Masato, the small-business owner, who sold his four-bedroom condo to a relative for about $185,000, 15 years after buying it for a bit more than $500,000. He said he was still deliberating about whether to expunge the $110,000 he still owed his bank by declaring personal bankruptcy. 

Economists said one reason deflation became self-perpetuating was that it pushed companies and people like Masato to survive by cutting costs and selling what they already owned, instead of buying new goods or investing. 

“Deflation destroys the risk-taking that capitalist economies need in order to grow,” said Shumpei Takemori, an economist at Keio University in Tokyo. “Creative destruction is replaced with what is just destructive destruction.” 
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China Promotes Top Party Official

By THE ASSOCIATED PRESS

Published: October 18, 2010

BEIJING (AP) — Chinese Vice President Xi Jinping has been promoted to vice chairman of a key Communist Party military committee, state media reported Monday, in the clearest sign yet he is on track to be the country's future leader. 

Party leaders also pledged to make "vigorous yet steady" efforts to promote political restructuring, the Xinhua News Agency said, citing a document issued at Monday's close of an annual meeting of the ruling party's Central Committee. 

No specifics were given, although party leaders routinely call for administrative refinements to shore up one-party rule. 

"Work in improving the CPC ruling capacity and maintaining the Party's advanced nature should be strengthened to promote the Party's competence in leading the country's economic and social development," Xinhua said, citing the party document. 

Xinhua also gave few details about Xi's appointment to the Central Military Commission that oversees the 2.3 million-member People's Liberation Army. 

Xi, 57, is the party's sixth-ranking leader and has long been viewed as the anointed successor to President Hu Jintao, who is expected to step down as party chief in 2012. Appointment to the party's military commission, and an identical one on the government side, has been viewed as a necessary step in preparing Xi for the top office. 

The 11-member commission already has two vice chairmen and is chaired by Hu, who up to now, had also been its only civilian member. 

In addition to affirming Xi's path to the top, his appointment bolsters the party's absolute control over the military in a repudiation of calls for the PLA to become a national army under government, not party, leadership. 

It also stands as a show of unity among party leaders amid speculation about possible divisions over the scope and pace of political reform. Premier Wen Jiabao has made a number of statements calling for unspecified changes to the one-party system, but others in the leadership have denounced any moves to adopt Western-style democratic institutions. 

The Central Committee meeting's formal agenda wasn't known, although it was expected to discuss and approve an economic blueprint for the next five years that aims to narrow the yawning gap between rich and poor and begin the delicate preparations for a new generation of leaders. 

China's economy has boomed over the past three decades, but unevenly so, producing hundreds of millionaires while leaving much of the countryside mired in poverty. 

The government has struggled with the issue and is expected to focus again on ways to improve the lives of the poor, especially in the underdeveloped west, in the plan for the 2011-2015 period. 

"The period would be critical for building a moderately prosperous society," Xinhua said in its report Friday on the start of the meeting. 

The new five-year plan is also expected to focus on green technology and improving China's energy efficiency, while boosting government services and making officials more accountable to the public. 

Besides the wealth gap, leaders of the 78 million-member party also have to deal with a public dissatisfied with rising inflation, high housing prices, employment woes among college graduates, endemic corruption, while Tibetan and Muslim regions of western China are held in check by a smothering security presence. 

Abroad, China is facing criticism from the U.S. for its currency and trade practices and its support for North Korea and ties with Iran. 

The Economist

Innovation in Asia

Trading places

China is about to overtake Japan in patent applications 

Sep 30th 2010 | TOKYO 
ONLY five years ago, most of the expensive bits and pieces inside a typical Apple iPod came from Japan. Today an autopsy of the iPad reveals that nearly all the important components come from South Korea and Taiwan. In such a short time Japan’s dominance of Asia’s technology industry has been eroded by its neighbours. 
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Between 2006 and 2009, the number of patent applications in America, Europe and South Korea largely held steady. But filings in Japan sank while those in China soared (see chart). If the pattern holds, more patents may be filed in China this year than in Japan for the first time, putting China in striking distance of America. It is an astonishing reversal. As recently as 2000, Japanese patent filings were four times greater than China’s. 

Patents are a crude but useful measure of innovation. The change shows that Chinese inventors are developing a stake in intellectual-property protection, which is welcome. And because national patents protect the technologies of foreign firms too, the trend reflects how global companies are ploughing into China as a market and a manufacturing base. Even Japanese firms have increased their patent filings in China but decreased them at home. 

Moreover, Chinese firms are forging into foreign markets. In 2008-09 Japanese geeks filed for 4% more “international patents” under the Patent Co-operation Treaty, while Chinese nerds filed about 30% more than the previous year, according to a recent report by the World Intellectual Property Organisation (WIPO). That said, the Japanese can take some solace from a far better success rate in having patents granted and in their patents being more frequently cited by other patents.

The economic crisis caused many firms to cut R&D spending. In 2008-09 many Japanese companies, including Sony, Sharp, Toyota and Toshiba, slashed their research budgets by 10-20%. However, Chinese firms such as Huawei and ZTE, which both make telecoms equipment, increased their R&D spending by 30-50%. China’s domestic research-spending is now poised to surpass Japan’s in purchasing-power terms. 

An example of Japan’s R&D lethargy is Hitachi, its third-largest company with some $100 billion in sales. Hitachi habitually invests 4% of sales in R&D, explains its boss, Hiroaki Nakanishi. Yet this budgetary straitjacket is oblivious to market demands and it risks missing opportunities. Nevertheless, Mr Nakanishi says that he is satisfied with the approach. By comparison, Samsung, South Korea’s biggest conglomerate, plans to spend almost twice as much on research in absolute terms this year. Last year Samsung’s profits exceeded those of all nine of Japan’s big electronics firms combined. 

Much of China’s push for patents comes from government policy. The country’s firms pay foreign companies more than $10 billion in licensing and royalties annually, and that amount has been growing at 20% a year. Home-grown technologies are a way to avoid such costs and compel foreigners to license Chinese technology. It also enables Chinese firms to improve the terms of their licensing arrangements with foreign companies. 

One of the most pronounced changes in the nature of innovation is the dramatic internationalisation of R&D, says Sacha Wunsch-Vincent, an economist at WIPO. In 1990 less than a tenth of international patent applications had a foreign co-inventor; today a quarter do. However, Japan remains woefully insular: only 4% of Japanese applications include a foreign co-inventor (for American filings, the figure is nearly 40%). 

Japan still has the largest number of patents in force, at 1.9m in 2008, compared with 1.4m for America and a mere 134,000 for China. However, the countries where the greatest number of foreign patents are legally based are Barbados, Luxembourg, Liechtenstein and Ireland, notes the OECD. These patents mostly belong to Western firms seeking to reduce the tax they pay on licensing revenue. It is one innovation that OECD governments would like to make obsolete. 
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China

The debate over universal values

It is not quite true that China is rejecting Western values such as democracy. Rather, it is fighting over them 

Sep 30th 2010 | beijing 
ON JULY 19th the graduates of one of China’s leading business schools settled down in their academic finery to listen to a farewell address by Qin Xiao, the chairman of a state-owned bank. They little expected what they were about to hear. Instead of rallying them to further the cause of China’s socialist modernisation, Mr Qin urged them to resist the lure of worldly things and to pursue “universal values” such as freedom and democracy.

Mr Qin’s speech to an audience of 2,000 people in Tsinghua University’s sports centre fanned the flames of an ideological debate that has been smouldering in China for the past two years. A philosophical question of whether universal values exist has turned into a political fight, dividing scholars, the media and even, some analysts believe, China’s leaders. The schism is likely to become more apparent as the Communist Party prepares for a sweeping change of leadership in 2012. Liberals will try to goad incoming leaders into making their views clear. 

Mr Qin, who retired on September 21st after nine years as chairman of China Merchants, the country’s sixth-largest bank, said recognition of universal values was at the heart of big issues facing China’s development, from urbanisation to the provision of public services and the ownership of state assets. “Universal values tell us that government serves the people, that assets belong to the public and that urbanisation is for the sake of people’s happiness,” he said. Supporters of the “China model”, he added, believe the opposite: that people should obey the government, the state should control assets and the interests of individuals are subordinate to those of local development. 

The term “universal values”, or pushi jiazhi, is a new one in Chinese political debate—surprising given that concepts commonly associated with it, such as freedom, democracy and human rights, have been bickered over incessantly for 30 years. Many Chinese scholars think the debate really took off in 2008 after an earthquake in Sichuan province that killed around 80,000 people. Ten days after the disaster, a liberal newspaper in the southern province of Guangdong, Southern Weekend, published an editorial that praised the government’s swift response. It said it had “honoured its commitments to its own people and to the whole world with respect to universal values”. 

That single mention of the term was enough to enrage hardliners. A flurry of commentary appeared in Beijing newspapers and on conservative websites attacking the idea of universal values as a Western plot to undermine party rule. China was preparing to host the Olympics in August 2008 with the slogan, “one world, one dream”. But conservatives feared that embracing universal values would mean acknowledging the superiority of the West’s political systems. In September, after the games, the party’s own mouthpiece, the People’s Daily, weighed in. A signed article accused supporters of universal values of trying to westernise China and turn it into a laissez-faire economy that would no longer uphold “socialism with Chinese characteristics”. 

The debate picked up in December 2008 when hundreds of liberal intellectuals and out-and-out dissidents signed a manifesto in support of universal values, known as Charter 08. China faced a choice, it said, of maintaining its authoritarian system or “recognising universal values, joining the mainstream of civilisation and setting up a democracy”. This was a step too far for the party leadership. Recently, Chinese officials have been issuing warnings about diplomatic trouble if the Nobel Peace Prize, due to be announced on October 8th, goes to the charter’s organiser, Liu Xiaobo. Mr Liu, who is the bookies’ favourite to win the award, is serving an 11-year jail term for his role. On September 28th, a Chinese foreign-ministry spokeswoman said his acts were “completely contrary to the aspirations of the Nobel Peace Prize”. 

China’s strong economic performance during the global financial crisis has been a morale booster to conservatives. In a veiled demonstration that China has its own values, the authorities in Beijing this week staged the capital’s first large-scale celebrations of Confucius’s birthday (his 2,561st) since Communist Party rule began. Conservatives like to contrast what they see as a Confucian stress on social harmony and moral rectitude with the West’s emphasis on individual rights. 

But the rival camps are still at daggers drawn. Liberals see the prime minister, Wen Jiabao, as a champion of universal values. In November 2008 an article posted on Guangdong newspaper websites named both Mr Wen and President Hu Jintao as supporters of the notion. Neither man has used the term pushi jiazhi publicly, but the liberals’ case for Mr Wen, at least, is a strong one. He wrote in 2007 that “science, democracy, rule of law, freedom and human rights are not unique to capitalism, but are values commonly pursued by mankind over a long period of history.” An appeal by Mr Wen in late August for political reform has prompted a slew of veiled responses in the conservative media, castigating Western-style democracy. 

Conservatives claim support from the party’s publicity department, which controls the media in Beijing. They were encouraged by a speech on September 1st by Vice-President Xi Jinping, who is all but certain to take over from Mr Hu as party chief in 2012 and as president a year later. Mr Xi’s speech was peppered with references to values, but did not come close to suggesting that any were universal. He cited the examples of several ordinary party members who, by devoting themselves to its interests, had answered “the basic question of what the main goals and highest values are for a communist”. A Chinese scholar with close ties to conservative officials says there are divisions among top leaders over universality. 

They have certainly vacillated. The government’s first white paper on democracy in China, in 2005, began: “Democracy is an outcome of the development of political civilisation of mankind. It is also the common desire of people all over the world”. A drafter says he now believes those words were “inappropriate”. 

http://www.economist.com/blogs/asiaview/2010/09/sources_universal_values
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A half-pike up the nostril

China’s overreaction to a Japanese “provocation” has set its regional diplomacy back years 

Sep 30th 2010 

WHEN he woke up in Lilliput, bound by a lattice of slender ligatures, to find dozens of tiny men disporting themselves on his chest, Lemuel Gulliver let out a roar “so loud that they all ran back in fright”. Another waking giant, China, seems these days to be adopting a similar foreign policy. It has found it just as effective. But as Gulliver discovered, it has its drawbacks.

The loudest roar has been aimed at Japan. After a Chinese trawler on September 7th rammed two of its coastguard vessels in waters off the disputed, Japanese-administered, islands known as Senkaku in Japan and Diaoyu in China, Japan detained the captain for a fortnight. China’s reaction was, in the words of Seiji Maehara, Japan’s foreign minister, “fairly hysterical”. And Mr Maehara saw signs of Chinese pressure “in various places”. 

Indeed, as Chinese officials issued dire warnings of unspecified consequences if their skipper were not freed, some odd things started happening. Sino-Japanese trade was held up by unusually thorough customs inspections. Exports of rare earths were subject to an unannounced weeklong ban (see article). And it was hard to see the detention of four Japanese construction-company employees on mysterious charges of photographing military facilities as mere coincidence.

Related items
· Rare earths and China: Dirty businessSep 30th 2010

Japan seemed to take fright. On September 24th local prosecutors freed the captain. Bizarrely, they cited the importance of relations with China, as if the foreign ministry had subcontracted its diplomatic responsibilities to a low level of the judiciary. China refused to be mollified, insisting it was owed an apology and compensation. Japan’s prime minister, Naoto Kan, smarting from criticism for the climb-down, demanded that China pay for the repair of the damaged boats. But after the initial exchange of indignation, tempers seemed to cool (and China released three of the four Japanese detainees). Just as well. A crowded calendar of multilateral talkfests looms. After the Asia-Europe meeting in Brussels on October 4th come, in a few weeks, the G20, East Asian and Asia-Pacific Economic Co-operation summits. It would be embarrassing if all were dominated by speculation about whether the Chinese and Japanese leaders shake hands.

As diplomatic trials of strength go, this one seems fairly easy to score: China 1, Japan 0. Mr Kan’s administration has appeared unco-ordinated, confused and weak. It has made a mockery of the idea of judicial independence, and managed to make China seem to have greater respect for legal process. China, on the other hand, has forcibly demonstrated that it regards the islands as its own, despite Japan’s control of them, and has shown that it has the commercial and diplomatic clout to make its point.

The message was heard elsewhere. Members of the Association of South-East Asian Nations (ASEAN), alarmed by China’s vague, unexplained but sweeping claim to sovereignty over most of the South China Sea, encouraged America to involve itself in the issue. In July Hillary Clinton, the secretary of state, obliged. She told a regional forum in Hanoi that the sea was an American national interest, and made an oblique rallying-call to unity among China’s various rival claimants for bits of the sea. 

A mild iteration of this was included in a draft of the joint statement to be issued after the second America-ASEAN summit—held by President Barack Obama in New York on September 24th. The draft deplored the “use or threat of force by any claimant attempting to enforce disputed claims” in the sea—ie, it was a warning to China. When the statement emerged, however, cooler heads in ASEAN prevailed. It avoided mention of the sea at all, merely reaffirming “the importance of regional peace and stability, maritime security, unimpeded commerce, and freedom of navigation”. Also motherhood and apple pie.

India, too, has been watching carefully. Manmohan Singh, the prime minister, has voiced concern about China’s maritime ambitions. His government has been worried by China’s provocative refusal to give a proper visa to an Indian general, apparently because he served in a “disputed” region, Kashmir. China has in the past couple of years seemed eager to prod the two countries’ huge but dormant territorial quarrels—over what India thinks of as Ladakh and Arunachal Pradesh—back into life.

As a vigorous rising power, China is predictably prickly about its sovereignty. But it must be debatable whether its “victory” over Japan has really furthered its own interests. As Japan’s Mr Maehara puts it, its behaviour over the disputed islands gave “quite a few countries a glimpse of the essence of China”. It is fair to guess they did not entirely like what they saw.
China sneezes, Asia shivers 

To list some of the effects of China’s fierce—almost bellicose—reaction: forcing America to confirm that its security treaty with Japan covers conflict over the disputed islands; concentrating Japanese minds on seeking other sources of raw materials such as rare earths; and pushing South-East Asian countries closer to America. As China’s own officials might say: it picked up a rock only to drop it on its own feet.

Japanese officials see this in terms of the growing clout of China’s armed forces, a power struggle ahead of the transfer of leadership to a new generation at the next Communist Party congress in 2012 and the search for something (such as nationalism) that might give the party a new source of legitimacy. But perhaps such rationalisations miss the point. The second time Gulliver wakes up in Lilliput, it is after passing out, having drunk wine laced with a sleeping-draught. A curious Lilliputian, inspecting his comatose form, puts the sharp end of his half-pike a good way up his nostril. It tickles. Gulliver sneezes violently. Sometimes, awakening giants simply can’t help themselves—which was of scant comfort to the Lilliputians.

As Dollar’s Value Falls, Currency Conflicts Rise

By GRAHAM BOWLEY
Published: October 20, 2010

Is this a currency war or what? 


Fast-growing nations like Thailand are trying to devalue their exchange rates to bolster their export-driven economies. 

In Washington, where “strong dollar” has been the mantra for years, policy makers are taking steps that could make the already weak dollar weaker still. 

European policy makers worry that a resurgent euro will threaten growth in their own backyard. And the entire world, it seems, is jawboning China to level the playing field and let its undervalued currency, the renminbi, appreciate. It is a step that Beijing, by all accounts, does not want to take. 

With so many economies struggling, it suddenly seems as if it is every nation for itself in the currency markets. Policy makers the world over are worried that economic rivals are trying to turn exchange rates to their advantage, and considering how they should respond to preserve jobs and growth at home. 

Even as Washington chides Beijing over the renminbi, critics accuse the United States and other rich nations of waging an international currency war that harks to the protectionist policies of the 1930s, when nations looked out for themselves rather than working together. 

“Today, there is a risk that the single chorus that tamed the financial crisis will dissolve into a cacophony of discordant voices, as countries increasingly go it alone,” Dominique Strauss-Kahn, managing director of the International Monetary Fund, said during a speech in Shanghai this week. “This,” he said, “will surely make everybody worse off.” 

The abrupt decline in the dollar — by about 10 percent since early June against major currencies — is upsetting the delicate balance of world economies still recovering from the shocks of the financial crisis. 

Many other currencies, especially in Asia and in emerging markets like Brazil, are soaring as a result of the dollar’s fall. Those nations’ domestic economies are attracting floods of speculative capital seeking higher interest rates and are at risk of overheating. 

The dollar’s decline is being driven by what everyone in global markets is now expecting: another round of so-called quantitative easing by the United States. In the next few weeks, the Federal Reserve is expected to inject vast sums of money into the economy in another attempt to spur growth. 

While such policies may benefit the convalescent United States economy, they are also drawing criticism that Washington is deliberately devaluing the dollar at others’ expense. 

The dollar had at least a brief uptick on Tuesday, as global investors sought the currency as a haven after China startled the markets by raising interest rates. But its fall resumed on Wednesday, to a 15-year low against the yen, and currencies like Brazil’s real — up more than 12 percent since July against the dollar — were still lofty. 

The tensions underline the startling fact that two years after the peak of the financial crisis, the world is on two tracks economically. Much of the developing world, including countries like China and Brazil, is growing fast, while the industrialized economies of the United States, Japan and much of Europe still struggle. 

In Brazil, officials have been especially critical of United States policy. On Sept. 27, its finance minister, Guido Mantega, first described the currency tensions as practically an “exchange war, a trade war.” This week, Brazil’s central bank governor said that Washington’s expected monetary stimulus “creates serious distortions.” 

In deflecting criticism, the United States emphasizes the role of China, an ever-growing power in the global economy. Beijing continues to peg the value of its currency to the dollar, despite an immense accumulation of foreign reserves and a persistent surplus in China’s account equal to about 10.5 percent of its annual economic output, a surplus that in standard monetary theory would prompt China to allow its currency to rise. 

As a consequence of the link to the dollar, the Chinese renminbi has also declined — which is one reason that despite the fall in the dollar, the United States trade deficit has continued to widen. 

The weakness in the renminbi, just as much as the dollar’s decline, has put pressure on economies across the developing world, where a weaker renminbi undercuts their exports, and hence their growth. 

“We’re in this currency conflict because central banks have had to be pushed into the position of being policy makers of last resort,” said Barry Eichengreen, professor of economics and political science at the University of California, Berkeley, at a recent I.M.F. forum. 

Financial markets expect the Fed to announce at its meeting early next month that it will proceed with more quantitative easing, involving purchases of bonds, which reduces longer-term interest rates and puts further downward pressure on the dollar. 

That worries other countries. A stronger United States economy is in everyone’s interest, but they fear that investors will flee America’s low interest rates and declining dollar and instead pour capital into their markets, overheating their economies and creating the types of asset bubbles in stocks and housing that burst with such devastating effects in the 1990s. 

Already there is evidence of this: American investment in overseas stock funds, which was running at about $4 billion a month over the summer, has surged since Ben S. Bernanke, the Federal Reserve chairman, suggested the possibility of another round of quantitative easing at the end of August. About $19 billion has flowed into these funds since Aug. 1, according to TrimTabs, a funds researcher. 

In recent weeks, central banks around the globe, including those of the Philippines, Thailand, Indonesia, Malaysia, Israel, Taiwan, Brazil and Japan, have intervened furiously in foreign exchange markets in hopes of weakening their own currencies. But currency speculators, moving just as fast, so far seem to be largely undermining those efforts by selling their dollars and betting that the American currency will continue its decline. 

In the Chicago futures markets, one of the principal arenas where traders can take positions against the currency, positions betting on a depreciation of the dollar totaled $32.6 billion in the latest week, close to a record, according to the investment firm Nomura. 

Some countries have gone further than merely criticizing the United States, embracing forms of capital controls to reduce incoming short-term investment. Brazil is increasing the tax on money flooding into its bonds. South Korea cited the need to check speculative foreign capital inflows. 

Some economists play down the fears of currency battles and see the dollar’s movements as a natural readjustment to a weaker economic outlook in the United States. The dollar suffered periodic bouts of weakness before. It strengthened through 2008 but weakened in 2009. More generally, it has been on a longer-term decline since 2002. Some economists think it could recover again soon. 

But others worry that that by letting the dollar weaken, Washington may be stoking dangerous inflationary pressures that will have repercussions around the world. 

”The United States has an important role in the world economy to maintain stability and confidence in the dollar,” said John B. Taylor, a Stanford economist and former under secretary for international affairs at Treasury. “If you lose that, that could be detrimental.” 
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Nations Agree on Need to Shrink Trade Imbalances

By SEWELL CHAN
Published: October 22, 2010

Representatives of the world’s largest economies, meeting in South Korea, reached tentative agreement early Saturday on the need to rein in trade imbalances, as part of an American-brokered compromise on calming exchange-rate tensions that have threatened to disrupt the uneven global recovery. 

The Obama administration on Friday urged the other economic powers that make up the Group of 20 to agree to curb persistent surpluses and deficits that could contribute to the next financial crisis. 

The proposal, which included a numerical limit, was backed by South Korea and quickly drew support from Britain, Canada and Australia. But it met with resistance from Germany and ambivalence from Japan, both major export countries. China, whose currency battle with the United States has threatened to derail the process of global economic cooperation, did not formally weigh in. 

So after a marathon negotiating session that stretched into the predawn hours Saturday, the G-20 representatives agreed on the goal of “reducing excessive imbalances” — without a specified limit — and called on the International Monetary Fund to examine the causes of “persistently large imbalances.” The draft statement, to be ratified later Saturday, will also call on countries to “refrain from competitive devaluation” of their currencies, officials said. 

The lengthy and often chaotic negotiations illustrated the growing difficulty of securing cooperation among the G-20, whose leaders, including President Obama, will gather next month in Seoul, South Korea. But the agreement could be a critical moment in preventing the outbreak of a currency war, as Brazil, a G-20 member that skipped the weekend meetings, has warned. 

Treasury Secretary Timothy F. Geithner offered the administration’s proposal on Friday at the start of a two-day meeting of G-20 finance ministers and central bankers in Gyeongju, South Korea. American officials called for the biggest industrialized economies to get their current-account balance — whether a surplus or a deficit — below 4 percent of gross domestic product by 2015. That goal, five years away, would be in line with China’s own forecasts. 
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The current-account balance is a nation’s net trade in goods and services, plus net earnings (like interest and dividends) and net transfer payments (like foreign aid and worker remittances). The United States, Canada and Britain have current-account deficits, while China, Germany and Japan have surpluses. 

Four countries have current-account surpluses exceeding 4 percent: Saudi Arabia (6.7 percent), Germany (6.1 percent), China (4.7 percent) and Russia (4.7 percent.) But under the American proposal, countries like Russia and Saudi Arabia that are “structurally large exporters of raw materials” would be exempt from the 4 percent limit, so the pressure would have fallen on China and Germany. 

Two G-20 countries have current-account deficits larger than 4 percent: Turkey (5.2 percent) and South Africa (4.3 percent). The United States is next, at 3.2 percent. 

The proposal in essence tried to add some teeth to the broad but vague mantra of “strong, sustainable and balanced growth,” to which the G-20 countries agreed in September 2009 in their meeting in Pittsburgh. 

Deficit countries should increase national savings, Mr. Geithner wrote in a letter outlining the proposal, by stabilizing their public indebtedness over the medium term and raising exports, while surplus countries “should undertake structural, fiscal and exchange-rate policies” to increase domestic demand. “Since our current-account balances depend on our own policy choices as well as on the policies pursued by other G-20 countries, these commitments require a cooperative effort,” he wrote. 

The German economy minister, Rainer Brüderle, told reporters that the proposal could be viewed as a reversion to “planned economy thinking.” 

The Japanese finance minister, Yoshihiko Noda, did not rule out Mr. Geithner’s idea, but he did not embrace it either. “It might be a problem if we set the rigid numerical target,” he told reporters, “but it would be O.K. to see it as a reference number.” 

Even if the countries had agreed to the 4 percent target, it would not have been compulsory. The G-20 operates through shared interests and peer pressure, and its agreements do not have the force of law. 

Instead, the tentative agreement buttresses calls by the United States for the I.M.F. to play a more assertive role in evaluating whether the G-20 countries are fulfilling their commitments. The fund is responsible for monitoring countries’ fiscal and monetary policies and for discouraging them from manipulating exchange rates. Though it cannot compel its members to act, its economic findings carry great weight. 

The Obama administration’s proposal added some momentum to a meeting for which many officials and experts had low expectations. 

Britain’s chancellor of the Exchequer, George Osborne, who earlier this week laid out drastic budget cuts in his country, expressed interest in and support for the Geithner proposal, a spokesman said. 

The Australian treasurer, Wayne Swan, called the proposal “a constructive one.” And James M. Flaherty, Canada’s finance minister, seemed to warm to the idea, saying, “We agree because it fits with the strong, sustainable, balanced growth that we need to accomplish.” 

“No one wants to be confrontational here,” he said. “No one wants to walk away from here without an agreement on an action plan.” 

Mr. Flaherty, who led a separate meeting of the Group of 7 powers on Friday afternoon in Gyeongju, also said he had met with his Chinese counterpart, Xie Xuren, to discuss the currency. 

“I think there’s a willingness to open the door to more flexibility over time,” Mr. Flaherty said. “I think there’s a recognition that this currency issue has to be addressed.” 

In his letter, Mr. Geithner also said the G-20 countries should refrain from “exchange-rate policies designed to achieve competitive advantage by either weakening their currency or preventing appreciation of an undervalued currency.” 

He also suggested that the I.M.F. semiannually assess “G-20 countries’ progress toward the agreed objectives on external sustainability and the consistency of countries’ exchange rate, capital account, structural and fiscal policies toward meeting these objectives.” 

Desmond Lachman, a former I.M.F. official now at the American Enterprise Institute in Washington, praised Mr. Geithner’s message. “It’s a constructive and imaginative proposal and it broadens the discussion away from an exclusive focus on currency to the wider set of policies needed to bring balance about,” he said. “But if you don’t have the Germans and the Chinese, this isn’t going to go very far.” 

He added: “They want the U.S. to reduce its deficits, but they don’t want to reduce their surpluses.” 

As host, South Korea was eager for the talks to go well. The South Korean president, Lee Myung-bak, joked that the ministers and central bankers had an extra incentive to cooperate. “If you do not reach an agreement, when you come to leave, we may not operate buses, trains or planes,” he said. 
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Taking Harder Stance Toward China, Obama Lines Up Allies

By MARK LANDLER and SEWELL CHAN
Published: October 25, 2010

WASHINGTON — The Obama administration, facing a vexed relationship with China on exchange rates, trade and security issues, is stiffening its approach toward Beijing, seeking allies to confront a newly assertive power that officials now say has little intention of working with the United States. 

In a shift from its assiduous one-on-one courtship of Beijing, the administration is trying to line up coalitions — among China’s next-door neighbors and far-flung trading partners — to present Chinese leaders with a unified front on thorny issues like the currency and their country’s territorial claims in the South China Sea. 

The advantages and limitations of this new approach were on display over the weekend at a meeting of the world’s largest economies in South Korea. The United States won support for a concrete pledge to reduce trade imbalances, which will put more pressure on China to allow its currency to rise in value. 

But Germany, Italy and Russia balked at an American proposal to place numerical limits on these imbalances, a step that would have further isolated Beijing. That left the Treasury secretary, Timothy F. Geithner, to make an unscheduled stop in China on his way home from South Korea to discuss the deepening tensions over exchange rates with a top Chinese finance official. 

Administration officials speak of an alarming loss of trust and confidence between China and the United States over the past two years, forcing them to scale back hopes of working with the Chinese on major challenges like climate change, nuclear nonproliferation and a new global economic order. 

The latest source of tension is over reports that China is withholding shipments of rare-earth minerals, which the United States uses to make advanced equipment like guided missiles. Administration officials, clearly worried, said they did not know whether Beijing’s motivation was strategic or economic. 

“This administration came in with one dominant idea: make China a global partner in facing global challenges,” said David Shambaugh, director of the China policy program at George Washington University. “China failed to step up and play that role. Now, they realize they’re dealing with an increasingly narrow-minded, self-interested, truculent, hyper-nationalist and powerful country.” 

To counter what some officials view as a surge of Chinese triumphalism, the United States is reinvigorating cold-war alliances with Japan and South Korea, and shoring up its presence elsewhere in Asia. This week, Secretary of State Hillary Rodham Clinton will visit Vietnam for the second time in four months, to attend an East Asian summit meeting likely to be dominated by the China questions. 

Next month, President Obama plans to tour four major Asian democracies — Japan, Indonesia, India and South Korea — while bypassing China. The itinerary is not meant as a snub: Mr. Obama has already been to Beijing once, and his visit to Indonesia has long been delayed. But the symbolism is not lost on administration officials. 

Jeffrey A. Bader, a major China policy adviser in the White House, said China’s muscle-flexing became especially noticeable after the 2008 economic crisis, in part because Beijing’s faster rebound led to a “widespread judgment that the U.S. was a declining power and that China was a rising power.” 

But the administration, he said, is determined “to effectively counteract that impression by renewing American leadership.” 

Political factors at home have contributed to the administration’s tougher posture. With the economy sputtering and unemployment high, Beijing has become an all-purpose target. In this Congressional election season, candidates in at least 30 races are demonizing China as a threat to American jobs. 

At a time of partisan paralysis in Congress, anger over China’s currency has been one of the few areas of bipartisan agreement, culminating in the House’s overwhelming vote in September to threaten China with tariffs on its exports if Beijing did not let its currency, the renminbi, appreciate. 

The trouble is that China’s own domestic forces may cause it to dig in its heels. With the Communist Party embarking on a transfer of leadership from President Hu Jintao to his anointed successor, Xi Jinping, the leadership is wary of changes that could hobble China’s growth. 

There are also increasingly sharp divisions between China’s civilian leaders and elements of the People’s Liberation Army. Many Chinese military officers are openly hostile toward the United States, convinced that its recent naval exercises in the Yellow Sea amount to a policy of encircling China. 

Even the administration’s efforts to collaborate with China on climate change and nonproliferation are viewed with suspicion by some in Beijing. 

Mr. Obama’s aides, many of them veterans of the Clinton years, understand that especially on economic issues, there are elements of brinkmanship in the relationship, which can imply more acrimony than actually exists. 

But the White House was concerned enough that last month it sent a high-level delegation to Beijing that included Mr. Bader; Lawrence H. Summers, the departing director of the National Economic Council; and Thomas E. Donilon, who has since been named national security adviser. 

“We were struck by the seriousness with which they shared our commitment to managing differences and recognizing that our two countries were going to have a very large effect on the global economy,” Mr. Summers said. 

Just before the meeting, China began allowing the renminbi to rise at a somewhat faster rate, though its total appreciation, since Beijing announced in June that it would loosen exchange-rate controls, still amounts to less than 3 percent. Economists estimate that the currency is undervalued by at least 20 percent. 

Meanwhile, trade tensions between the two sides are flaring anew. The administration recently agreed to investigate charges by the United Steelworkers that China is violating trade laws with its state support of clean-energy technologies. That prompted China’s top energy official, Zhang Guobao, to accuse the administration of trying to win votes — a barb that angered White House officials. 

Of the halt in shipments of rare-earth minerals, Mr. Summers said, “There are serious questions, both in the economic and in the strategy realm, that are going to require close study within our government.” 

Beijing had earlier withheld these shipments to Japan, after a spat over a Chinese fishing vessel that collided with Japanese patrol boats near disputed islands. It was one of several recent provocative moves by Beijing toward its neighbors — including one that prompted the administration to enter the fray. 

In Hanoi in July, Mrs. Clinton said the United States would help facilitate talks between Beijing and its neighbors over disputed islands in the South China Sea. Chinese officials were livid when it became clear that the United States had lined up 12 countries behind the American position. 

With President Hu set to visit Washington early next year, administration officials said Mrs. Clinton would strike a more harmonious note in Asia this week. For now, they said, the United States feels it has made its point. 

“The signal to Beijing ought to be clear,” Mr. Shambaugh said. “The U.S. has other closer, deeper friends in the region.” 
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China Telecom Giant Makes Push for U.S. Market
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The Huawei Technologies display at a conference in June in Singapore. 

By JOHN MARKOFF and DAVID BARBOZA
Published: October 25, 2010

SANTA CLARA, Calif. — This spring, an executive from a Chinese telecommunications equipment company made an intriguing job offer to a Silicon Valley software engineer. The Chinese company, Huawei Technologies, wanted to get into the booming market for Internet-based computing, and it had just moved its United States research headquarters here to capture some of the best local talent. 



The company, which is trying to expand its reach in the United States, has 17 research centers around the world, including one in Santa Clara, Calif. 

“How many engineers would you like for your team? Several hundred? That’s not a problem,” the recruiter said, according to the engineer. 

When the software manager turned down the offer, the Chinese executive was undeterred and asked for the name of the engineer working under him. 

The exchange underscores Huawei’s bold entrance onto the world’s technology stage. In the span of a decade, it has gone from imitating others’ products to taking on international rivals with its own innovative computing and communications gear. But Huawei has largely been locked out of the United States — until now. 

Sprint Nextel, the nation’s third-largest wireless carrier, is preparing to make a decision on buying $3 billion in advanced wireless equipment, and Huawei is considered to be a front-runner for the deal. 

Huawei is one of many Chinese companies that are pushing into more sophisticated and lucrative businesses. But security concerns make telecommunications a particularly delicate industry in this country, and even the hint of a Huawei deal with Sprint has generated worries in Washington. 

Some in Congress and the national security establishment fear that Huawei’s close ties to the Chinese military might allow China to tamper with American communications gear. 

Last week, Senator Joseph I. Lieberman, independent of Connecticut, and three other members of Congress wrote a letter to Julius Genachowski, chairman of the Federal Communications Commission, raising the specter that an equipment sale might permit the Chinese government to manipulate parts of the communications network, making it possible to disrupt or intercept phone calls and Internet messages. 

Anticipating these hurdles, Huawei has hired a remarkable array of Washington lobbyists, lawyers, consultants and public relations firms to help it win business in the United States. It has also helped create Amerilink Telecom, an American distributor of Huawei products whose high-powered board includes former Representative Richard A. Gephardt, the former World Bank president James D. Wolfensohn and the one-time chief executive of Nortel Networks, William A. Owens. 

Amerilink executives say they are primarily interested in helping Huawei overcome objections that its entry into the American market could jeopardize national security. 

“We take the accusations very seriously,” said Kevin Packingham, who recently left Sprint to become chief executive of Amerilink. “But regardless of the accusations, we have a model in place that ensures the security” of the network should Huawei win American contracts, he said. 

The effort is beginning to pay off. This fall, the American Internet communications firm Clearwire will begin testing a system based on Huawei’s 4G, or fourth-generation, network technology. 

The Sprint contract would be Huawei’s largest American deal by far. A Sprint spokesman, Scott Sloat, declined to discuss any potential deal. Sprint bought its last round of network equipment from Motorola, Nortel Networks and Lucent, now part of Alcatel-Lucent. 

Huawei’s American drive is significant because it is China’s first truly home-grown multinational corporation. And some analysts say they believe its spectacular rise will serve as a model for other Chinese companies seeking to compete internationally. 

Huawei is now the world’s second-largest telecom equipment supplier behind Ericsson of Sweden, and with Chinese government backing, it has sewn up major deals in Asia, Africa and Latin America. In Europe, Huawei has outmaneuvered Ericsson to supply equipment to big carriers. 

Despite those successes, Huawei has struggled to break into the United States market, largely because of the security concerns and accusations of intellectual property theft and corporate espionage. 

The company has repeatedly been linked to the People’s Liberation Army of China. And over the last decade, Huawei has been sued in the United States by two of its major competitors, Cisco Systems and Motorola, over accusations that it stole software designs and infringed on patents. 

Cisco settled its suit with Huawei soon after filing it. But in court documents filed in a lawsuit last summer, Motorola claimed that a group of Chinese-born Motorola engineers developed contacts with Huawei’s founder and then, between about 2003 and 2007, conspired to steal technology from Motorola by way of a dummy corporation they had set up outside the company. 

The national security issue has been bubbling up for some time. In a letter in August, a group of Republican senators wrote to the heads of four federal agencies asking questions about the risks of Huawei’s entering a deal with Sprint, whose customers include the United States military and law enforcement agencies. 

The senators, who are seeking a stringent government review of Huawei, said they were troubled by the company’s history, including evidence it had supplied communications equipment to Iran and Iraq during Saddam Hussein’s regime, possibly in violation of United Nations sanctions. 

“We are concerned,” the senators wrote, “that Huawei’s position as a supplier of Sprint Nextel could create substantial risk for U.S. corporations and possibly undermine U.S. national security.” 

The reservations about Huawei extend to other countries. In Europe, some competitors are now complaining about so-called subsidies that Huawei receives from the Chinese government. And in India, there are worries that Huawei networks could pose security risks. 

Huawei denies it has ties to the Chinese military and disputes accusations of intellectual property theft. Ross Gan, a company spokesman, says that Huawei is employee-owned and that it has grown by developing its own technology. 

“We’re an innovative company driven by the business needs of customers,” he said. In a statement, the company added: “Huawei has never researched, developed, manufactured or sold technologies or products for military purposes in any country.” 

Industry analysts say Huawei, based in Shenzhen, has quickly matured into a fierce competitor in one of the most important and hotly contested technology arenas: sophisticated equipment that enhances the delivery of voice and video over the Internet and through wireless devices. 

They say Huawei is gaining, in part, because of heavy spending on research and development. Chinese companies are generally weak in R.&D., but Huawei has 17 research centers around the world, including in Dallas, Moscow and Bangalore, India, and most recently in Santa Clara. 

Indeed, of the company’s 96,000 employees, nearly half are engaged in research and development. In May, Huawei opened a stunning $340 million research center in Shanghai that it says will eventually house 8,000 engineers. 

Huawei’s rush to become multinational has not been entirely smooth. “It was a huge challenge for the company,” said Geoff Arnold, a veteran Silicon Valley software designer who spent several years helping the company develop a cloud computing product. 

“The bean counters in Shenzhen didn’t have a clue about how to operate outside of China,” Mr. Arnold said. “Huawei has great difficulty understanding what is happening outside of China and adapting their business practices.” 

Ren Zhengfei, a former soldier who worked for 10 years in China’s Army Engineering Corps, founded Huawei as a reseller of telecommunications equipment in 1988. 

Mr. Ren, now 66, rarely grants interviews. But according to a biography published in China, he insists on military-style efficiency and a “wolf spirit” mentality that encourages the sales force to relentlessly attack competitors. 

In 2008, worries about national security and China’s weak protection of intellectual property forced Huawei to drop its $2.2 billion joint bid with the American firm Bain Capital to acquire 3Com, the American networking company. Huawei also failed in other bids this year to acquire the wireless network division of Motorola as well as 2Wire, an American maker of broadband Internet software, according to people familiar with those deals. 

Those bids collapsed, analysts say, because both Motorola and 2Wire were told that Washington was likely to block any deals. 

Analysts note that Chinese companies have been willing to buy telecommunications equipment from American makers like Motorola, apparently setting aside any concerns about American espionage. 

Peter J. Williamson, a professor of business at Cambridge University, said that while some continued to be bothered by Huawei’s origins, its technological prowess was increasingly hard to ignore. 

“The hardest market to crack is the U.S.,” he said. “But they’ve cracked Europe. And if they can work with Vodafone, one of the biggest carriers in the world, they can work with anyone.” 

http://www.nytimes.com/2010/10/26/technology/26telecom.html?pagewanted=1&_r=1&hp
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Can’t Keep a Bad Idea Down

By THOMAS L. FRIEDMAN
Published: October 26, 2010

I confess, I find it dispiriting to read the polls and see candidates, mostly Republicans, leading in various midterm races while promoting many of the very same ideas that got us into this mess. Am I hearing right? 

Let’s have more tax cuts, unlinked to any specific spending cuts and while we’re still fighting two wars — because that worked so well during the Bush years to make our economy strong and our deficit small. Let’s immediately cut government spending, instead of phasing cuts in gradually, while we’re still mired in a recession — because that worked so well in the Great Depression. Let’s roll back financial regulation — because we’ve learned from experience that Wall Street can police itself and average Americans will never have to bail it out. 

Let’s have no limits on corporate campaign spending so oil and coal companies can more easily and anonymously strip the Environmental Protection Agency of its powers to limit pollution in the air our kids breathe. Let’s discriminate against gays and lesbians who want to join the military and fight for their country. Let’s restrict immigration, because, after all, we don’t live in a world where America’s most important competitive advantage is its ability to attract the world’s best brains. Let’s repeal our limited health care reform rather than see what works and then fix it. Let’s oppose the free-trade system that made us rich. 

Let’s kowtow even more to public service unions so they’ll make even more money than private sector workers, so they’ll give even more money to Democrats who will give them even more generous pensions, so not only California and New York will go bankrupt but every other state too. Let’s pay for more tax cuts by uncovering waste I can’t identify, fraud I haven’t found and abuse that I’ll get back to you on later. 

All that’s missing is any realistic diagnosis of where we are as a country and what we need to get back to sustainable growth. Actually, such a diagnosis has been done. A nonpartisan group of America’s most distinguished engineers, scientists, educators and industrialists unveiled just such a study in the midst of this campaign. 

Here is the story: In 2005 our National Academies responded to a call from a bipartisan group of senators to recommend 10 actions the federal government could take to enhance science and technology so America could successfully compete in the 21st century. Their response was published in a study, spearheaded by the industrialist Norman Augustine, titled “Rising Above the Gathering Storm: Energizing and Employing America for a Brighter Economic Future.” 

Charles M. Vest, the former M.I.T. president, worked on the study and noted in a speech recently that “Gathering Storm,” together with work by the Council on Competitiveness, led to the America Competes Act of 2007, which increased funding for the basic science research that underlies our industrial economy. Other recommendations, like improving K-12 science education, were not substantively addressed. 

So, on Sept. 23, the same group released a follow-up report: “Rising Above the Gathering Storm Revisited: Rapidly Approaching Category 5.” “The subtitle, ‘Rapidly Approaching Category 5,’ says it all,” noted Vest. “The committee’s conclusion is that ‘in spite of the efforts of both those in government and the private sector, the outlook for America to compete for quality jobs has further deteriorated over the past five years.’ ” 

But I thought: “We’re number 1!” 

“Here is a little dose of reality about where we actually rank today,” says Vest: sixth in global innovation-based competitiveness, but 40th in rate of change over the last decade; 11th among industrialized nations in the fraction of 25- to 34-year-olds who have graduated from high school; 16th in college completion rate; 22nd in broadband Internet access; 24th in life expectancy at birth; 27th among developed nations in the proportion of college students receiving degrees in science or engineering; 48th in quality of K-12 math and science education; and 29th in the number of mobile phones per 100 people. 

“This is not a pretty picture, and it cannot be wished away,” said Vest. The study recommended a series of steps — some that President Obama has already initiated, some that still need Congress’s support — designed to increase America’s talent pool by vastly improving K-12 science and mathematics education, to reinforce long-term basic research, and to create the right tax and policy incentives so we can develop, recruit and retain the best and brightest students, scientists and engineers in the world. The goal is to make America the premier place to innovate and invest in innovation to create high-paying jobs. 

You’ll have to Google it, though. The report hasn’t received 1/100th of the attention given to Juan Williams’s remarks on Muslims. 

A dysfunctional political system is one that knows the right answers but can’t even discuss them rationally, let alone act on them, and one that devotes vastly more attention to cable TV preachers than to recommendations by its best scientists and engineers. 

The Economist

The yuan-dollar exchange rate

Nominally cheap or really dear?

China’s exchange rate has risen faster than you think. Really 

Nov 4th 2010 | Hong kong 
AMERICAN manufacturers complain that China undervalues its exchange rate. But which one? The nominal exchange rate is now 6.67 yuan to the dollar, having strengthened by almost 2% since September 5th (when Larry Summers, an adviser to President Barack Obama, flew to Beijing to complain about the currency in person) and by 24% since 2005.
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But China’s real exchange rate with America has strengthened by almost 50% since 2005, according to calculations by The Economist (see chart). A real exchange rate takes account of price movements in each country. If prices rise faster in China than in America, China’s real exchange rate goes up, even if its nominal exchange rate stays the same. That’s because higher prices at home make China’s firms less competitive abroad, just as if their currency had gone up. 

To calculate the real exchange rate, you need a gauge of prices in each country. Many economists use the consumer-price index (CPI). But the CPI contains lots of goods and services (such as housing rents) that cannot be traded across borders. Our measure of the real exchange rate, which we will regularly update, offers a more direct measure of competitiveness by looking instead at unit labour costs: the price of labour per widget. These costs go up when wages rise or productivity (widgets per worker) falls. In American manufacturing, unit labour costs have risen by less than 4% since the first quarter of 2005, according to the Bureau of Labour Statistics. In Chinese industry they have risen by 25% over that period, according to our sums.

Those estimates are rough and ready. There are no official statistics on China’s unit labour costs. Our calculations are based on the value-added in industry (which extends beyond manufacturing) and the wage bill of urban factories, which does not count the town and village enterprises that employ over two-thirds of China’s metal-bashers. But the urban plants probably churn out a big share of the goodies that America buys.

The combination of a 24% rise in the yuan against the dollar and a 21% increase in Chinese unit labour costs, relative to America’s, explains the steep appreciation shown in the chart. The yuan may well still be undervalued but our index suggests American manufacturing should have less to fear from Chinese competition than it did five years ago. Until June 2009 appreciation was largely because of the stronger yuan. Since then it is largely because China’s unit labour costs have grown much faster than America’s. Employers in China’s coastal factories have suffered labour shortages and strikes. America’s factories have reported strong productivity gains as they have wrung more out of the workers that survived the recession (although those gains will be hard to repeat).

Of course, China and America do not trade only with each other. China’s big surpluses and America’s big deficits depend on the real exchange rate between them and all of their trading partners. But calculating that would require timely estimates of unit labour costs for all of China’s trading partners. That is a bit too laborious. 

Containment-Lite

By THOMAS L. FRIEDMAN
Published: November 9, 2010

Don’t believe everything you read in the paper. Take this headline that appeared a couple weeks ago, when I was in New Delhi, in The Hindustan Times: “U.S. Not Seeking to Contain China: Clinton.” It was referring to a statement made by Secretary of State Hillary Clinton while on a swing through Asia. No, Washington is not trying to contain China the way we once did the Soviet Union, but President Obama didn’t just spend three days in India to improve his yoga. 

His visit was intended to let China know that America knows that India knows that Beijing’s recent “aggressiveness,” as one Indian minister put it to me, has China’s neighbors a bit on edge. None of China’s neighbors dare mention the C-word — containment — in public. Indeed, none of them want to go there at all or intend to promote such a policy. But there’s a new whiff of anxiety in the Asian air. 

All of China’s neighbors want China to know, as the sign says: “Don’t even think about parking here.” Don’t even think about using your growing economic and military clout to just impose your claims in border disputes and over oil-rich islands in the South China Sea. Because, if you do, all of China’s neighbors will be doomed to become America’s new best friends — including India. 

That’s why each one of China’s neighbors is eager to have a picture of their president standing with Secretary Clinton or President Obama — with the unspoken caption that reads: “Honestly, China, we don’t want to throttle you. We don’t want an Asian cold war. We just want to trade and be on good terms. But, please, stay between the white lines. Don’t even think about parking in my space because, if you do, I have this friend from Washington, and he’s really big. ... And he’s got his own tow truck.” 

I’d call this “pre-containment” or “containment-lite” — triggered in the last year by a sudden upsurge in China’s assertion of claims to all of the South China Sea. It marks a stark contrast to the mood in the region just two years ago. As Christian Caryl, a contributing editor at Foreign Policy magazine, noted in an Aug. 4 essay: China for years was being praised by Asian experts for being so shrewd, so clever, so deft, in building cultural and economic ties with all its neighbors — and outmaneuvering the stupid, oafish Americans. But in just six months, China has cast itself in the role of bully and prompted its neighbors to roll out the red carpets for Uncle Sam. 

“In recent months,” noted Caryl, “Beijing has elevated its claims to territory in the South China Sea to the level of a ‘core national interest’ on par with Tibet or Taiwan, and that has sparked considerable anger among the other countries in the region — including Brunei, Indonesia, Malaysia, the Philippines, Taiwan, and Vietnam — that claim ownership of pieces of the sea. ... Then, just in case the Americans and the Southeast Asians still didn’t get the message, the Chinese Navy staged large-scale maneuvers in the sea, deploying ships from all three of its fleets. Admirals watched as the ships fired off volleys of missiles at imaginary enemies — all of it shown in loving detail by Chinese television.” 

China has also muscled Vietnam into halting its oil exploration in what Beijing claimed were Chinese territorial waters and forced Japan to release a Chinese fishing boat captain, who was arrested after a collision with two Japanese coast guard vessels near disputed islands in the East China Sea. China got its way with Japan by halting China’s exports to Japan of rare earth elements crucial for advanced manufacturing. 

“With the Chinese Communist Party increasingly dependent on the military to maintain its monopoly on power and ensure domestic order, senior military officers are overtly influencing foreign policy,” wrote Brahma Chellaney, a defense analyst at Delhi’s Center for Policy Research. 

But the Indians, like their fellow Asians, really do not want to go beyond containment-lite with China — for now. Sure India and China are at odds over borders and Pakistan, but China is now India’s largest trading partner. 

Also, never forget that Indian foreign policy has a long history of nonalignment. “Until a year ago, the big Indian debate was how do we deal with American hegemony,” said the Indian strategist C. Raja Mohan. Many of India’s older elites still fear U.S. “imperialism” and “neo-Liberalism.” 

And, finally, says the Indian defense analyst Kanti Basu: “Deep down, the Indians who pay attention in the strategic community sense that the Chinese are rising and the Americans are fading — and it doesn’t look like the Americans are going to fix their problems any time soon.” So don’t bet the silverware on America. 

No, India is not going to jump into America’s arms. But we’re not asking it to. Democracy, geopolitics, geography and economics are all combining to move America and India closer together. And that’s a good thing for both. If China plays it smart, Indian-American relations will never go beyond pre-containment. But if China doesn’t play it smart, Obama to India could one day become the new Nixon to China: my enemy’s enemy is my new best friend. 
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In Message to G-20 Leaders, Obama Aims to Calm Tensions

By SEWELL CHAN and SHERYL GAY STOLBERG
Published: November 10, 2010

SEOUL, South Korea — President Obama, marking the start of a summit meeting that has already tested the limits of international cooperation, implored other world leaders on Wednesday to shift global economic demand away from its historic reliance on American consumption and borrowing. 

In a letter to other leaders of the Group of 20 economic powers, released shortly after he arrived here, Mr. Obama tried to calm the currency tensions that have roiled global economic relations, though he did not mention by name the two most prominent sources of the tension: China’s foreign-exchange interventions and the Federal Reserve’s recent decision to inject $600 billion into the economy. 

“We all now recognize that the foundation for a strong and durable recovery will not materialize if American households stop saving and go back to spending based on borrowing,” Mr. Obama wrote. “Yet no one country can achieve our joint objective of a strong, sustainable and balanced recovery on its own.” 

In an op-ed article for The Wall Street Journal, the Treasury secretary, Timothy F. Geithner, joined Tharman Shanmugaratnam, the finance minister of Singapore, and Wayne Swan, the treasurer of Australia, in warning that a “two-track recovery will dominate the global economy for a long time to come” and will require new forms of cooperation. 

Together, Mr. Obama’s letter and Mr. Geithner’s article amounted to a strategy that mixed an appeal to reason, an avoidance of confrontation and more than a little humility. The benefit of their approach, they said, would be higher overall growth in the long term. 

But it remained to be seen whether China and Germany, the world’s two most powerful surplus economies, would take steps to curb their reliance on exports, their high rates of savings and their relatively low consumption, as American officials argue is needed. In the run-up to the two-day meeting that began Wednesday, officials from both nations unleashed stinging criticism at the Fed, accusing the United States central bank of essentially playing tricks with its economy to prop up its lagging recovery. 

Mr. Obama’s letter indirectly defended the Fed, buttressing his argument that the world needs a robust American recovery in the United States even though it should no longer depend on the American consumer to serve as the mainstay of demand. 

“A strong recovery that creates jobs, income and spending is the most important contribution the United States can make to the global recovery,” Mr. Obama wrote in the letter. “The dollar’s strength ultimately rests on the fundamental strength of the U.S. economy.” 

Mr. Obama’s letter reiterated goals the Americans have been articulating for months, but he omitted specific policy prescriptions — notably, a proposal by Mr. Geithner that each G-20 economy commit to limiting the surplus or deficit on its current account, a broad measure of a nation’s trade, to no more than 4 percent. 

“A rebalancing of the sources of global demand, along with market determination of exchange rates that reverses significant undervaluation, are the best base for the shifts needed to bring about the vigorous and well-balanced recovery that we all want,” Mr. Obama wrote. “When all nations do their part — emerging no less than advanced, surplus no less than deficit — we all benefit from higher growth.” 

In his article with Mr. Tharman and Mr. Swan, Mr. Geithner was slightly more pointed. 

“Currency issues were once left to the United States, Europe, and Japan, but that will no longer work in the new world economy,” he wrote, acknowledging that the days in which American officials could more or less dictate global monetary policy were ended. 

The three men wrote that “the currencies of the major advanced economies are roughly in alignment with each other today” and should avoid currency volatility, but also added that “emerging economies need to allow their exchange rates to reflect the substantial growth they have achieved in their economies over the last decade.” 

The pair of new American statements also acknowledged the anxiety felt by fast-growing emerging markets like South Korea, the host of this year’s G-20 summit meeting, over the surge of capital flows that have been entering their economies, driving up currencies, interest rates and inflation and raising the risk of unsustainable asset bubbles. 

“This is a better problem to have than the alternative, but capital inflows create pressures, especially in asset markets that must be managed carefully and with a range of policy tools,” Mr. Geithner, Mr. Tharman and Mr. Swan wrote. 

Despite the conciliatory tone, it remained far from clear how much Mr. Obama and Mr. Geithner’s message would affect the final G-20 communiqué, which will be released Friday and requires the consensus of all the members. 

Uri Dadush, who directs the international economics program at the Carnegie Endowment for International Peace, said the system of flexible exchange rates that had existed since 1971 was at risk of breaking down. 

“At the heart of the problem is the unwillingness of the big players — and here I would single out the United States, Germany and China — to deal with their own domestic problem,” Mr. Dadush said. 

He said that United States needed to stimulate demand in the short run but curb its addiction to borrowing in the long run; that China needs to reduce its reliance on exports and allow its consumers to buy more and save less; and that Germany needs to wean itself off the fixation on frugality and productivity that helped it through reunification in 1990 but now pose a threat to the economic integration of Europe. 

Mr. Dadush’s view is the mainstream one, and one shared by the United States. As Mr. Obama put it: “Just as the United States must change, so to must those economies that have previously relied on exports to offset weaknesses in their own demand.” 

And yet the road to getting there goes through what seem to be insurmountable political hurdles. 

“China wants to preserve export-led growth strategy and on the other hand the United States needs the impetus of a weaker dollar,” said Arvind Subramanian, an economist at the Peterson Institute for International Economics and the Center for Global Development. “These are fundamentally incompatible objectives. Each side has become so powerful geopolitically that neither side has the levers to persuade the other change.” 

China does not seem persuaded that rebalancing is in its short-term interests, Mr. Subramanian said, adding, “Until that plays itself out, I don’t see any quick, easy or frictionless way forward.” 

Mr. Subramanian said he was also skeptical about the effectiveness of American appeals to China’s perceived self-interest. 

“It’s always awkward for outsiders to tell China what’s in its self-interest,” he said. “This is a country that has posted the longest, highest rates of economic growth in history. Outside advice is simply not credible, even if it’s economically true.” 
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Debt Plan Ideas Draw Scorn of Liberals and Tea Party

By JACKIE CALMES
Published: November 11, 2010

WASHINGTON — By putting deep spending cuts and substantial tax increases on the table, President Obama’s bipartisan debt-reduction commission has exposed fissures in both parties, underscoring the volatile nature and long odds of any attempt to address the nation’s long-term budget problems. 

Among Democrats, liberals are in near revolt against the White House over the issue, even as substantive and political forces push Mr. Obama to attack chronic deficits in a serious way. At the same time, Republicans face intense pressure from their conservative base and the Tea Party movement to reject any deal that includes tax increases, leaving their leaders with little room to maneuver in any negotiation and at risk of being blamed by voters for not doing their part. 

Mr. Obama, on a diplomatic tour of Asia in which the fiscal condition of the United States has been a recurring backdrop, maintained his silence on Thursday about the particulars of the draft deficit-reduction plan the commission chairmen had released the day before. 

“The only way to make those tough choices historically has been if both parties are willing to move forward together,” he said at a news conference in Seoul, South Korea. “And so before anybody starts shooting down proposals, I think we need to listen, we need to gather up all the facts. I think we have to be straight with the American people.” 

Mr. Obama’s stance was at the request of the chairmen, Alan K. Simpson, a former Republican Senate leader, and Erskine B. Bowles, a White House chief of staff to President Bill Clinton, who wanted to avoid any statements that might prejudice the panel’s deliberations before its Dec. 1 deadline. But it was also a response to the outcry from both conservatives against taxes and from Mr. Obama’s liberal base against the plan’s proposed long-term cuts in domestic programs across the board, including Social Security and Medicare. 

The liberals are already frustrated with the White House on issues like the Afghanistan war and what to do about the Bush-era tax cuts, which expire Dec. 31, and are increasingly uncertain about Mr. Obama’s willingness to fight for long-held party priorities. That question loomed over a meeting at the White House on Thursday between progressive activists and administration aides about strategy for dealing with the Bush tax cuts in the Congressional lame-duck session that begins next week. 

Several activists who attended said in interviews that they sought reassurance after a report Thursday suggesting that the White House was prepared to acquiesce in extending the tax cuts for income above $250,000, as Republicans have demanded. 

While David Axelrod, Mr. Obama’s senior strategist, subsequently denied that the White House position had shifted, the immediate suspicion among liberals that the administration was abandoning them reflected broader insecurity among the president’s allies on the left that he would move to center for the rest of his term. 

“Dealing seriously with these things is fraught with political peril for both parties, but at some point not dealing with these issues is also fraught with political peril,” Mr. Axelrod said in an interview. 

So riled are some liberals about the Bowles-Simpson plan that, privately, several suggested that if Mr. Obama were to embrace its major parts, he would invite a primary challenge in 2012. 

Republican Congressional leaders, three of whom are on the commission, similarly remained neutral about the draft, even as conservative groups condemned its proposals to raise revenues. 

To these groups, the plan’s call to drastically lower income tax rates for individuals and corporations holds no appeal. That is because the reductions are tied to proposals to restrict or repeal tax breaks for investors and corporations, with additional tens of billions of dollars in revenue left over to reduce deficits. 

The Web site of Americans for Tax Reform, which is led by the influential antitax activist Grover Norquist, warned Republicans bluntly, “Support for the commission chair plan would be a violation of the Taxpayer Protection Pledge, which over 235 congressmen and 41 senators have made to their constituents.” 

Republicans would also be looking over their shoulders at the growing ranks of the Tea Party. Ryan Hecker, from the Houston chapter, said it would be “a big mistake” for Republicans to go along with tax increases. “I think that is something that would not sit well with members of the Tea Party,” he said. 

Emboldened by their victories, Tea Party members are mobilizing for 2012 to work against any Republican who shows signs of compromising. Among Republicans who may well face rivals in the 2012 party primaries are Senators Olympia J. Snowe of Maine, Scott Brown of Massachusetts, Richard Lugar of Indiana and Orrin G. Hatch of Utah. 

Mr. Lugar, who began his long Senate career as indisputably conservative but is now seen by many as a moderate as the party has turned further right, said the Tea Party was no “irresponsible fringe” in an essay this week for a publication of the Ripon Society, a moderate Republican group. But, he added, Republicans must not reflexively oppose everything Democrats propose. 

“Opposing unsound administration policies remains important,” Mr. Lugar wrote, adding, “But simple, unadorned ‘opposition’ is mistaken, from both the policy and political perspectives.” 

With Republicans taking charge of the House, they face pressure to go beyond campaign claims and produce a budget with cuts that live up to their promises. 

“There is a ton of postelection survey evidence that the American people are fed up with rejectionism, and want the parties to work harder to find common ground,” said William A. Galston, a former adviser to Mr. Clinton. “But there’s a caveat, and this is critical: While a majority of independents, Democrats and swing voters are for compromise over standing on principle, a majority of Republican voters are against compromise and for standing on principle.” 

Certainly Mr. Obama’s inclination, before the election drubbing, was to turn to major long-term reductions in projected annual deficits and to make changes that would ensure Social Security’s solvency until the end of this century. But if he chooses a path like that, he must take time to educate the public about the tradeoffs, said Geoff Garin, a Democratic pollster and strategist. 

“What he did in health care was he engaged Washington without first trying to engage America,” Mr. Garin said. “And on deficit reduction it has to work the other way around. For the next two years, who he is as president is as important as what he does as president.” 
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G-20 Leaders Defer Decisions on Curbing Imbalances

By SEWELL CHAN and SHERYL GAY STOLBERG
SEOUL, South Korea — Leaders of the world’s biggest economies agreed on Friday to curb “persistently large imbalances” in saving and spending that impede the global recovery, but deferred until next year tough decisions on how to identify and fix them. 

President Obama took questions during a news conference at the end of the summit. 

The compromise agreement was the culmination of a two-day summit meeting of leaders of the Group of 20 industrialized and emerging powers. The Obama administration called the outcome a success because it reflected a consensus that longstanding economic patterns — the United States consuming too much and China too little — were no longer sustainable. 

But the agreement also reflected the rising clout of China, which resisted a narrow emphasis on its currency policy and insisted that an examination of imbalances include fiscal, monetary and financial sector policies, not just exchange rates. 

However, China’s president, Hu Jintao, pledged to shift the Chinese economy away from reliance on exports and toward domestic consumption — a strategy strongly urged by the United States. Such a shift, more than any pronouncement by the G-20, could go a long way toward stabilizing the world economic system. 

President Obama underscored the emphasis on imbalances, saying that he had raised China’s exchange-rate policy with Mr. Hu and that “we will closely watch the appreciation of China’s currency.” Mr. Obama, who had brought a trade-driven agenda to his 10-day trip to Asia but occasionally found his priorities frustrated, warned, “No nation should assume that their path to prosperity is paved simply with exports to the United States.” “Uneven growth and widening imbalances are fueling the temptation to diverge from global solutions into uncoordinated actions,” the leaders acknowledged in a joint statement. “However, uncoordinated policy actions will only lead to worse outcomes for all.” 

The statement tried to uphold the credibility and usefulness of the G-20’s role as the premier mechanism for global economic cooperation in the face of substantial skepticism. “We hold ourselves accountable,” the leaders said. “What we promise, we will deliver.” 

But the summit meeting yielded few specifics on how to fix the imbalances. 

“It’s fair to say we didn’t resolve those issues here,” said the Canadian prime minister, Stephen Harper. “These are not going to be easy issues to resolve but I think we’ve got everyone talking the same language, everyone understanding longer term what has to be done.” 

The G-20 leaders directed their finance ministers and central bank governors to agree on a set of “indicative guidelines” to identify large imbalances by the middle of 2011. Then the International Monetary Fund will make an assessment of “their nature and the root causes of impediments to adjustment” before the next G-20 leaders’ meeting, to be hosted by France late next year. 

The guidelines would help “facilitate timely identification of large imbalances that require preventive and corrective actions to be taken.” 

South Korean officials, proud of being the first emerging-market country to host the G-20 leaders, tried to put the best face on the agreement. “We are all in one boat of destiny,” President Lee Myung-bak said. 

Hyun Song Shin, a professor at economics at Princeton University who has been a top adviser to Mr. Lee, said in an interview, “We changed the terms of the debate. Just a month ago, everyone was pessimistic about the future of cooperation. There was talk about currency wars and competitive devaluations and very pessimistic news stories about the G-20 being completely useless.” Mr. Shin added: “We’ve had a breakthrough — we shifted the debate away from just exchange rates to one about macroeconomic imbalances . That’s a shift the U.S. and China could sign on to.” 

At a news conference, Mr. Obama expressed unusual irritation, suggesting that the press had excessively emphasized discord within the G-20. But it was hard to find any leader claiming that the outcome was a triumph of global cooperation. 

“The Seoul agreement is better than a disagreement,” said President Nicolas Sarkozy. 

“This was more a G-20 of debate than a G-20 of conclusion,” said Dominique Strauss-Kahn, managing director of the International Monetary Fund. 

Perhaps the only big winner from the meeting was the I.M.F. The G-20 leaders ratified changes in the governance of the IMF that will expand representation of emerging-market countries, expanded several I.M.F. lending programs that can be used in an emergency liquidity crunch, and empowered the fund to help address the imbalances. 

Mr. Strauss-Kahn acknowledged that the meeting made only partial progress on the toughest issues facing the global economy. It reflected, he said, a move from a crisis phase , in which the G-20 came together on stimulating their economies and overhauling financial regulations , into a postcrisis era. 

“In the first phase, cooperation, which is the goal of the G-20, was mandatory,” he said. “In the second phase, which is now opening, cooperation is now voluntary.” 

Mr. Strauss said of the fixing imbalances: “It’s a process that will take more than one meeting to be done. I don’t think we can say it’s a problem that has been put aside, with an unlimited timeline, not knowing when it will be done. But what is true is that it’s a complicated problem. 

“In our view, the I.M.F. view, we need a quick answer. But obviously in the countries’ view, we can wait a little and work a little more to have this correctly defined. It hasn’t been deferred, but it will take a little time to establish.” 

The basic tension, it seemed, is that countries are going their own ways while acknowledging that they probably shouldn’t. “Countries are sovereign entities,” Mr. Strauss-Kahn said. “They want to have their own policies. At the same time, they understand that more and more in the globalized world, they need to take into account their spillovers and interactions and can’t act independently.” 

Sewell Chan and Sheryl Gay Stolberg reported from Seoul, and David E. Sanger from Washington.

NYT

Currency Fight With China Divides U.S. Business

By DAVID BARBOZA
Published: November 16, 2010

ZHUJI, China — For American business, the United States currency dispute with China is a two-sided coin. 




For American exporters like Staco Systems, above, a weak dollar makes its products more attractive abroad. 



Workers make socks at Shuangjin Knitting and Textile in Zhuji, China. 
On the tails-we-lose side are companies like New York-based PS Brands, one of the biggest American importers of socks. With the Obama administration pressing China to raise the value of its currency, the cost of Chinese-made socks is likely to rise. So PS Brands’ main supplier here is demanding shorter contracts at higher prices. 

“Before, I could price six months out,” Elie Levy, chief executive of PS Brands, said during a recent factory visit here. “Now they only want to price 30 or 40 days out because the dollar could lose value.” 

For the heads-we-win side, look to an American company 9,000 miles away, in Irvine, Calif., where the prospect of a weaker dollar is actually good news. There, Staco Systems, a maker of aerospace electronics, has a growth business selling parts to state-owned aviation companies in China. If anything, a stronger Chinese renminbi would make Staco’s products even more attractive to buyers in China. 

PS Brands’ problems, contrasted with Staco’s opportunities, make clear why American businesses are far from unified on whether Washington should be waging a currency fight with China. 

United States monetary policy has already caused the dollar to drop in value this year against most other major currencies. But the dollar’s value has fallen only modestly against the renminbi. That is because Beijing has kept the renminbi artificially low by pegging it to the dollar — instead of letting it float to its market level, as most other global currencies do. 

Beijing’s critics say the artificially low renminbi, by making Chinese exports cheaper than they otherwise might be, has helped China run up its huge trade surplus with the United States and much of the rest of the world. 

At the Group of 20 summit meeting in Seoul, South Korea, last week, President Obama chided China on its currency policy, calling for Beijing to “act in a responsible fashion internationally” and saying the undervalued renminbi was “an irritant to a lot of China’s trading partners and those who are competing with China to sell goods around the world.” 

Beijing countered that between 2005 and 2008, when the value of the renminbi rose by about 20 percent against the dollar, it had little braking effect on the soaring United States trade deficit with China. Chinese officials say Washington is simply searching for a scapegoat. 

“China will do its best to manage its economy, and never blame others for its own problems,” China’s president, Hu Jintao, said on his way to the Seoul meeting. 

Big American multinational manufacturing companies can feel the pinch of dollar-renminbi fluctuations. In many cases, though, they have set up operations in China and elsewhere that let them hedge by doing business in local currencies. 

But currency exchange rates are a much bigger factor for the many small and midsize American companies that still manufacture on shore, like Staco. They tend to embrace a dollar policy that would make their export prices lower. 

Meanwhile, the American companies most likely to oppose Washington’s currency fight with Beijing are businesses like PS Brands — Wal-Mart would be another good example — that get their goods from China and sell them in the United States. Those companies’ balance sheets are likely to suffer, and American consumers more likely to feel the effect, when the cost goes up on Chinese imports — whether socks, sofas or smartphones. 

What often gets lost in the heated rhetoric, though, is that American and Chinese officials actually agree in principle that more balanced trade is healthier for the global economy. Where they diverge is on how fast to get there. 

The Obama administration wants fast action because it worries that the growing United States trade deficit will continue to threaten jobs and economic growth. But Chinese officials worry that letting the renminbi rise too quickly would bankrupt coastal factories that price their goods in dollars and that already operate on thin profit margins, destroying tens of millions of jobs. 

As a result, Beijing has allowed the renminbi to rise against the dollar only moderately, by about 3 percent this year. China’s critics say it needs to rise by as much as 20 percent more. 

The challenges to both sides are evident here in the city of Zhuji, two hours south of Shanghai, where Mr. Levy arrived recently to negotiate the purchase of about $1 million worth of socks. 

PS Brand, which had $58 million in revenue last year, is a private company with 35 employees. Its Chinese supplier is Shuangjin Knitting and Textile, which operates a 300,000-square-foot factory here that will produce about 43 million pairs of socks this year. Dealers like PS Brands distribute those socks to customers like Wal-Mart, Adidas and Disney. 

On the crisp, autumn day of Mr. Levy’s visit, about 75 workers were busy stitching, sorting and packaging thousands of socks headed for America, including labels featuring the cartoon character Dora the Explorer. 

The factory’s boss, a friendly, 41-year-old entrepreneur named Yang Tiefeng, boasts that he has sock manufacturing down to a science. His facility can churn out 5,000 pairs of socks every hour at a cost of about 25 cents a pair, he says, which at current exchange rates still leaves him a tiny profit. 

Analysts say those socks retail in the United States for about $2.99, with the difference divided among shippers, middlemen, marketers and the retailer. 

But even without the currency fight, the economics of sock-making here are shifting. This year, labor shortages in China’s booming coastal factory towns have pushed up factory wages. And skyrocketing cotton prices, propelled by bad weather in cotton-producing regions, have been an even sharper blow. 

During a tour of his factory last week, Mr. Yang said the prospect of a strengthening renminbi and a weakening dollar would create more hardship. Most Chinese factories sign long-term contracts in dollars; and if the dollar slides, factories here lose. 




As the United States presses China to raise the value of its currency, the cost of Chinese-made goods, like socks from Shuangjin Knitting and Textile is likely to rise. 
 “It’s unfair,” Mr. Yang says. 

Not surprisingly, Shuangjin’s recent negotiation with PS Brands, its biggest American customer, was tense. Mr. Levy warned that big retailers back home were pressing him to hold down costs in China because of weak spending by American consumers. Mr. Yang countered that he was strained by the soaring cotton prices. 

After the talks ended, Mr. Yang walked into a conference room and exhaled. He declined to divulge details, saying only that a deal had been struck. 

“That was tough,” he said, noting that currency was a major sticking point. “I told my clients today, ‘If you want to order, do it today, because if you wait the price will be different.’ ” 

One thing Mr. Levy and Mr. Yang agree about: it is only a matter of time before pricing pressures in factories like Shuangjin’s result in higher consumer prices for Americans. 

The mood is distinctly different at Staco Systems’ factory in Irvine, where Staco is building airplane cockpit gear for a state-owned Chinese company named Avic. 

The United States long ago surrendered most low-skill manufacturing and assembly to China. But many higher-technology components, like microchips and specialized tools, are still made in the United States. 

At Staco’s factory, workers blend precious metals, like gold and silver, with complex plastics to create buttons and switches for plane makers like Boeing and Airbus. The switches, which must be durable enough to withstand military demands and have special optics for all types of lighting conditions, are often priced as high as $500 each. 

In the last two years Staco has expanded its payroll, to about 100 employees now, and it is selling to China’s fast-growing aviation industry. And with the dollar’s value declining against other currencies, Chinese buyers can afford more of Staco’s gear, as its prices are increasingly competitive with European companies’ products. “China will be our fastest-growing market over the next few years,” said Jason Childs, vice president for sales and marketing at Staco Systems, which is privately held and had revenue of about $20 million last year. 

That, in microcosm, is what American officials want from a stronger renminbi relative to the dollar: more exports and job creation. 

But Mr. Levy at PS Brands says the rise of the renminbi is going to have cruel side effects: job losses in America’s retail sector and higher prices for consumers. 

“This is hurting the U.S. consumer who can afford it the least,” Mr. Levy said. “If people are struggling, how are they going to pay more for socks?” 
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China Move Could Counter Fed’s Efforts

By KEITH BRADSHER
Published: November 19, 2010

HONG KONG — China’s central bank unexpectedly announced on Friday night that it would require commercial banks to set aside a bit more money. It was the second such move by Beijing this month and the clearest sign yet that China means to counter the Federal Reserve’s monetary easing in the United States. 

Commercial banks were ordered to transfer an additional 0.5 percent of their assets by Nov. 29 to very low-yielding accounts at the central bank, the People’s Bank of China. The central bank relies mainly on these reserves for the renminbi it requires to buy about $1 billion a day worth of dollars, euros and other currencies — purchases that prevent the renminbi from appreciating. 

Beijing, which has largely resisted United States pressure to let the renminbi rise, has argued that that the Federal Reserve’s recent easy-money actions are a de facto devaluation of the dollar. 

The central bank ordered commercial banks to increase their reserves after many news reports that Ben S. Bernanke, the Federal Reserve chairman, would criticize China on Friday for its currency policies. But the Chinese central bank issued its new regulation before Mr. Bernanke actually spoke, in Frankfurt. 

The bank did not mention the Federal Reserve in its one-sentence announcement, which described the move as undertaken “in order to strengthen liquidity management and appropriately control money and credit.” 

But economists were quick to point out that the Chinese central bank had chosen a policy stance particularly well suited to holding down the value of the renminbi against the dollar, at a time when the Federal Reserve was trying to increase the supply of dollars by buying longer-denominated Treasuries. 

Qu Hongbin, the co-head of Asian economic research at HSBC, wrote in a research note on Friday evening that higher reserve requirements for commercial banks showed that the People’s Bank was “prepared to do whatever it takes to fend off the impact” of the Fed’s monetary easing policies. 

Most Western economists, and even some Chinese economists, had been predicting that the Chinese central bank would raise interest rates instead of raising reserve requirements. 

Higher interest rates would help cool activity in a Chinese economy that may be overheating. Consumer prices rose 4.4 percent in the 12 months through October, and broadly measured money supply is up 54 percent in the last two years. 

Higher interest rates would also reward depositors, many of whom are elderly Chinese. And higher rates would increase costs for borrowers, particularly the state-owned enterprises that account for up to 90 percent of the borrowing in China because of their political clout. 

But raising interest rates would also make it even more attractive for international investors to buy renminbi and invest them in China, which would very likely lead to a strong renminbi. The Chinese government is already struggling to continue holding down the value of the renminbi; its relative weakness against the dollar has been crucial to China’s emergence as the world’s largest exporter. 

China’s large trade surpluses have created millions of jobs in China, although critics point out that this has been at the expense of employment in its trading partners. 

China is also moving rapidly into the manufacture of telecommunications equipment, cars, solar panels and other sophisticated goods in which it competes directly with the United States instead of with emerging economies. That has made it even more important for Chinese companies to have a competitive advantage from a weak currency, and the resulting lower prices of their exports, as they establish footholds in the American market. 

To battle inflation, the People’s Bank is already trying to limit incoming investments by people and companies that want to buy Chinese stocks, bonds and real estate. The commerce ministry said this week that it was also tightening scrutiny of incoming investment in new factories and other big projects. 

The central bank already requires large commercial banks to park 17.5 percent of their deposits at the central bank. The new order means that requirement will rise to 18 percent on Nov. 29. Two Goldman Sachs economists, Helen Qiao and Yu Song, predicted in a research note that China might raise the reserve requirement again by the end of this year so as to further limit lending and control inflation. 

By comparison, the Federal Reserve sets a reserve ratio of 10 percent for all but the smallest banks in the United States, and American banks are not required to hold any reserves against some large categories of deposits. 

In China, the renminbi from commercial banks’ compulsory deposits have been the central bank’s main source of money in buying $2.65 trillion worth of foreign reserves. Raising the reserve requirement ratio not only gives the central bank more renminbi with which to buy dollars but also leaves the commercial banks with fewer to lend, which may help cool speculation in real estate and commodities. 

The State Council, China’s cabinet, announced late Wednesday that it was drafting price controls for a wide range of foods while seeking to make more food and fuel available. Local authorities were also ordered to provide subsidies for the needy. 
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Echoing Obama, Bernanke Presses China on Imbalances

By JACK EWING and SEWELL CHAN
FRANKFURT — Ben S. Bernanke, the Federal Reserve chairman, argued Friday that currency undervaluation by China and other emerging markets was at the root of “persistent imbalances” in trade that “represent a growing financial and economic risk.” 

Mr. Bernanke, in a speech at a European Central Bank conference in Frankfurt, warned that a “two-speed global recovery,” with the richest countries lagging behind fast-growing emerging markets like China and India, was hampering the cooperation the worldwide recovery needs, echoing a main point the Obama administration made — with limited success — when leaders of the Group of 20 economic powers gathered last week in South Korea. 

Emerging countries with flexible exchange rates, like Brazil, Turkey or South Africa are “carrying a double burden,” Mr. Bernanke added. They suffer disproportionately from the imbalances created by export countries with undervalued currencies. 

“The emerging market vs. emergency market dichotomy is one that I think requires a lot more attention,” Mr. Bernanke said during a panel discussion led by Jean-Claude Trichet, president of the European Central Bank. 

While the mood of the conference, filled with central bankers and economists, was amiable, there was a hint of tension when Agustín Carstens, governor of the Bank of Mexico, asked what the United States would do to reduce its trade deficit. 

“Deficit countries have to do their part,” Mr. Bernanke conceded. He said that the United States needs to raise its savings rate further and cut government borrowing. He added that a cheaper dollar will not be enough. 

“It would be difficult for exchange rates by themselves to restore balance,” he said. 

For the last two weeks, the Fed has been criticized for its Nov. 3 decision to inject $600 billion into the banking system through next June, resuming an effort to lower long-term interest rates. 

Those attacks continued Thursday. Speakers at a conference in Washington, organized by the libertarian Cato Institute, warned that the Fed’s monetary policy could lead to asset-price bubbles like the housing boom that crashed in 2007. 

Defending the policies Friday before an audience of central bankers and economists in Frankfurt, Mr. Bernanke said “there is considerable evidence” that securities purchases by the Fed have achieved their goal of raising asset prices. “We don’t want to overpromise,” he said during a question-and-answer session. “The effects are moderate — meaningful, but moderate.” 

Mr. Bernanke’s speech argued that unemployment in the United States is at “unacceptable” levels, and gingerly waded into the fiscal policy debate roiling Washington. 

“In general terms, a fiscal program that combines near-term measures to enhance growth and strong, confidence-inducing steps to reduce longer-term structural deficits would be an important complement to the policies of the Federal Reserve,” Mr. Bernanke said. 

He did not, however, express a view on extending the Bush-era tax cuts, the most contentious fiscal policy choice facing the White House and the lame-duck Congress. 

Even so, by defending the Fed’s actions, calling for global rebalancing and hinting that more fiscal stimulus might be needed, Mr. Bernanke’s remarks amount to an endorsement of crucial elements of President Obama’s economic approach. 

But that endorsement, in turn, could further stoke criticism by Congressional Republicans, who say the Fed is defying voters’ skepticism about large-scale government intervention in the economy and setting the stage for inflation later, and by foreign officials, who fear the Fed is trying to weaken the dollar to make American exports more competitive. 

Though Europe suffers from a stronger dollar, Mr. Trichet spoke warmly of Mr. Bernanke and made no criticism of United States policy. “We strongly share the view that a strong dollar, credible vis-à-vis the other major floating currencies, is very important,” Mr. Trichet said. 

Mr. Bernanke, a Republican economist first appointed by George W. Bush, reiterated his argument that the Fed felt compelled to act because inflation is so low (about half of the Fed’s target of roughly 2 percent) and unemployment so high (stuck at nearly 10 percent for the last 18 months or so). 

“In sum, on its current economic trajectory the United States runs the risk of seeing millions of workers unemployed or underemployed for many years,” he will say. “As a society, we should find that outcome unacceptable.” 

Mr. Bernanke said that the Fed’s first, $1.7 trillion round of asset purchases, which lasted from December 2008 to last March, helped stabilize the economy. By resuming the purchases, the Fed “seeks to support the economic recovery, promote a faster pace of job creation and reduce the risk of a further decline in inflation that would prove damaging to the recovery.” 

(In the speech he also argued that “quantitative easing,” the term markets have used to describe the bond-buying strategy, was an “inappropriate” phrase because it usually referred to policies that aim to change the quantity of bank reserves, rather than affect interest rates, as the Fed is trying to do.) 

The speech included indirect responses to domestic and overseas critics. He also argued that the Fed “remains unwaveringly committed to price stability” and that buttressing growth was “the best way to continue to deliver the strong economic fundamentals that underpin the value of the dollar.” 

The speech addresses the anxieties of Brazil, Thailand and other emerging economies, which fear that a surge of foreign capital will drive up prices and interest rates. 

Henrique Meirelles, governor of the Central Bank of Brazil, said at the Frankfurt conference that “it’s simply a fact that there are global imbalances — we have these kinds of capital inflows which create distortions.” 

“We should work toward global coordination and so forth,” Mr. Meirelles said during the panel discussion with Mr. Bernanke. “At the same time every jurisdiction has to be very clear about protecting its own economy from these imbalances.” 

If exchange rates were allowed to move freely, Mr. Bernanke argued, emerging markets would raise interest rates — and allow their currencies to appreciate — even as advanced economies like the United States maintained expansionary monetary policies. That would curb the emerging markets’ trade surpluses and shift demand toward domestic consumption and away from export-led growth. 

Instead, Mr. Bernanke said, currency undervaluation in big surplus economies has led to unbalanced growth and “uneven burdens of adjustment.” 

Since “the ultimate purpose of economic growth is to deliver higher living standards at home,” the speech stated, surplus countries should satisfy domestic needs instead of focusing mainly on exports. 

Without naming China explicitly, Mr. Bernanke warned that its “pursuit of export-led growth cannot ultimately succeed if the implications of that strategy for global growth and stability are not taken into account.” 

Dominique Strauss-Kahn, managing director of the International Monetary Fund, expressed concern that achieving international agreement could be more difficult now that the worst of the financial crisis seemed to be over, 

“This willingness to try to work together and have a cooperative approach is not as strong as it has been.” He added later, though, that he thought at least some people in the Chinese government “have in mind they need to move in the right direction.” 

Before Mr. Bernanke departed for Frankfurt, other Fed officials rallied to the central bank’s defense. 

In a speech at Case Western Reserve University, Sandra Pianalto, president of the Federal Reserve Bank of Cleveland, defended the asset purchases, saying that the recovery had been “exceptionally gradual “ and that she did not expect unemployment to fall below 8 percent before 2013. 

Even so, she tried to reassure inflation-fearing skeptics, saying: “The main variable the Federal Reserve can control over time is the price level. Ensuring price stability is our job.” 

At a speech in Chicago, Narayana R. Kocherlakota, president of the Minneapolis Fed, also defended quantitative easing. 

He said that in normal times, if the Fed let banks create more money, that could spur inflation. But, he said, that “this basic logic isn’t valid in current circumstances” because banks were sitting on nearly $1 trillion in excess reserves held at the Fed. 

“This means that they are not using a lot of their existing licenses to create money,” he said. “Q.E. gives them $600 billion of new licenses to create money, but I do not see why they would suddenly start to use the new ones if they weren’t using the old ones.” 

Still, he said the effects of the Fed’s new policy “are likely to be relatively modest.” 
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U.S.G. and P.T.A.

By THOMAS L. FRIEDMAN
Published: November 23, 2010

For me, the most frightening news in The Times on Sunday was not about North Korea’s stepping up its nuclear program, but an article about how American kids are stepping up their use of digital devices: “Allison Miller, 14, sends and receives 27,000 texts in a month, her fingers clicking at a blistering pace as she carries on as many as seven text conversations at a time. She texts between classes, at the moment soccer practice ends, while being driven to and from school and, often, while studying. But this proficiency comes at a cost: She blames multitasking for the three B’s on her recent progress report. “I’ll be reading a book for homework and I’ll get a text message and pause my reading and put down the book, pick up the phone to reply to the text message, and then 20 minutes later realize, ‘Oh, I forgot to do my homework.’ ” 

I don’t want to pick on Miller. I highlight her words only because they’re integral to a much larger point: Our unemployment today is not only because of the financial crisis. There are some deeper problems. If we’re going to get more Americans back to work, we will need more stimulus from the U.S.G. — the U.S. government — from the top down. But we will also need more stimulus from the P.T.A.’s — the Parent Teacher Associations — from the bottom up. 

The deeper problems fostering unemployment in America today can be summarized in three paragraphs: 

Global competition is stiffer. Just think about two of our most elite colleges. When Harvard and Yale were all male, applicants had to compete only against a pool of white males to get in. But when Harvard and Yale admitted women and more minorities, white males had to step up their game. But when the cold war ended, globalization took hold. As Harvard and Yale started to admit more Chinese, Indians, Singaporeans, Poles and Vietnamese, both American men and women had to step up their games to get in. And as the education systems of China, India, Singapore, Poland and Vietnam continue to improve, and more of their cream rises to the top and more of their young people apply to Ivy League schools, it is only going to get more competitive for American men and women at every school. 

Then, just as the world was getting flattened by globalization, technology went on a rampage — destroying more low-end jobs and creating more high-end jobs faster than ever. What computers, hand-held devices, wireless technology and robots do in aggregate is empower better-educated and higher-skilled workers to be more productive — so they can raise their incomes — while eliminating many lower-skilled service and factory jobs altogether. Now the best-educated workers, capable of doing the critical thinking that machines can’t do, get richer while the least-educated get pink slips. (We used to have a receptionist at our office. She was replaced by a micro-chip. We got voice mail.) 

Finally, just when globalization and technology were making the value of higher education greater than ever, and the price for lacking it more punishing than ever, America started slipping behind its peers in high school graduation rates, college graduation and global test scores in math and critical thinking. 

As Education Secretary Arne Duncan put it to me in an interview, 50 years ago if you dropped out, you could get a job in the stockyards or steel mill and still “own your own home and support your family.” Today, there are no such good jobs for high school dropouts. “They’re gone,” said Duncan. “That’s what we haven’t adjusted to.” When kids drop out today, “they’re condemned to poverty and social failure.” There are barely any jobs left for someone with only a high school diploma, and that’s only valuable today if it has truly prepared you to go on to higher education without remediation — the only ticket to a decent job. 

Beyond the recession, this triple whammy is one of the main reasons that middle-class wages have been stagnating. To overcome that, we need to enlist both the U.S.G. and the P.T.A. We need teachers and principals who are paid better for better performance, but also valued for their long hours and dedication to students and learning. We need better parents ready to hold their kids to higher standards of academic achievement. We need better students who come to school ready to learn, not to text. And to support all of this, we need an all-society effort — from the White House to the classroom to the living room — to nurture a culture of achievement and excellence. 

If you want to know who’s doing the parenting part right, start with immigrants, who know that learning is the way up. Last week, the 32 winners of Rhodes Scholarships for 2011 were announced — America’s top college grads. Here are half the names on that list: Mark Jia, Aakash Shah, Zujaja Tauqeer, Tracy Yang, William Zeng, Daniel Lage, Ye Jin Kang, Baltazar Zavala, Esther Uduehi, Prerna Nadathur, Priya Sury, Anna Alekeyeva, Fatima Sabar, Renugan Raidoo, Jennifer Lai, Varun Sivaram. 

Do you see a pattern? 
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From WikiChina

By THOMAS L. FRIEDMAN
Published: November 30, 2010

While secrets from WikiLeaks were splashed all over the American newspapers, I couldn’t help but wonder: What if China had a WikiLeaker and we could see what its embassy in Washington was reporting about America? I suspect the cable would read like this: 
Washington Embassy, People’s Republic of China, to Ministry of Foreign Affairs Beijing, TOP SECRET/Subject: America today. 

Things are going well here for China. America remains a deeply politically polarized country, which is certainly helpful for our goal of overtaking the U.S. as the world’s most powerful economy and nation. But we’re particularly optimistic because the Americans are polarized over all the wrong things. 

There is a willful self-destructiveness in the air here as if America has all the time and money in the world for petty politics. They fight over things like — we are not making this up — how and where an airport security officer can touch them. They are fighting — we are happy to report — over the latest nuclear arms reduction treaty with Russia. It seems as if the Republicans are so interested in weakening President Obama that they are going to scuttle a treaty that would have fostered closer U.S.-Russian cooperation on issues like Iran. And since anything that brings Russia and America closer could end up isolating us, we are grateful to Senator Jon Kyl of Arizona for putting our interests ahead of America’s and blocking Senate ratification of the treaty. The ambassador has invited Senator Kyl and his wife for dinner at Mr. Kao’s Chinese restaurant to praise him for his steadfastness in protecting America’s (read: our) interests. 

Americans just had what they call an “election.” Best we could tell it involved one congressman trying to raise more money than the other (all from businesses they are supposed to be regulating) so he could tell bigger lies on TV more often about the other guy before the other guy could do it to him. This leaves us relieved. It means America will do nothing serious to fix its structural problems: a ballooning deficit, declining educational performance, crumbling infrastructure and diminished immigration of new talent. 

The ambassador recently took what the Americans call a fast train — the Acela — from Washington to New York City. Our bullet train from Beijing to Tianjin would have made the trip in 90 minutes. His took three hours — and it was on time! Along the way the ambassador used his cellphone to call his embassy office, and in one hour he experienced 12 dropped calls — again, we are not making this up. We have a joke in the embassy: “When someone calls you from China today it sounds like they are next door. And when someone calls you from next door in America, it sounds like they are calling from China!” Those of us who worked in China’s embassy in Zambia often note that Africa’s cellphone service was better than America’s. 

But the Americans are oblivious. They travel abroad so rarely that they don’t see how far they are falling behind. Which is why we at the embassy find it funny that Americans are now fighting over how “exceptional” they are. Once again, we are not making this up. On the front page of The Washington Post on Monday there was an article noting that Republicans Sarah Palin and Mike Huckabee are denouncing Obama for denying “American exceptionalism.” The Americans have replaced working to be exceptional with talking about how exceptional they still are. They don’t seem to understand that you can’t declare yourself “exceptional,” only others can bestow that adjective upon you. 

In foreign policy, we see no chance of Obama extricating U.S. forces from Afghanistan. He knows the Republicans will call him a wimp if he does, so America will keep hemorrhaging $190 million a day there. Therefore, America will lack the military means to challenge us anywhere else, particularly on North Korea, where our lunatic friends continue to yank America’s chain every six months so that the Americans have to come and beg us to calm things down. By the time the Americans do get out of Afghanistan, the Afghans will surely hate them so much that China’s mining companies already operating there should be able to buy up the rest of Afghanistan’s rare minerals. 

Most of the Republicans just elected to Congress do not believe what their scientists tell them about man-made climate change. America’s politicians are mostly lawyers — not engineers or scientists like ours — so they’ll just say crazy things about science and nobody calls them on it. It’s good. It means they will not support any bill to spur clean energy innovation, which is central to our next five-year plan. And this ensures that our efforts to dominate the wind, solar, nuclear and electric car industries will not be challenged by America. 

Finally, record numbers of U.S. high school students are now studying Chinese, which should guarantee us a steady supply of cheap labor that speaks our language here, as we use our $2.3 trillion in reserves to quietly buy up U.S. factories. In sum, things are going well for China in America. 

Thank goodness the Americans can’t read our diplomatic cables. 

Embassy Washington. 
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The Organization for Economic Cooperation and Development has
released the results of its 2009 PISA (Program for International Student
Assessment) test of 15-year-old students in 65 countries.

In the Math and Science tests, all participating regions of China
outperformed the United States.

SCIENCE PISA READING FiSA MATH pIsa

SCORE. SCORE. SCORE
Shanghai, China* 575  Shanghai, China 556  Shanghai, China 600
Finland 554  Korea 539 Singapore 562
Hong Kong, China 549 Finland 536 Hong Kong, China 555
Singapore 542 HongKong China 533  Korea 546
Japan 539  Singapore 526 Tawan 543
Korea 538 Canada 524 Finland 541
NewZealand 532 NewZealand 521 Liechtenstein 536
Canada 529 Japan 520  Switzerland 534
Estonia 528  Australia 515 Japan 529
Australia 527 Netherlands. Canada 527
Netherlands 522 Belgium Nethertands 526
Taiwan 520 Norway Macao, 525
Germany 520 Estonia New Zeala 519
Liechtenstein 520 Switzerland Belgium 515
Switzerland 517  Poland Australia 514
Britain 514 lceland Germany 513
Slovenia EIER United States Estonia 512
Macao, China 511 Liechtenstein celand 507
Poland Sweden 497 Denmark 503
reland Germany 497 Slovenia 501
Belgium Ireland 496 Norway 498
Hungary France 496 France 497
United States Taiwan 495 Slovakia 497
AVERAGE SCORE 501 Denmark. 495 AVERAGESCORE 497
Czech Republic 500 Britain 494 Austria 496
Norway 500 Hungary 494 Poland 495
Denmark 499 AVERAGESCORE 494  Sweden 494
France. 498 Portugal 489 Czech Republic 493
Iceland 496 Macao, China 487  Britain 492
Sweden 495 taly 486 Hungary 490
Austria 494 Latvia 484 Luxembourg 489
Latvia 494 Slovenia 483 487)
Portugal 493 Greece a83 487

¥In the study, China was represented by the city Shanghai and by the
administrative regions Hong Kong and Macao.

Source: Ormanisation for Eoonomic Geonesation and Develesnant
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U.S. and China Narrow Differences at Climate Talks in Cancún

By JOHN M. BRODER
Published: December 7, 2010

CANCÚN, Mexico — The United States and China have significantly narrowed their differences on the verification of reductions in greenhouse gas emissions, officials said, providing hope that a United Nations conference here on climate change can achieve some modest success. 

The verification issue, which cuts deeply on matters of national sovereignty and international trust, was a major factor in the torpedoing of last year’s climate negotiations in Copenhagen. But China has since significantly softened its position and the United States has moderated its insistence on the issue. 

The reduced friction between the two nations has greatly improved the mood here, and envoys from both expressed guarded optimism that a deal could be reached by the end of the conference on Friday. 

“I do think there is an agreement to be had,” Todd Stern, the chief American climate change negotiator, said Tuesday, although he added, “At the same time there are a lot of difficulties, so we’ll have to see.” 

Xie Zhenhua, China’s top climate envoy, also signaled a willingness to sign an accord here, as long as it met Chinese objectives on financial aid to developing countries, transfer of clean energy technology to poor nations and a continuing of discussions under the 1997 Kyoto Protocol. Speaking to the press on Monday, he pointedly did not raise verification or transparency issues as a barrier to the negotiations. 

The overall talks are grinding on slowly, and there is some concern that with only three full negotiating days ahead, there will not be enough time to resolve differences on remaining issues like money, technology, adaptation, emissions reductions and forestry programs, the basic agenda of the climate negotiations. 

The United Nations Framework Convention on Climate Change, under whose auspices these annual talks are held, operates on the principle of consensus, meaning that any of the more than 190 participating nations can hold up an agreement. 

Last December, a group of nations led by Bolivia, Venezuela, Cuba and Sudan played the role of spoiler in Copenhagen. This year, Bolivia in particular has raised objections on a number of matters, including plans to compensate landowners for preserving forests. The Bolivian leader, Evo Morales, says this threatens the livelihoods of landless peasants, and he plans to address the conference on this issue. 

There is some talk in the corridors of breaking off the forestry issue and negotiating a separate deal that would save millions of acres of forestland while increasing compensation to countries like Brazil and Indonesia where forests are fast disappearing. 

Another issue is the fate of the Kyoto Protocol, whose emissions targets expire at the end of 2012. Most developing nations are insisting that new targets be set and that money continue to flow to them for projects that reduce the emissions that contribute to global warming. 

Japan startled the conference last week by announcing that it would not accept any new targets under the Kyoto Protocol, and Russia, Canada and some other parties to the protocol have also signaled a reluctance to assume new commitments. The issue could scuttle the conference. Some countries, including the United States, which never accepted the Kyoto treaty, hope to find a way to finesse the issue so it can be dealt with in the future. 

Despite these disputes, the overall atmosphere of the talks is vastly improved from a year ago in Copenhagen, in large part because the United States and China are not at each other’s throats. Contributing to that more relaxed mood, the delegates are not awaiting the arrival of 140 heads of state, who flew into Copenhagen for the final hours of negotiations and raised the temperature beyond the boiling point. 

“There is more camaraderie here, more dialogue, more intensive engagement and less shadow boxing than in Copenhagen, because China has moved on the transparency issue,” Jairam Ramesh, India’s environment minister, said in an interview. “That is very important.” 

Mr. Ramesh proposed a plan for bridging the gap between the United States and China on verification, by establishing a voluntary program known as international consultation and analysis. Under the plan, also known as I.C.A., countries would declare their emissions reduction targets and provide regular reports on how they were meeting them and gauging their own progress. 

There would be no international monitors or inspectors, and no penalties for failing to reach stated targets. Smaller countries would have less frequent and less detailed reporting requirements than major emitters. 

Mr. Ramesh’s concept has been broadly accepted here, but there are still disputes over how detailed the agreement should be and how soon the reporting requirements would take effect. 

Mr. Stern said he wanted these matters addressed explicitly and not, as he put it, “at the 50,000-foot level.” Other major emitters, including Brazil and South Africa, are balking at providing the kind of detailed reports that the United States is demanding. China’s position is unclear, but Mr. Ramesh said that he spent four hours with the Chinese delegation on Sunday and that he was confident that China would not stand in the way of a deal because of the verification issue. 

He noted that China had recently leapfrogged over the United States to become the world’s largest emitter of greenhouse gases. “They know the world’s radar is on them,” he said. “If transparency becomes the stumbling block, China doesn’t want to be blamed. If China is the only party holding out, they won’t collapse the negotiations.” 
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To Conquer Wind Power, China Writes the Rules
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A worker entered a nacelle under construction at the Gamesa wind turbine factory in Tianjin in October. 

By KEITH BRADSHER
Published: December 14, 2010

TIANJIN, China — Judging by the din at its factory here one recent day, the Spanish company Gamesa might seem to be a thriving player in the Chinese wind energy industry it helped create. 

For Chinese Document

http://documents.nytimes.com/chinas-requirements-for-wind-farms?ref=global 

But Gamesa has learned the hard way, as other foreign manufacturers have, that competing for China’s lucrative business means playing by strict house rules that are often stacked in Beijing’s favor. 

Nearly all the components that Gamesa assembles into million-dollar turbines here, for example, are made by local suppliers — companies Gamesa trained to meet onerous local content requirements. And these same suppliers undermine Gamesa by selling parts to its Chinese competitors — wind turbine makers that barely existed in 2005, when Gamesa controlled more than a third of the Chinese market. 

But in the five years since, the upstarts have grabbed more than 85 percent of the wind turbine market, aided by low-interest loans and cheap land from the government, as well as preferential contracts from the state-owned power companies that are the main buyers of the equipment. Gamesa’s market share now is only 3 percent. 

With their government-bestowed blessings, Chinese companies have flourished and now control almost half of the $45 billion global market for wind turbines. The biggest of those players are now taking aim at foreign markets, particularly the United States, where General Electric has long been the leader. 

The story of Gamesa in China follows an industrial arc traced in other businesses, like desktop computers and solar panels. Chinese companies acquire the latest Western technology by various means and then take advantage of government policies to become the world’s dominant, low-cost suppliers. It is a pattern that many economists say could be repeated in other fields, like high-speed trains and nuclear reactors, unless China changes the way it plays the technology development game — or is forced to by its global trading partners. 
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Companies like Gamesa have been so eager to enter the Chinese market that they not only bow to Beijing’s dictates but have declined to complain to their own governments, even when they see China violating international trade agreements. 

Even now, Gamesa is not crying foul — for reasons that are also part of the China story. Although the company’s market share in China has atrophied, the country’s wind turbine market has grown so big, so fast that Gamesa now sells more than twice as many turbines in China as it did when it was the market leader five years ago. 

So as Gamesa executives see it, they made the right bet by coming to China. And they insist that they have no regrets about having trained more than 500 Chinese machinery companies as a cost of playing by Beijing’s rules — even if those rules have sometimes flouted international trade law. It is simply the table stakes of playing in the biggest game going. 

“If we would not have done it, someone else would have done it,” said Jorge Calvet, Gamesa’s chairman and chief executive. 

Entry Into China 

Gamesa, an old-line machinery company that entered the wind turbine business in 1994, is a modern Spanish success story. 

Its factories in Pamplona and elsewhere in Spain have produced wind turbines installed around the world. With sales of $4.4 billion last year, Gamesa is the world’s third-largest turbine maker, after Vestas of Denmark, the longtime global leader, and G.E. 

With its relatively low Spanish labor costs, Gamesa became an early favorite a decade ago when China began buying significant numbers of imported wind turbines, as Beijing started moving toward clean energy. Gamesa also moved early and aggressively to beef up sales and maintenance organizations within China, amassing 35 percent of the market by 2005. 

But Chinese officials had begun to slip new provisions into the bidding requirements for some state-run wind farms, requiring more and more of the content of turbines to be equipment produced within China — not imported. 

Those piecemeal requirements soon led to a blanket requirement. On July 4, 2005, China’s top economic policy agency, the National Development and Reform Commission, declared that wind farms had to buy equipment in which at least 70 percent of the value was domestically manufactured. 

“Wind farms not meeting the requirement of equipment localization rate shall not be allowed to be built,” stated the directive, known as Notice 1204. 

Trade lawyers say that setting any local content requirement — let alone one stipulating such a high domestic share — was a violation of the rules of the World Trade Organization, the international body that China had joined just four years earlier. Joanna I. Lewis, a Georgetown University professor who is a longtime adviser to Chinese policy makers on wind energy, said she and others had repeatedly warned Beijing that the local-content policy risked provoking a W.T.O. challenge by other countries. 

But the Chinese government bet correctly that Gamesa, as well as G.E. and other multinationals, would not dare risk losing a piece of China’s booming wind farm business by complaining to trade officials in their home countries. 

Rather than fight, Gamesa and the other leading multinational wind turbine makers all opted to open factories in China and train local suppliers to meet the 70 percent threshold. 

Mr. Calvet said Gamesa would have opened factories in China at some stage, regardless of the content policy. 

“If you plan to go into a country,” Mr. Calvet said, “you really need to commit to a country.” 

Ditlev Engel, the chief executive of Vestas, said in an interview, “We strongly believed that for us to be competitive in China, it was very important for us to develop an Asia supplier base.” 

A top executive at a rival of Gamesa and Vestas, who insisted on anonymity for fear of business retaliation by Beijing, said that multinationals had another reason for going along with China’s dictates: “Everybody was too scared.” 

There is a difference between setting up an assembly plant in a host company — as many European wind turbine companies, including Gamesa, have done in the United States, for example — and ceding the production of crucial parts to companies in the host country. 

In the United States, where there are no local-content requirements, the wind turbine industry uses an average of 50 percent American-made parts. For its American operations, Gamesa relies somewhat more than that on American suppliers, but it still imports some parts from Spain, including crucial gearboxes. 

Within weeks after Beijing’s issuance of Notice 1204, Gamesa sent dozens of Spanish engineers to Tianjin. The engineers did not just oversee the construction of the assembly plant, but fanned out to local Chinese companies and began teaching them how to make a multitude of steel forgings and castings, and a range of complex electronic controls. 

One Chinese supplier here became so adept at making a 10-ton steel frame that keeps a wind turbine’s gearbox and generator aligned even under gale-force conditions, and making it so cheaply, that the Spanish company now ships the Chinese frame halfway around the world for turbines that Gamesa assembles at its American plant in Fairless Hills, Pa. Mr. Calvet said the American manufacturing sector had been so weakened in recent decades that for some components there were no American machinery companies readily available. 

It was not until the summer of 2009, when senior Obama administration officials started looking at barriers to American clean energy exports, that the United States pressed China hard about Notice 1204. The Chinese government revoked it two months later. 

But by then, the policy was no longer needed. Some Gamesa wind turbines exceeded 95 percent local content. 

“The objectives of the local content requirement were achieved, and probably more achieved than anyone expected,” said Steve Sawyer, the secretary general of the Global Wind Energy Council, a trade group based in Brussels that represents wind energy companies from around the world, including China. 

A Battle Takes Shape 

China agreed to abide by the W.T.O.’s trade rules when it joined the organization in 2001. And Chinese officials, when willing to comment on such matters at all, typically defend their actions as being within the bounds of fair play. 

Li Junfeng, an official at the National Development and Reform Commission who oversees renewable energy policy, defended the local content policy. 

“It was localization support,” Mr. Li said in an interview. China is a developing country, he said, and developing countries need to do what they can to foster industrial development. 

But the Obama administration takes a different view. It included the local content rule in the investigation it announced on Oct. 15, an inquiry into whether China’s clean energy policies had violated W.T.O. rules. The investigation was spurred by the United Steelworkers union, which has no qualms about taking on Beijing because it has no sales contracts at risk in China. 

Zhang Guobao, the director of China’s National Energy Administration, said at an Oct. 17 press conference that the United States was wrong to cite the local content rule in its investigation — because China had already abolished it. Mr. Zhang did have a point: the W.T.O.’s main redress for a local content protection is to push the offending country to revoke it. 

But the United States investigation of China goes beyond local content, and the W.T.O. has other weapons at its disposal. 

The trade organization, for example, has authority to order the repayment of subsidies a government gives to its export industries to the detriment of foreign competitors. The steelworkers’ petition cites various forms of subsidies and support that China has given to its industries in potential violation of international trade rules. That includes low-interest loans from state-owned banks and grants of cheap or free land, as well as other perks not available to foreign companies operating in China. 

As for the state-owned wind farms that are the main buyers of wind energy equipment, China has many policies to preserve their dominance, while limiting market opportunities for foreign companies that might try to develop wind farms. 

Those policies — all potential W.T.O. violations, according to some experts — are an open secret. 

Earlier this autumn the Chinese wind turbine maker Ming Yang Wind Power Group made an initial public offering of its shares on the New York Stock Exchange, as prelude to entering the American wind energy market. The financial disclosures in the company’s prospectus acknowledged that “we obtained land and other policy incentives from local governments,” as well as deals requiring that the municipal governments’ wind farms buy turbines only from Ming Yang. 

China Looks Abroad 

Gamesa, among other multinational turbine makers, so far has benefited from the growing market in China, despite policies that have increasingly relegated those companies to fighting over ever-thinner slices of the pie. 

But that dynamic could be changing. The Chinese government is now slowing the approval of new wind farms at home. The pause, whose duration is unclear, is meant to give the national electricity system time to absorb thousands of new turbines that have already been erected and not yet connected to the grid. 

Gamesa had an ample order book lined up before the government applied the brakes. But the government policy means that the Chinese turbine makers, having become giants on the backs of companies like Gamesa, must now look beyond their captive national market for further growth. 

Sinovel, China’s biggest wind turbine maker, has said it wants to become the world’s largest by 2015. The company’s chairman and president, Han Junliang, said in October at the annual China Wind Power industry conference in Beijing that his goal was to sell as many turbines overseas as within China. 

Sinovel is among the Chinese companies now opening sales offices across the United States in preparation for a big export push next year. They are backed by more than $13 billion in low-interest loans issued this past summer by Chinese government-owned banks; billions more are being raised in initial public offerings led mainly by Morgan Stanley this autumn in New York and Hong Kong. 

Multinationals are alarmed. Vestas, for example, is closing four factories in Denmark and one in Sweden, and laying off one-eighth of its 24,000-person labor force this autumn, in an effort to push its costs down closer to Asian levels, its chief, Mr. Engel, said. 

The Chinese push, clouded by the Obama administration’s investigation of the steelworkers’ complaint, could complicate the climate change debate in the West. Wind farm developers in the West are worried that Western governments may be less enthusiastic about encouraging renewable energy requirements if these programs are perceived as creating jobs in China instead of at home. 

The provincial government of Ontario in Canada now wants to take a page from China’s playbook by trying to require 25 percent local content for wind energy projects and 50 percent for solar power projects in the province. The Japanese government responded by filing a W.T.O. complaint against Canada in September, asserting that Ontario was violating the W.T.O. prohibition on local content requirements. By contrast, Japan has never filed a W.T.O. complaint on any issue against China, for fear of harming diplomatic relations with its large neighbor. 

Meanwhile, the Chinese government is intent on turning its wind energy industry into the global leader, helping manufacturers coordinate export strategies and providing various sorts of technical assistance. 

Mr. Li, the overseer of the Chinese renewable energy industry, publicly exhorted the leaders of the nation’s biggest wind turbine makers at the China Wind Power conference, a three-day event that drew hundreds of executives from around the world. 

“You cannot be called a winner if you are the leader for three or five years,” Mr. Li told the Chinese executives. “You can only stand on the top line if you are the leader for 100 or 200 years.” 

The Chinese presidents sat quietly and respectfully, chins down. Senior executives from the foreign manufacturers — including Vestas, G.E. and Gamesa — sat alongside them, staring straight ahead in stony silence. 
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Lips, teeth and spitting the dummy

Speculation about a change in Chinese policy towards North Korea seems at best premature 

Banyan

Dec 2nd 2010 | from PRINT EDITION 

THE lecherous old lush is still on the cognac, even if there is sadly no news of the Swedish masseuses. That Kim Jong Il, North Korea’s dictator, has an abiding proclivity for the bottle has now been attested (at second hand) by a senior member of the Chinese government. But otherwise the American diplomatic cables made public in this week’s WikiLeaks deluge confirm little that was not already known about Mr Kim, or China’s relations with him. They merely add fuel to the blaze of guesswork and gossip that passes for analysis of China-North Korean relations.

Still, they contain one piece of startling, headline-grabbing conjecture: that China could live with a reunified Korea, controlled by the South. China pays lip service to the idea of Korean unification. In practice it has long seemed ready to put up with almost any misbehaviour by its ally, North Korea, to prevent its collapse and absorption by the American-allied South. Even this year it has refused to condemn the North for the sinking of a South Korean corvette, the Cheonan, in March, the revelation in November of an unknown uranium-enrichment facility, and the shelling that month of a South Korean island.

In fact the headline version of China’s alleged change of attitude to a takeover by the South distorts the analysis given in February this year by the cable’s source, Chun Yung-woo, who has since become South Korea’s national-security adviser. Mr Chun is quoted as saying merely that two senior Chinese officials were “ready to face the new reality” that North Korea no longer has much value for China as a buffer state. This view, he argued, had gained ground in China since the North’s unneighbourly test of a nuclear bomb near the Chinese border in 2006. 

Other Chinese officials also express frustration and embarrassment at the alliance with North Korea. The bomb test itself had already given China reason to worry about its inept sidekick’s nuclear dabbling. It has just emerged that a deputy foreign minister, in April last year, compared Mr Kim’s behaviour to that of a “spoiled child”. His tantrums risk war. South Korea’s president, Lee Myung-bak, faces criticism at home for not having retaliated more robustly to last month’s shelling. 

Then there is the succession. In the 1980s Deng Xiaoping was said to view with distaste the dynastic installation by Kim Il Sung of his callow, hedonistic son as successor. Kim Jong Il’s promotion of the tubby, 20-something unknown, Kim Jong Un, is even more grotesque. Some Chinese bloggers rail against the aid wasted propping up this failing family business. 

Yet in August China’s president, Hu Jintao, abruptly dropped plans to appear at a ceremony in Shenzhen in favour of popping up to north-eastern China to meet the Kims, apparently to give his blessing to the youngster’s anointing. And in response to the shelling China has, in a sense, backed North Korea. It has called for an emergency meeting to prepare for a resumption of six-party talks, involving America, Japan and Russia as well as China and the two Koreas. America, Japan and South Korea have balked, arguing that to resume before any concession from North Korea would in effect be to reward its aggression.

There are three possible explanations for China’s extraordinary tolerance of the Kims’ roguery. One is that it has some sympathy for the North’s claim of being the injured party. An international inquiry blaming North Korea did not lay to rest all the conspiracy theories about the sinking of the Cheonan. And North Korea had repeatedly threatened dire reprisals if military exercises in disputed waters near its shore involved live firing, as those in November did. (In joint exercises in the same area this week, American and South Korean forces cancelled live-fire artillery drills.) Even so it is hard to dispute that the North Korean response was, in the words of Shen Dingli, a Chinese scholar, “completely excessive, disproportionate and outrageous”.

A second explanation is that China’s alliance with North Korea—“as close as lips and teeth”, as the catchphrase has it—gives the Kims special licence. On a trip to Pyongyang last year Wen Jiabao, China’s prime minister, visited the grave of Mao Anying, a son of Mao Zedong, who died fighting as a Chinese “volunteer” in the Korean war of 1950-53.

That also seems limp. China’s leaders are not a sentimental lot, and if they cling to an alliance with the North Korean regime it must be because they believe it in China’s interests. Which leaves the suggestion that the officials Mr Chun was quoting were either out of line, telling their interlocutor what he wanted to hear or, perhaps, ahead of their time. Mr Chun himself described a generational shift in Chinese attitudes and noted that the Chinese envoy to the six-country talks on North Korea was, contrary to his hopes, not one of the enlightened sophisticates. Rather it was (and still is) Wu Dawei, an older man, whom he called China’s “most incompetent official”, and the American scribe summed up as “an arrogant, Marx-spouting former Red Guard”. The old guard in China still seems to be running Korea policy.

Gumption and bile

Another leaked cable contains an account of a meeting last year between a senior American official and Singapore’s “minister mentor”, Lee Kuan Yew. He is reported as giving a typically no-nonsense summation of the North Koreans. They are “psychopathic types, with a flabby old chap for a leader who prances around stadiums seeking adulation”, though the next leader may not have “the gumption or the bile of his father and grandfather. He may not be prepared to see people die like flies.” The cable summarises the minister mentor’s view: though China would rather North Korea did not have nukes, it would prefer—even if Japan were also to “go nuclear” in response—a nuclear North Korea to an American presence on its own border. 
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The dangers of a rising China

China and America are bound to be rivals, but they do not have to be antagonists 

Global power

Dec 2nd 2010 | from PRINT EDITION 

TOWARDS the end of 2003 and early in 2004 China’s most senior leaders put aside the routine of governing 1.3 billion people to spend a couple of afternoons studying the rise of great powers. You can imagine history’s grim inventory of war and destruction being laid out before them as they examined how, from the 15th century, empires and upstarts had often fought for supremacy. And you can imagine them moving on to the real subject of their inquiry: whether China will be able to take its place at the top without anyone resorting to arms.

In many ways China has made efforts to try to reassure an anxious world. It has repeatedly promised that it means only peace. It has spent freely on aid and investment, settled border disputes with its neighbours and rolled up its sleeves in UN peacekeeping forces and international organisations. When North Korea shelled a South Korean island last month China did at least try to create a framework to rein in its neighbour.

But reasonable China sometimes gives way to aggressive China. In March, when the North sank a South Korean warship, killing 46 sailors, China failed to issue any condemnation. A few months later it fell out with Japan over some Chinese fishermen, arrested for ramming Japanese coastguard vessels around some disputed islands—and then it locked up some Japanese businessmen and withheld exports of rare earths vital for Japanese industry. And it has forcefully reasserted its claim to the Spratly and Paracel Islands and to sovereignty over virtually the entire South China Sea.

As the Chinese leaders’ history lesson will have told them, the relationship that determines whether the world is at peace or at war is that between pairs of great powers. Sometimes, as with Britain and America, it goes well. Sometimes, as between Britain and Germany, it does not. 

So far, things have gone remarkably well between America and China. While China has devoted itself to economic growth, American security has focused on Islamic terrorism and war in Iraq and Afghanistan. But the two mistrust each other. China sees America as a waning power that will eventually seek to block its own rise. And America worries about how Chinese nationalism, fuelled by rediscovered economic and military might, will express itself (see our special report).

The Peloponnesian pessimists

Pessimists believe China and America are condemned to be rivals. The countries’ visions of the good society are very different. And, as China’s power grows, so will its determination to get its way and to do things in the world. America, by contrast, will inevitably balk at surrendering its pre-eminence.

They are probably right about Chinese ambitions. Yet China need not be an enemy. Unlike the Soviet Union, it is no longer in the business of exporting its ideology. Unlike the 19th-century European powers, it is not looking to amass new colonies. And China and America have a lot in common. Both benefit from globalisation and from open markets where they buy raw materials and sell their exports. Both want a broadly stable world in which nuclear weapons do not spread and rogue states, like Iran and North Korea, have little scope to cause mayhem. Both would lose incalculably from war.

The best way to turn China into an opponent is to treat it as one. The danger is that spats and rows will sour relations between China and America, just as the friendship between Germany and Britain crumbled in the decades before the first world war. It is already happening in defence. Feeling threatened by American naval power, China has been modernising its missiles, submarines, radar, cyber-warfare and anti-satellite weapons. Now America feels on its mettle. Recent Pentagon assessments of China’s military strength warn of the threat to Taiwan and American bases and to aircraft-carriers near the Chinese coast. The US Navy has begun to deploy more forces in the Pacific. Feeling threatened anew, China may respond. Even if neither America nor China intended harm—if they wanted only to ensure their own security—each could nevertheless see the other as a growing threat.

Some would say the solution is for America to turn its back on military rivalry. But a weaker America would lead to chronic insecurity in East Asia and thus threaten the peaceful conduct of trade and commerce on which America’s prosperity depends. America therefore needs to be strong enough to guarantee the seas and protect Taiwan from Chinese attack.

How to take down the Great Wall

History shows that superpowers can coexist peacefully when the rising power believes it can rise unhindered and the incumbent power believes that the way it runs the world is not fundamentally threatened. So a military build-up needs to be accompanied by a build-up of trust. 

There are lots of ways to build trust in Asia. One would be to help ensure that disputes and misunderstandings do not get out of hand. China should thus be more open about its military doctrine—about its nuclear posture, its aircraft-carriers and missile programme. Likewise, America and China need rules for disputes including North Korea (see article), Taiwan, space and cyber-warfare. And Asia as a whole needs agreements to help prevent every collision at sea from becoming a trial of strength. 

America and China should try to work multilaterally. Instead of today’s confusion of competing venues, Asia needs a single regional security forum, such as the East Asia Summit, where it can do business. Asian countries could also collaborate more in confidence-boosting non-traditional security, such as health, environmental protection, anti-piracy and counter-terrorism, where threats by their nature cross borders.

If America wants to bind China into the rules-based liberal order it promotes, it needs to stick to the rules itself. Every time America breaks them—by, for instance, protectionism—it feeds China’s suspicions and undermines the very order it seeks.

China and America have one advantage over history’s great-power pairings: they saw the 20th century go disastrously wrong. It is up to them to ensure that the 21st is different.
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U.S. Called Vulnerable to Rare Earth Shortages

By KEITH BRADSHER
Published: December 15, 2010

HONG KONG — The United States is too reliant on China for minerals crucial to new clean energy technologies, making the American economy vulnerable to shortages of materials needed for a range of green products — from compact fluorescent light bulbs to electric cars to giant wind turbines. 




China now produces nearly all the world’s supply of the minerals. 

Molycorp, an American company, stopped mining for rare earths in Mountain Pass, Calif., in 2002, but expects to reopen the mine in 2012. 

So warns a detailed report to be released on Wednesday morning by the United States Energy Department. The report, which predicts that it could take 15 years to break American dependence on Chinese supplies, calls for the nation to increase research and expand diplomatic contacts to find alternative sources, and to develop ways to recycle the minerals or replace them with other materials. 

At least 96 percent of the most crucial types of the so-called rare earth minerals are now produced in China, and Beijing has wielded various export controls to limit the minerals’ supply to other countries while favoring its own manufacturers that use them. 

“The availability of a number of these materials is at risk due to their location, vulnerability to supply disruptions and lack of suitable substitutes,” the report says, which also mentions some concerns about a few other minerals imported from elsewhere, such as cobalt from the Congo. 

The Energy Department report is being released the same morning that cabinet officials from China and the United States will meet in Washington to discuss economic and commercial issues. 

While no detailed agenda has been released, the talks are expected to include American objections to China’s tightening restrictions on rare earth exports — like a two-month halt this autumn on shipments to Japan, and a shorter-lived slowdown of exports to the United States and Europe. 

And on Tuesday, China’s finance ministry announced on its Web site, and the official Xinhua news agency later reported as well, that China plans to increase its export taxes on some rare earths next year. The ministry did not say how much the taxes would increase. Although World Trade Organization rules ban export taxes, China has imposed them on rare earths for the last four years. 

David Sandalow, the assistant secretary of energy for policy and international affairs, who oversaw preparation of the Energy Department report, said in a telephone interview that the timing of the report’s release and the American-China cabinet meetings was coincidental. 

But the report reflects an emerging view within the American government that domestic sources of rare earths are needed, in addition to suppliers in many other countries, to ensure the viability of clean energy manufacturing in the United States. 

“We can build a new industry and put our clean energy future on a sound footing, creating many new jobs in the process,” Mr. Sandalow said. 

Still, the report presents a fairly gloomy assessment of the United States’ ability to wean itself from Chinese imports. For as long as the next 15 years, the supplies of at least five minerals that come almost exclusively from China will remain as vulnerable to disruption as they are absolutely vital to the manufacture of small yet powerful electric motors, energy-efficient compact fluorescent bulbs and other clean energy technologies, the report said. 

The five minerals are medium and heavy rare earth elements of which China mines an estimated 96 percent to 99.8 percent of the world’s supply: dysprosium, terbium, neodymium, europium and yttrium. 

China also increasingly dominates the manufacture of clean energy technologies that require such minerals, including the production of million-dollar wind turbines. Chinese export restrictions have added up to $40 a pound to world prices, which makes a big difference particularly for some of the less expensive rare earths, like lanthanum, that sell for several dollars a pound in China. 

That is among the reasons, along with cheap labor and extensive Chinese government subsidies, that many clean energy manufacturers have found it cheaper to shift production to China. 

Mr. Sandalow said that wind turbine manufacturers were capable of building very large turbines without rare earths. But using rare earths could reduce the per megawatt cost of wind energy and improve its competitiveness through savings on other materials, like steel and copper. 

He cautioned that the United States had been putting far fewer resources than China into exploring ways to use the powerful magnetic and other properties of rare earths. 

“There are thousands of rare earth researchers in China and dozens in the United States, and that underscores both the challenge and the opportunity,” he said. “Their expertise in this area is significant.” 

China’s finance ministry, in announcing plans to raise export taxes on some rare earths, did not indicate which minerals might be affected. 

Since 2006, China has imposed an export tax of 15 percent on light rare earths like lanthanum and cerium, which are needed for oil refining and glass manufacturing, and 25 percent on heavy rare earths like dysprosium and terbium. 

China mines about 92 percent of the world’s light rare earths. 

Dysprosium, which helps rare earth magnets preserve their magnetism at high temperatures, is mined almost exclusively in southern China and sells for $95 a pound in China and $135 a pound outside, including the export tax. 

Dysprosium has emerged as the mineral most vital to clean energy industries yet most vulnerable to supply disruptions, the report said. 

Dudley Kingsnorth, a prominent rare earth mining consultant in Perth, Australia, said he agreed that a dysprosium shortage was likely. He added that he expected that a rare earth shortage would slow the overall adoption of new rare earth technologies by clean energy industries for at least the next five years. 

American and Japanese officials have said that they might file a legal challenge at the World Trade Organization to China’s taxes on rare earth exports, as well as on quotas that China imposes on rare earth exports. 

Until this autumn, Chinese officials had portrayed their rare earth policies as an effort to force high-tech companies to move their factories to China and retain supplies for domestic industries. The Chinese government has recently shifted to describing the export restrictions as an environmental measure, noting that extracting and processing the minerals can be a highly toxic process that has also resulted in leaks of radioactive mining waste into the groundwater in northern China. 

But while W.T.O. rules allow export restrictions for environmental reasons, that is only if a country also restricts domestic consumption, which China has not done. 

Demand for rare earths and China’s virtual chokehold on supplies have prompted some overseas companies to enter, or re-enter, the field. 

Molycorp, an American company that in August made an initial public offering of its shares on the New York Stock Exchange, plans to open in 2012 a large rare earth mine at Mountain Pass, Calif., that closed in 2002 after prices were undercut by Chinese competitors. Molycorp announced on Monday that it had received the last of the construction permits needed to proceed. 

The Lynas Corporation of Australia plans to open at the end of next year a large rare earths mine at Mount Weld, Australia. 

But both the Molycorp and Lynas mines will produce mostly light rare earths and relatively little of the medium and heavy rare earths needed for magnets and other significant clean energy applications. 

Dozens of small mining companies hope to open new mines in the United States and elsewhere that could tap reserves of medium and heavy rare earths. But these small companies face formidable legal, financial, marketing and management obstacles, the Energy Department report said. 
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China’s Push Into Wind Worries U.S. Industry
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PIPESTONE, Minn. — Finishing the 20-story climb up a ladder inside a wind-turbine tower, Scott Rowland opened the top hatch to reveal a panorama of flat farmland dotted with dozens of other turbines. 



Goldwind’s 1.5 megawatt turbine in Pipestone, Minn. Chinese wind companies are pushing into the U.S. market. 



Scott Rowland of Goldwind USA, in a turbine in Pipestone, Minn. “These are very sophisticated machines,” he said. 
Two of the closest, like the tower he was standing on here, were built by Goldwind USA, where Mr. Rowland is vice president for engineering. “These are very sophisticated machines,” he said. 

They are also the only three Chinese-made wind turbines operating in the United States. 

That could soon change, though, as Goldwind and other Chinese-owned companies plan a big push into the American wind power market in coming months. 

While proponents say the Chinese manufacturers should be welcomed as an engine for creating more green jobs and speeding the adoption of renewable energy in this country, others see a threat to workers and profits in the still-embryonic American wind industry. 

“We cannot sit idly by while China races to the forefront of clean energy production at the expense of U.S. manufacturing,” Senator Sherrod Brown, an Ohio Democrat, said during a debate this year over federal subsidies for wind energy. 

Such sentiments help explain why Goldwind is putting a distinctly American face on its efforts — and is diligently highlighting plans to do more than simply import low-cost equipment from China. 

“Goldwind was approaching this as, ‘We’re going to build an organic, North American organization,’ ” said Mr. Rowland, a Texas native and former engineer at the Boston-based wind farm developer First Wind. “So the opportunity to work with them — and with folks I’ve known for a long time — was really attractive.” 

By entering the United States, the Chinese industry is coming to a world leader in wind energy capacity: roughly 41 gigawatts, or enough to power the equivalent of 10 million American homes. Only China itself, which recently passed American output, generates more wind power — 43 megawatts — although that is spread over a population more than four times the size of the population of the United States. 

But American wind output still meets only a small portion of the nation’s overall demand for electricity — about 2 percent — compared with countries like Spain, which gets about 14 percent of its electrical power from the wind. 

And the tepid United States economy, rock-bottom natural gas prices and lingering questions about federal wind energy policy have stalled the American wind industry, which currently represents only about 85,000 jobs. Even the American market leader, General Electric, reported a sharp drop in third-quarter turbine sales, compared with the same period last year. 

All of which might indicate that dim market prospects await the wave of wind-turbine makers from China. But the Chinese companies can play a patient game because they have big backing from China’s government in the form of low-interest loans and other blandishments — too much help, in the critics’ view. 

Even now, the United States wind energy industry is by no means an all-American business. After G.E., the current market leaders in this country are Vestas of Denmark, Siemens of Germany, Mitsubishi of Japan and Suzlon of India. None of the governments of those countries, though, are suspected of unfairly favoring their home industries and discriminating against foreign competitors on anything approaching China’s scale. 

In the case of China, the Obama administration is investigating whether the Chinese may have violated World Trade Organization rules in subsidizing its clean-energy industry. 

Mr. Rowland’s company, Goldwind, is the fledgling American arm of a state-owned Chinese company that has emerged as the world’s fifth-largest turbine maker: the Xinjiang Goldwind Science and Technology Company. 

To help finance its overseas efforts, Xinjiang Goldwind raised nearly $1 billion in an initial public stock offering in Hong Kong in October — on top of a $6 billion low-interest loan agreement in May from the government-owned China Development Bank. 

Goldwind, which set up a sales office in Chicago, has hired about a dozen executives, engineers and other employees so far. Most, like Mr. Rowland, are Americans already experienced in the wind energy field. 

That includes Tim Rosenzweig, the company’s newly installed chief executive and the former chief financial officer of First Wind, who sees parallels with the resistance Japanese carmakers met when they set up operations in the American auto market in the 1980s. 



Tim Rosenzweig, of Goldwind USA, a unit of Xinjiang Goldwind Science, backed by the Chinese government. 

“In terms of a business school case study, you definitely think of that, and I think that decisions around eventually putting manufacturing here solved part of that equation,” Mr. Rosenzweig said. “So our goals of localizing and creating jobs here and investing in the U.S. — all that is part of the equation.” 

Goldwind executives and their Chinese bosses no doubt learned from the uproar generated late last year when a Chinese energy conglomerate, A-Power Energy Generation Systems, joined an American investment firm and a Texas developer, Cielo Wind Power, to announce plans for a $1.5 billion project, using 240 to 300 turbines, in West Texas. 

Critics argued that the project — which was eligible for about $450 million in federal stimulus funding set aside by the Obama administration for renewable energy projects — would support thousands of manufacturing jobs in China, while creating only a few hundred less valuable construction and maintenance jobs in the United States. 

Hoping to mute the jobs controversy, A-Power and its parent company, Shenyang Power Group, brokered a deal last August with the United Steelworkers union. The deal is meant to ensure that major components for the planned Texas wind farm — including the towers, some enclosures for the turbine and the giant turbine blades — would be supplied from the United States. 

The Chinese companies also said they expected to buy as much as 50,000 tons of steel from American mills to build the Texas project, and A-Power and its partners announced plans to eventually open a manufacturing plant in Nevada. 

Still, some skeptics say the Chinese manufacturers are too new to wind energy to warrant investing in their equipment for wind farms intended to operate for decades. 

Wind turbines made by Chinese manufacturers sell for an average of $600,000 a megawatt, compared with $800,000 or more for Western models made from Chinese parts, and even higher prices for European and American machines. Yet, Western banks have been leery of lending wind farms money to buy the Chinese equipment because of concerns about its reliability, according to Robert Todd, the Hong Kong-based director of the renewable energy, resources and energy group at HSBC. 

But with the American wind industry in the doldrums, there are few other big investments pending. The American Wind Energy Association estimates that this year only 5,500 megawatts of new capacity has been added in the United States. That is only about half of last year’s total — and far less than the 17,600 megawatts, or more, being installed this year in China, which has provided more subsidies and set more renewable energy targets for its utilities. 

Proponents of the Chinese push say the availability of inexpensive turbines from China — and ample customer financing from its state-owned banks — could help put wind energy back on a growth track by making it more affordable for American utilities and developers. 

“Wind power in the United States is in a disordered phase because of a lack of funds,” said Andrew Hang Chen, the president of Usfor Energy, a consulting firm in Pittsburgh that advises the Chinese government and its state-controlled wind energy companies. “It’s a very good opportunity for Chinese businesses to access the U.S. market.” 

But Steve Trenholm, the chief executive for North American operations at a big wind farm developer, E.On Climate and Renewables, said his company still leaned toward staying with Western multinationals, most of which have set up at least limited manufacturing facilities in the United States. 

Especially when federal grant money is involved, he said, “there is a strong preference to tie it to U.S. manufacturing.” 

Already, though, much of the manufacturing for American wind energy is done offshore, with the big European developers importing some of the most sophisticated and valuable turbine components from factories overseas. Even G.E. now buys gearboxes from China to install in turbines that it assembles in the United States. The American Wind Energy Association has estimated that about 50 percent of a typical wind turbine being erected today in the United States is imported. 

But the Chinese companies probably know they will be judged by a different standard. 

When Goldwind USA’s chief, Mr. Rosenzweig, visited the company’s three pilot turbines here in Minnesota last month, accompanied by Mr. Rowland and the company’s spokesman, Colin Mahoney, they detailed the American-made bona fides of their machines. 

Multimedia

The towers, they said, were built by SMI & Hydraulics, a metal fabricator in nearby Porter, Minn. American contractors in Big Lake, Minn., and Gary, S.D., were used to transport the equipment, lay the foundation and install the turbines. 

The fiberglass blades came from a plant in South Dakota — albeit one owned by the Danish firm LM Wind Power. The company is also in discussion for future projects with other American tower makers, Mr. Mahoney said. 

He estimated that $6.2 million of the Minnesota pilot project’s cost of nearly $10 million went to American manpower and components. But the real guts of the Goldwind machines — the generators, hubs and nacelles, or turbine housings — were built in China. 

Mr. Rosenzweig said his team was looking at ways to move more of that work to American shores. 

“There’s an economic proposition to actually have American workers here doing the assembling of the hubs and nacelles, and maybe generators down the road,” Mr. Rosenzweig said. “We’ve been approached by a number of states and their economic development teams,” he said. “So we’re getting there.” 
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But with the Chinese market starting to level off even though Chinese factory capacity keeps surging, Goldwind and other Chinese companies will still have a powerful financial incentive to avoid idling new assembly lines in China. And labor is much cheaper in China — $300 a month for blue-collar workers and $500 a month for engineers. Workers and engineers in the United States could expect to make at least 10 times as much. 

Nonetheless, Goldwind’s team sees plenty of room for American jobs. 

Joining the Goldwind executives here for the tower tour was James P. Mikel, the head of Renew Energy Maintenance, a small firm based in Brandon, S.D., that has signed a long-term deal with Goldwind to handle upkeep of the turbines. 

Mr. Mikel said he was initially wary of working with an unknown Chinese wind company. But he said a visit last spring to Goldwind’s operations in Beijing — and the prospect of expanding employment at home — changed his mind. After all, the Chinese companies are the ones with the money to spend on the American wind industry right now. 

“I was concerned at first,” Mr. Mikel said. “But I live here, and these turbines mean more jobs. Five years from now, we’ll look back and wonder what all this concern was about.” 
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Japan Announces Defense Policy to Counter China

By MARTIN FACKLER
Published: December 16, 2010

TOKYO — Japan announced a new defense policy on Friday that will respond to China’s rising military might by building more submarines and other mobile forces capable of defending Japan’s southernmost islands. 

The new National Defense Program Guidelines are the biggest step yet in a decade-long shift away from cold war-era deployments of heavy tank and artillery units on the northern island of Hokkaido — to counter a now-vanished Soviet threat — and toward bolstering Japanese forces in the southern islands around Okinawa, where China’s navy has become a growing presence. 

The new guidelines also used uncharacteristically strong language to warn of China’s rapidly modernizing military, calling it “a matter of concern for the region and the international community.” China’s growing naval capabilities have been a particular concern in Japan since Beijing and Tokyo clashed diplomatically three months ago over uninhabited islands claimed by both nations but controlled by Japan. The islands are called the Senkaku in Japanese and Diaoyu in Chinese. 

In Beijing, the Foreign Ministry criticized the new policy as “irresponsible” and suggested that it was based on a misunderstanding of China’s intentions. “China adheres to the road of peaceful development and pursues a defensive national defense policy,” Jiang Yu, the Foreign Ministry spokeswoman, said in a statement. “We have no intention to be a threat to anyone.” 

The new policy called for increasing the number of Japan’s submarines to 22 from the current 16, while reducing the number of tanks by a third to about 400. It also called for creating more mobile forces, which analysts have said could include creating new air and seaborne units that could quickly move to defend remote islands. 

The guidelines also called for increasing military cooperation with the United States, Japan’s postwar protector, and other democracies in the region including South Korea, Australia and India. It did not address recent requests from Washington for the Japanese military, known as the Self-Defense Forces, to join in three-way drills with the United States and South Korea that would be aimed at North Korea. 

Japan has long resisted American calls to increase its military role in the region because of the constraints of its pacifist postwar Constitution and the bitter memories of devastating defeat in World War II. The new guidelines seemed to indicate a willingness to slightly raise Japan’s military profile, but only in a defensive manner, and in conjunction with the United States. 

The guidelines also called for reconsidering Japan’s self-imposed ban on the export of weapons, a step that would make it easier for Japan to join other nations, and particularly the United States, in the joint development of expensive new weapons systems. 

Japan has already joined the United States in developing new anti-missile systems. Friday’s guidelines called for deploying more Patriot interceptor missiles to shoot down ballistic missiles from North Korea, which has been developing missiles and nuclear weapons. 

The new guidelines were to have been released last year but were delayed by the Democratic Party’s election victory that ended a half-century of virtual one-party rule in Japan. 

After initially disagreeing with Washington over an American air base on Okinawa, the left-leaning Democrats under Prime Minister Naoto Khan have moved closer to the United States, pushed by concerns over China’s increasing influence and North Korean provocations like last month’s shelling of a South Korean island. 

Shanghai Schools’ Approach Pushes Students to Top of Tests

Ryan Pyle for The New York Times

Discipline issues are rare at the middle school linked to the Jing’An Teachers’ College in Shanghai. The city is thought to have China’s best schools. 

By DAVID BARBOZA
Published: December 29, 2010

SHANGHAI — In Li Zhen’s ninth-grade mathematics class here last week, the morning drill was geometry. Students at the middle school affiliated with Jing’An Teachers’ College were asked to explain the relative size of geometric shapes by using Euclid’s theorem of parallelograms. 

Ryan Pyle for The New York Times

A teacher instructed students in class at the middle school associated with Jing’An Teachers’ College in central Shanghai. 

“Who in this class can tell me how to demonstrate two lines are parallel without using a proportional segment?” Ms. Li called out to about 40 students seated in a cramped classroom. 

One by one, a series of students at this medium-size public school raised their hands. When Ms. Li called on them, they each stood politely by their desks and usually answered correctly. They returned to their seats only when she told them to sit down. 

Educators say this disciplined approach helps explain the announcement this month that 5,100 15-year-olds in Shanghai outperformed students from about 65 countries on an international standardized test that measured math, science and reading competency. 

American students came in between 15th and 31st place in the three categories. France and Britain also fared poorly. 

Experts said comparing scores from countries and cities of different sizes is complicated. They also said that the Shanghai scores were not representative of China, since this fast-growing city of 20 million is relatively affluent. Still, they were impressed by the high scores from students in Shanghai. 

The results were seen as another sign of China’s growing competitiveness. The United States rankings are a “wake-up call,” said Arne Duncan, the secretary of education. 

Although it was the first time China had taken part in the test, which was administered by the Organization for Economic Cooperation and Development, based in Paris, the results bolstered this country’s reputation for producing students with strong math and science skills. 

Many educators were also surprised by the city’s strong reading scores, which measured students’ proficiency in their native Chinese. 

The Shanghai students performed well, experts say, for the same reason students from other parts of Asia — including South Korea, Singapore and Hong Kong — do: Their education systems are steeped in discipline, rote learning and obsessive test preparation. 

Public school students in Shanghai often remain at school until 4 p.m., watch very little television and are restricted by Chinese law from working before the age of 16. 

“Very rarely do children in other countries receive academic training as intensive as our children do,” said Sun Baohong, an authority on education at the Shanghai Academy of Social Sciences. “So if the test is on math and science, there’s no doubt Chinese students will win the competition.” 

But many educators say China’s strength in education is also a weakness. The nation’s education system is too test-oriented, schools here stifle creativity and parental pressures often deprive children of the joys of childhood, they say. 

“These are two sides of the same coin: Chinese schools are very good at preparing their students for standardized tests,” Jiang Xueqin, a deputy principal at Peking University High School in Beijing, wrote in an opinion article published in The Wall Street Journal shortly after the test results were announced. “For that reason, they fail to prepare them for higher education and the knowledge economy.” 

In an interview, Mr. Jiang said Chinese schools emphasized testing too much, and produced students who lacked curiosity and the ability to think critically or independently. 

“It creates very narrow-minded students,” he said. “But what China needs now is entrepreneurs and innovators.” 

This is a common complaint in China. Educators say an emphasis on standardized tests is partly to blame for the shortage of innovative start-ups in China. And executives at global companies operating here say they have difficulty finding middle managers who can think creatively and solve problems. 

In many ways, the system is a reflection of China’s Confucianist past. Children are expected to honor and respect their parents and teachers. 

“Discipline is rarely a problem,” said Ding Yi, vice principal at the middle school affiliated with Jing’An Teachers’ College. “The biggest challenge is a student who chronically fails to do his homework.” 

While the quality of schools varies greatly in China (rural schools often lack sufficient money, and dropout rates can be high), schools in major cities typically produce students with strong math and science skills. 

Shanghai is believed to have the nation’s best school system, and many students here gain admission to America’s most selective colleges and universities. 

In Shanghai, teachers are required to have a teaching certificate and to undergo a minimum of 240 hours of training; higher-level teachers can be required to have up to 540 hours of training. There is a system of incentives and merit pay, just like the systems in some parts of the United States. 

“Within a teacher’s salary package, 70 percent is basic salary,” said Xiong Bingqi, a professor of education at Shanghai Jiaotong University. “The other 30 percent is called performance salary.” 

Still, teacher salaries are modest, about $750 a month before bonuses and allowances — far less than what accountants, lawyers or other professionals earn. 

While Shanghai schools are renowned for their test preparation skills, administrators here are trying to broaden the curriculums and extend more freedom to local districts. The Jing’An school, one of about 150 schools in Shanghai that took part in the international test, was created 12 years ago to raise standards in an area known for failing schools. 

The principal, Zhang Renli, created an experimental school that put less emphasis on math and allows children more free time to play and experiment. The school holds a weekly talent show, for example. 

The five-story school building, which houses Grades eight and nine in a central district of Shanghai, is rather nondescript. Students wear rumpled school uniforms, classrooms are crowded and lunch is bused in every afternoon. But the school, which operates from 8:20 a.m. to 4 p.m. on most days, is considered one of the city’s best middle schools. 

In Shanghai, most students begin studying English in first grade. Many middle school students attend extra-credit courses after school or on Saturdays. A student at Jing’An, Zhou Han, 14, said she entered writing and speech-making competitions and studied the erhu, a Chinese classical instrument. She also has a math tutor. 

“I’m not really good at math,” she said. “At first, my parents wanted me to take it, but now I want to do it.” 
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China’s Push to Modernize Military Is Bearing Fruit

[image: image39.jpg]



Kyodo News, via Associated Press

A Chinese J-20 stealth plane before its runway test on Wednesday in Chengdu, southwest China. 

By MICHAEL WINES and EDWARD WONG
Published: January 5, 2011

BEIJING — Secretary of Defense Robert M. Gates, on a mission to resuscitate moribund military relations with China, will not arrive in Beijing for talks with the nation’s top military leaders until Sunday. But at an airfield in Chengdu, a metropolis in the nation’s center, China’s military leaders have already rolled out a welcome for him. 

It is the J-20, a radar-evading jet fighter that has the same two angled tailfins that are the trademark of the Pentagon’s own stealth fighter, the F-22 Raptor. After years of top-secret development, the jet — China’s first stealth plane — was put through what appear to be preliminary, but also very public, tests this week on the runway of the Aviation Design Institute in Chengdu, a site so open that aircraft enthusiasts often gather there to snap photos. 

Some analysts say the timing is no coincidence. “This is their new policy of deterrence,” Andrei Chang, the Hong Kong editor in chief of the Canadian journal Kanwa Defense Weekly, who reported the jet’s tests, said Wednesday. “They want to show the U. S., show Mr. Gates, their muscle.” 

These days, there is more muscle to show. A decade of aggressive modernization of China’s once creaky military is beginning to bear fruit, and both the Pentagon and China’s Asian neighbors are increasingly taking notice. 

By most accounts, China remains a generation or more behind the United States in military technology, and even further behind in deploying battle-tested versions of its most sophisticated naval and air capabilities. But after years of denials that it has any intention of becoming a peer military power of the United States, it is now unveiling capabilities that suggest that it intends, sooner or later, to be able to challenge American forces in the Pacific. 

Besides the J-20, a midair-refuelable, missile-capable jet designed to fly far beyond Chinese borders, the Chinese are reported to be refitting a Soviet-era Ukrainian aircraft carrier — China’s first such power-projecting ship — for deployment as soon as next year. 

A spate of news reports allege that construction is already under way in Shanghai on one or more carriers; the military denied a similar report in 2006, but senior military officials have been more outspoken this year about China’s desire to build the big ships. China could launch several carriers by 2020, the Pentagon stated in a 2009 report. 

The military’s nuclear deterrent, estimated by experts at no more than 160 warheads, has been redeployed since 2008 onto mobile launchers and advanced submarines that no longer are sitting ducks for attackers. Multiple-warhead missiles are widely presumed to come next. China’s 60-boat submarine fleet, already Asia’s largest, is being refurbished with super-quiet nuclear-powered vessels and a second generation of ballistic-missile-equipped subs. 

And a widely anticipated antiship ballistic missile, called a “carrier-killer” for its potential to strike the big carriers at the heart of the American naval presence in the Pacific, appears to be approaching deployment. The head of the United States Pacific Command, Adm. Robert F. Willard, told a Japanese newspaper in December that the weapon had reached “initial operational capability,” an important benchmark. Navy officials said later that the Chinese had a working design but that it apparently had yet to be tested over water. 

On that and other weaponry, China’s clear message nevertheless is that its ability to deter others from territory it owns, or claims, is growing fast. 

China, of course, has its own rationales for its military buildup. A common theme is that potentially offensive weapons like aircraft carriers, antiship missiles and stealth fighters are needed to enforce claims to Taiwan, should leaders there seek legal independence from the mainland. 

Taiwan’s current status, governed separately but claimed by China as part of its sovereign territory, is maintained in part by an American commitment to defend it should Beijing carry out an attack. Some experts date elements of today’s military buildup from crises in the mid-1990s, when the United States sent aircraft carriers unmolested into waters around Taiwan to drive home Washington’s commitment to the island. 

Chinese officials also clearly worry that the United States plans to ring China with military alliances to contain Beijing’s ambitions for power and influence. In that view, the Pentagon’s long-term strategy is to cement in Central Asia the sorts of partnerships it has built on China’s eastern flank in South Korea, Japan and Taiwan. 

“Some Chinese scholars worry that the U. S. will complete its encirclement of China this way,” said Xu Qinhua, who studies Russia and Central Asia at the Renmin University of China and advises government officials on regional issues. “We should worry about this. It’s natural.” 

The Pentagon’s official view has long been that it welcomes a stronger Chinese military as a partner with the United States to maintain open sea lanes, fight piracy and perform other international duties now shouldered — and paid for — by American service members and taxpayers. 

But Chinese military leaders have seldom offered more than a glimpse of their long-term military strategy, and the steady buildup of a force with offensive abilities well beyond Chinese territory clearly worries American military planners. 

“When we talk about a threat, it’s a combination of capabilities and intentions,” said Abraham M. Denmark, a former China country director in Mr. Gates’s office. “The capabilities are becoming more and more clearly defined, and they’re more and more clearly targeted at limiting American abilities to project military power into the western Pacific.” 

“What’s unclear to us is the intent,” he added. “China’s military modernization is certainly their right. What others question is how that military power is going to be used.” 

Mr. Denmark, who now directs the Asia-Pacific Security Program at the Center for a New American Security in Washington, said China’s recent strong-arm reaction to territorial disputes with Japan and Southeast Asian neighbors had given both the Pentagon and China’s neighbors cause for concern. 

Still, a top Navy intelligence officer told reporters in Washington on Wednesday that the United States should not overestimate Beijing’s military prowess and that China had not yet demonstrated an ability to use its different weapons systems together in proficient warfare. The officer, Vice Adm. David J. Dorsett, the deputy chief of naval operations for information dominance, said that although China had developed some weapons faster than the United States expected, he was not alarmed over all. 

“Have you seen them deploy large groups of naval forces?” he said. “No. Have we seen large, joint, sophisticated exercises? No. Do they have any combat proficiency? No.” 

Admiral Dorsett said that even though the Chinese were planning sea trials on a “used, very old” Russian aircraft carrier this year and were intent on building their own carriers as well, they would still have limited proficiency in landing planes on carriers and operating them as part of larger battle groups at sea. 

Little about China’s military intentions is clear. The Pentagon’s 2009 assessment of China’s military strategy stated baldly that despite “persistent efforts,” its understanding of how and how much China’s government spends on defense “has not improved measurably.” 

In an interview on Wednesday, a leading Chinese expert on the military, Zhu Feng, said he viewed some claims of rapid progress on advanced weapons as little more than puffery. 

“What’s the real story?” he asked in a telephone interview. “I must be very skeptical. I see a lot of vast headlines with regards to weapons procurement. But behind the curtain, I see a lot of wasted money — a lot of ballooning, a lot of exaggeration.” 

Mr. Zhu, who directs the international security program at Peking University, suggested that China’s military establishment — not unlike that in the United States — was inclined to inflate threats and exaggerate its progress in a continual bid to win more influence and money for its favored programs. 

And that may be true. If so, however, the artifice may be lost on China’s cross-Pacific rivals. 

“Ultimately, from a U. S. perspective it comes down to an issue of whether the United States will be as dominant in the western Pacific as we always have been,” Bonnie Glaser, a China scholar at the Washington-based Center for Strategic and International Studies, said in a telephone interview. “And clearly the Chinese would like to make it far more complicated for us.” 

“That’s something the Chinese would see as reasonable,” she said. “But from a U. S. perspective, that’s just unacceptable.” 
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Pentagon Must ‘Buy American,’ Barring Chinese Solar Panels
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Leah Nash for The New York Times

A new law that forbids the Pentagon to buy solar panels from China could benefit a German firm making solar panels in Oregon. 

By KEITH BRADSHER
Published: January 9, 2011

HONG KONG — The military appropriations law signed by President Obama on Friday contains a little-noticed “Buy American” provision for the Defense Department purchases of solar panels — a provision that is likely to dismay Chinese officials as President Hu Jintao prepares to visit the United States next week. 




A solar installation at Nellis Air Force Base in Nevada. The military is increasingly eager for alternative energy because fossil fuels are dangerous and expensive to transport in war zones. 

Although there are many big issues to discuss, including concerns about North Korea, trade and economic matters are certain to be high on the agenda. And while both sides are aiming to keep the discussion positive — the United States is the world’s largest importer and China the largest exporter of goods — simmering resentments over trade in green-energy technologies could be a distraction. 

China has emerged as the world’s dominant producer of solar panels in the last two years. It accounted for at least half the world’s production last year, and its market share is rising rapidly. The United States accounts for $1.6 billion of the world’s $29 billion market for solar panels; market analyses typically have not broken out military sales separately. 

The perception that Beijing unfairly subsidizes the Chinese solar industry to the detriment of American companies and other foreign competitors has drawn concern in Congress. The issue of clean-energy subsidies is also at the heart of a trade investigation under way by the Obama administration, which plans to bring a case against China before the World Trade Organization. 

The new Buy American provision, created mainly by House and Senate conferees during a flurry of activity at the end of the lame-duck session of Congress, prevents the Defense Department from buying Chinese-made solar panels. 

The American military is a rapidly growing consumer of renewable energy products, because it is extremely expensive and frequently dangerous to ship large quantities of fuel into remote areas of Iraq and Afghanistan. 

The solar panel provision is carefully written to help it comply with the free trade rules of the World Trade Organization, which would make it hard for China to ask a W.T.O. tribunal to overturn the provision, trade lawyers said. 

Chinese leaders have strongly criticized such provisions in the past, particularly one in President Obama’s economic stimulus package in early 2009 that applied to government procurement of steel and construction materials. 

But China required in the late spring of 2009 that virtually all of its $600 billion economic stimulus be spent within China, not just for construction materials. 

Chinese officials in Beijing and Washington did not respond on Saturday or Sunday to requests for comment on the solar panel provision. 

While the United States and Europe have focused on subsidizing buyers of solar panels, China has emphasized subsidies for solar panel manufacturers. It then exports virtually all of its panels to the United States and Europe, often helped by the American and European consumer subsidies. 

The solar panel provision in the defense appropriations law comes as President Obama has ordered a broad investigation into whether Chinese export subsidies, local content requirements and other rules have violated W.T.O. rules. As a result of the investigation, the United States started a W.T.O. case on Dec. 22 against what it said were Chinese wind turbine manufacturing subsidies. 

American trade officials said then that they were still examining other Chinese clean-energy subsidy policies to decide whether to file additional W.T.O. cases. 

The solar panel provision was part of the initial defense appropriations bill passed by the House. The House version had a simple requirement that the Defense Department buy solar panels made in the United States. 

The Senate, which has been more leery of interfering with free trade, had no comparable provision, however, and many people in the solar panel industry did not expect the final law to have such a provision. 

But the conference of House and Senate leaders ended up retaining the House provision and modifying it, by adding legal language to require that it also comply with previous American trade legislation. 

Representative Maurice Hinchey, Democrat of New York, said he had fought for the provision to be included in the bill. 

“We’ve had a lot of money taken out of this country and invested in other places around the world, particularly China, and particularly in alternative energies,” he said in an interview by phone. “For them to be producing alternative energy, that’s great, but we need to do it ourselves, and as much of it as possible.” 

Mr. Hinchey said he did not think the provision would jeopardize relations with the Chinese ahead of Mr. Hu’s visit. “We have provided them with a lot of economic growth there,” he said. “A lot of money has gone out of this country and into China, and a lot of manufacturing operations, particularly alternative energy, has also gone into China.” 

Mr. Hinchey had praised the Obama administration in November for starting a broad investigation into Chinese subsidies for solar and wind energy exports, saying then that these subsidies had put a company in his district, Prism Solar Technologies of Highland, N.Y., at a competitive disadvantage. 

Two prominent trade lawyers said in e-mails over the weekend that the law’s language meant that in practice, the Defense Department must buy solar panels from any country that signs the W.T.O.’s side agreement on government procurement. Earlier American trade laws require compliance with that agreement. 

Virtually all industrialized countries have signed the side agreement, which requires free trade in government purchases. China vowed to sign it as soon as possible when it joined the W.T.O. in November 2001, but still has not done so. 

The two trade lawyers said that the United States was within its rights to discriminate against Chinese solar panels in military procurement. 

“The W.T.O. Government Procurement Agreement allows signatory countries, including the United States in its Defense Department contracts, to favor goods from countries that have signed that agreement over countries that have not,” said Carolyn B. Gleason, a partner at McDermott Will & Emery in Washington who is one of the best-known litigators of W.T.O. cases. 

Alan Wolff, a former senior American trade official who is now the chairman of the trade practice at the law firm Dewey & LeBoeuf in Washington, said that it was hard to understand China’s resistance to signing the agreement. “There would be a clear benefit both for it and its trading partners,” he said. 

Solar panels are technologically complex to manufacture, and are made almost entirely in industrialized countries that have signed the W.T.O. side agreement — or in China. 

Inland Chinese provinces and cities have strongly lobbied Beijing not to sign the agreement because they want to retain the legal right to continue steering government contracts to local companies, said a trade policy adviser to the Chinese government who insisted on anonymity because of the political sensitivity of the issue. 

The Buy American provision in the 2009 economic stimulus legislation also has a little-known clause allowing purchases from other countries that have signed the Government Procurement Agreement, and not just from American suppliers. 

Ocean Yuan, the chief executive and president of Grape Solar, a company based in Eugene, Ore., that distributes mostly mainland Chinese solar panels but also American, Japanese and Taiwanese panels, said that imported panels typically cost 20 percent less than American-made panels. 

Mr. Yuan predicted that the new legislation would have a big effect on the American solar panel market, by encouraging Chinese solar panel manufacturers to establish factories in the United States. “This policy will certainly have a negative impact on the imported solar panels from China, which have lower cost over all due to lower labor and overhead costs,” he said. 

Grape Solar sold $500,000 worth of Chinese-made solar panels to the American military shortly before Christmas, Mr. Yuan said, adding that he expected future contracts to specify American-made panels. 

The legislative provision was welcomed by SolarWorld, a German company that is one of the biggest manufacturers of solar panels in the United States and which has not followed the example of most manufacturers in moving production to China. 

“As a long-standing and still-expanding American manufacturer of solar technology, SolarWorld is heartened that the U.S. government and military clearly grasp the critical role of domestically produced solar technology in the country’s national-security future,” said Bob Beisner, managing director of the company’s American subsidiary in Hillsboro, Ore., which is already installing American-made solar panels at United States military facilities at Pearl Harbor, Hawaii. 

The defense appropriations bill has another provision related to China. It requires that the military conduct an immediate review of its needs for rare earth metals, which are mined elements increasingly crucial in sophisticated technologies. About 95 percent of the world’s supply comes from China. 

The bill also requires the department to establish “an assured source of supply” for rare earth metals by 2015 and to consider setting up a stockpile. 

Rare earths are essential for a wide range of military hardware, be it missiles or sonar. The Defense Department has been studying its contractors’ reliance on Chinese supplies for more than a year. A draft report shared with Congressional aides last fall had a preliminary conclusion that rare earths were very important but suggested that the department’s contractors continue to be allowed to buy them from any source. 
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Solar Panel Maker Moves Work to China
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Evergreen Solar plans to close its main American factory, in Devens, Mass., seen here in September, and lay off 800 workers. 

By KEITH BRADSHER
Published: January 14, 2011

BEIJING — Aided by at least $43 million in assistance from the government of Massachusetts and an innovative solar energy technology, Evergreen Solar emerged in the last three years as the third-largest maker of solar panels in the United States. 

Matthew Cavanaugh for The New York Times

Michael El-Hillow, chief executive of Evergreen, said falling prices for panels led to the closing. 

But now the company is closing its main American factory, laying off the 800 workers by the end of March and shifting production to a joint venture with a Chinese company in central China. Evergreen cited the much higher government support available in China. 

The factory closing in Devens, Mass., which Evergreen announced earlier this week, has set off political recriminations and finger-pointing in Massachusetts. And it comes just as President Hu Jintao of China is scheduled for a state visit next week to Washington, where the agenda is likely to include tensions between the United States and China over trade and energy policy. 

The Obama administration has been investigating whether China has violated the free trade rules of the World Trade Organization with its extensive subsidies to the manufacturers of solar panels and other clean energy products. 

While a few types of government subsidies are permitted under international trade agreements, they are not supposed to give special advantages to exports — something that China’s critics accuse it of doing. The Chinese government has strongly denied that any of its clean energy policies have violated W.T.O. rules. 

Although solar energy still accounts for only a tiny fraction of American power production, declining prices and concerns about global warming give solar power a prominent place in United States plans for a clean energy future — even if critics say the federal government is still not doing enough to foster its adoption. 

Beyond the issues of trade and jobs, solar power experts see broader implications. They say that after many years of relying on unstable governments in the Middle East for oil, the United States now looks likely to rely on China to tap energy from the sun. 

Evergreen, in announcing its move to China, was unusually candid about its motives. Michael El-Hillow, the chief executive, said in a statement that his company had decided to close the Massachusetts factory in response to plunging prices for solar panels. World prices have fallen as much as two-thirds in the last three years — including a drop of 10 percent during last year’s fourth quarter alone. 

Chinese manufacturers, Mr. El-Hillow said in the statement, have been able to push prices down sharply because they receive considerable help from the Chinese government and state-owned banks, and because manufacturing costs are generally lower in China. 

“While the United States and other Western industrial economies are beneficiaries of rapidly declining installation costs of solar energy, we expect the United States will continue to be at a disadvantage from a manufacturing standpoint,” he said. 

Even though Evergreen opened its Devens plant, with all new equipment, only in 2008, it began talks with Chinese companies in early 2009. In September 2010, the company opened its factory in Wuhan, China, and will now rely on that operation. 

An Evergreen spokesman said Mr. El-Hillow was not available to comment for this article. 

Other solar panel manufacturers are also struggling in the United States. Solyndra, a Silicon Valley business, received a visit from President Obama in May and a $535 million federal loan guarantee, only to say in November that it was shutting one of its two American plants and would delay expansion of the other. 

First Solar, an American company, is one of the world’s largest solar power vendors. But most of its products are made overseas. 

Chinese solar panel manufacturers accounted for slightly over half the world’s production last year. Their share of the American market has grown nearly sixfold in the last two years, to 23 percent in 2010 and is still rising fast, according to GTM Research, a renewable energy market analysis firm in Cambridge, Mass. 

In addition to solar energy, China just passed the United States as the world’s largest builder and installer of wind turbines. 

The closing of the Evergreen factory has prompted finger-pointing in Massachusetts. 

Ian A. Bowles, the former energy and environment chief for Gov. Deval L. Patrick, a Democrat who pushed for the solar panel factory to be located in Massachusetts, said the federal government had not helped the American industry enough or done enough to challenge Chinese government subsidies for its industry. Evergreen has received no federal money. 

“The federal government has brought a knife to a gun fight,” Mr. Bowles said. “Its support is completely out of proportion to the support displayed by China — and even to that in Europe.” 

Stephanie Mueller, the Energy Department press secretary, said the department was committed to supporting renewable energy. “Through our Loan Program Office we have offered conditional commitments for loan guarantees to 16 clean energy projects totaling nearly $16.5 billion,” she said. “We have finalized and closed half of those loan guarantees, and the program has ramped up significantly over the last year to move projects through the process quickly and efficiently while protecting taxpayer interests.” 

Evergreen did not try to go through the long, costly process of obtaining a federal loan because of what it described last summer as signals from the department that its technology was too far along and not in need of research and development assistance. The Energy Department has a policy of not commenting on companies that do not apply. 
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Workers assemble solar panels at the factory in Devens, Mass. 
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Evergreen was selling solar panels made in Devens for $3.39 a watt at the end of 2008 and planned to cut its costs to $2 a watt by the end of last year — a target it met. But Evergreen found that by the end of the fourth quarter, it could fetch only $1.90 a watt for its Devens-made solar panels, while Chinese manufacturers were selling them for as little as $1 a watt. 

Evergreen’s joint-venture factory in Wuhan occupies a long, warehouselike concrete building in an industrial park located in an inauspicious neighborhood. A local employee said the municipal police had used the site for mass executions into the 1980s. 

When a reporter was given a rare tour inside the building just before it began mass production in September, the operation appeared as modern as any in the world. Row after row of highly automated equipment stretched toward the two-story-high ceiling in an immaculate, brightly lighted white hall. Chinese technicians closely watched the computer screens monitoring each step in the production processes. 

In a telephone interview in August, Mr. El-Hillow said that he was desperate to avoid layoffs at the Devens factory. But he said Chinese state-owned banks and municipal governments were offering unbeatable assistance to Chinese solar panel companies. 

Factory labor is cheap in China, where monthly wages average less than $300. That compares to a statewide average of more than $5,400 a month for Massachusetts factory workers. But labor is a tiny share of the cost of running a high-tech solar panel factory, Mr. El-Hillow said. China’s real advantage lies in the ability of solar panel companies to form partnerships with local governments and then obtain loans at very low interest rates from state-owned banks. 

Evergreen, with help from its partners — the Wuhan municipal government and the Hubei provincial government — borrowed two-thirds of the cost of its Wuhan factory from two Chinese banks, at an interest rate that under certain conditions could go as low as 4.8 percent, Mr. El-Hillow said in August. Best of all, no principal payments or interest payments will be due until the end of the loan in 2015. 

By contrast, a $21 million grant from Massachusetts covered 5 percent of the cost of the Devens factory, and the company had to borrow the rest from banks, Mr. El-Hillow said. 

Banks in the United States were reluctant to provide the rest of the money even at double-digit interest rates, partly because of the financial crisis. “Therein lies the hidden advantage of being in China,” Mr. El-Hillow said. 

Devens, as the site of a former military base, is a designated enterprise zone eligible for state financial support. 

State Senator Jamie Eldridge, a Democrat whose district includes Devens, said he was initially excited for Evergreen to come to his district, but even before the announced loss of 800 jobs, he had come to oppose such large corporate assistance. 

“I think there’s been a lot of hurt feelings over these subsidies to companies, while a lot of communities around the former base have not seen development money,” he said. 

Michael McCarthy, a spokesman for Evergreen, said the company had already met 80 percent of the grant’s job creation target by employing up to 800 factory workers since 2008 and should owe little money to the state. Evergreen also retains about 100 research and administrative jobs in Massachusetts. 

The company also received about $22 million in tax credits, and it will discuss those with Massachusetts, he said. 

Evergreen has had two unique problems that made its Devens factory vulnerable to Chinese competition. It specializes in an unusual kind of wafer, making it hard to share research and development costs with other companies. And it was hurt when Lehman Brothers went bankrupt in 2008; Evergreen lost one-seventh of its outstanding shares in a complex transaction involving convertible notes. But many other Western solar power companies are also running into trouble, as competition from China coincides with uncertainty about the prices at which Western regulators will let solar farms sell electricity to national grids. 

According to Bloomberg New Energy Finance, shares in solar companies fell an average of 26 percent last year. Evergreen’s stock, which traded above $100 in late 2007, closed Friday in New York at $3.03. 
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China Leader’s Limits Come Into Focus as U.S. Visit Nears

By DAVID E. SANGER and MICHAEL WINES
Published: January 16, 2011

BEIJING — With President Hu Jintao at the helm, China has become a $5 trillion industrial colossus, a growing military force, and, it sometimes appears, a model of authoritarian decisiveness, navigating out of the global financial crisis and sealing its position as the world’s fastest rising power. 

But as Mr. Hu prepares to visit Washington this week in an attempt to defuse tensions with the United States, Obama administration officials are grappling with what they describe as a more complex reality. China is far wealthier and more influential, but Mr. Hu also may be the weakest leader of the Communist era. He is less able to project authority than his predecessors were — and perhaps less able to keep relations between the world’s two largest economies from becoming more adversarial. 

Mr. Hu’s strange encounter with Defense Secretary Robert M. Gates here last week — in which he was apparently unaware that his own air force had just test-flown China’s first stealth fighter — was only the latest case suggesting that he has been boxed in or circumvented by rival power centers. 

American officials have spent years urging Mr. Hu to revalue China’s currency, rein in North Korea, ease up on dissidents and crack down on the copying of American technology, and they have felt at times that Mr. Hu agreed to address their concerns. But those problems have festered, and after first wondering if the Chinese leader was simply deflecting them or deceiving them, President Obama’s top advisers have concluded Mr. Hu is often at the mercy of a diffuse ruling party in which generals, ministers and big corporate interests have more clout, and less deference, than they did in the days of Mao or Deng Xiaoping, who commanded basically unquestioned authority. 

China’s military has sometimes pursued an independent approach to foreign policy. So have many of China’s biggest state-owned companies, sometimes to the United States’ detriment. The result is that relations between the world’s largest superpower and its fastest-rising one are at one of their lowest point in years, battered by confrontations that took Mr. Obama by surprise — and on occasion, Mr. Hu as well. 

Speaking on Wednesday to students at the Johns Hopkins School of Advanced International Studies, Treasury Secretary Timothy F. Geithner hinted that jockeying for power and an coming leadership transition have degraded China’s ability to set consistent policies. 

“As China goes through this political transition over the next year or so,” he said, picking his words carefully, “in some ways, it’s having the effect of slowing the pace of reform because it’s inducing a bit of caution.” 

Others are more stark. “There is a remarkable amount of chaos in the system, more than you ever saw dealing with the Chinese 20 years ago,” Brent Scowcroft, the former national security adviser and Mr. Gates’s mentor, said Saturday. “The military doesn’t participate in the system the way it once did. They are more autonomous — and so are a lot of others.” 

Divided leadership has made it harder to resolve disputes with China, much less strike grand bargains like the reopening of relations between the two countries under Mao. 

In past meetings, Mr. Hu and his prime minister have indicated that they would let China’s currency gradually rise. But the Commerce Ministry promptly labeled the move a “catastrophe” for the Chinese economy. Despite Mr. Hu’s repeated assurances that the Chinese market would continue to open up to foreigners, businesspeople complain that regulators have made it more difficult for foreign energy, communications and banking concerns to compete with China’s state-backed favorites. 

Not surprisingly, some of the biggest differences focus on how to deal with the United States and its power in the Pacific. 

Mr. Hu has repeatedly asserted China’s disinclination to challenge American power; his designated foreign policy coordinator, State Councilor Dai Bingguo, recently wrote an article reaffirming Mr. Deng’s warning, made back when China’s modernization was beginning, that the country should bide its time before seeking a global role. 

On Friday, the article was cited by Mr. Obama’s national security adviser, Thomas E. Donilon, who characterized it as “a definitive statement at this point of the leadership’s approach to foreign policy generally and the United States specifically.” 

But even Mr. Donilon acknowledged debates “particularly in the blogosphere and in newspapers in China” that urge a far faster, more assertive rise, and that trumpet American decline. He said with some understatement that “following that debate is a very important thing to do.” 

Adding to the uncertainty about Mr. Hu’s power is an expected leadership change in 2012. It is at once a choreographed transition to a new generation of leaders and a volatile minefield for all contenders, none of whom wish to be viewed as risk-takers, or as subservient to the United States. 

Certainly, hopes that China and the United States, briefly dubbed the “G-2” when they started common action to counter the world economic crisis early in 2009, would suddenly find a coincidence of interests have turned out to be optimistic. Even when they agree, American officials report that turning talk into action is frustratingly slow. 

By any measure, Mr. Hu is the most constrained Chinese leader in modern times. The notion that he could engineer a sweeping policy change the way that Mr. Deng threw open China’s economy three decades ago is unthinkable; more often he is a negotiator, brokering deals in a collective leadership where he never seemed to fully consolidate power. 

Part of his problem is systemic. As Mr. Gates discovered in his meeting last week, the absence of the equivalent of a National Security Council in China meant that the military could operate by its own rules. “The leadership forced the military to start talking to us again,” one senior administration official said, “but they couldn’t force it not to pull a stunt like the test flight while we were still in Beijing.” 

Mr. Hu, of course, has the power, at least on paper, to reach across differing bureaucracies. Often, though, he cannot or will not. The debate over revaluing the renminbi, a constant thorn in the relationship with the United States, has not advanced much partly because of a fight between central bankers who want the currency to rise, and ministers and party bosses who want to protect the vast industrial machine that depends on cheap exports for survival. 

So far, the battle has made it impossible for China to act decisively — and it is struggling with inflation as a result. Mr. Obama’s aides now want to try a different track: Rather than harp on currency, they are going to raise other economic issues and see if the pressure of rising inflation, and the fear that it could cause social unrest, will compel the Chinese to raise the value of their currency. 

The rise of state-owned corporate behemoths, independent power centers in their own right, has also changed the politics in China and made it harder to address disputes with the United States and other big trading partners. 

The administration’s latest report on Chinese trade practices, issued last month, says that the growing influence of these corporate giants raises significant questions about China’s support for “ongoing W.T.O. obligations, including core W.T.O. principles,” referring to the World Trade Organization. 

China’s ban on exports of crucial rare earth minerals, cast by the government as a corporate decision made without state direction, is the most recent example of the tensions this drift toward state control has raised. But there are others: China Mobile, which dominates the nation’s vast wireless market, is pressing phone makers to adopt a Chinese standard for wireless communications that ignores the accepted global standard. 

And entire swaths of the Chinese market remain broadly closed to outside competition, including banking, mobile communications, electronic payment processing and the media. Overhauling protected sectors of the economy is no longer a priority of the leadership. 

Mr. Hu, of course, is hardly a helpless bystander to many of the decisions that rankle the United States. He is an architect of China’s growing repression of political dissidents and its recent efforts to expand its regional clout while the United States is on the economic ropes. 

But Mr. Hu lacks the commanding authority of his predecessor Jiang Zemin or Mr. Deng. 

China’s hawkish military undid years of careful diplomacy in the last two years as it flexed its muscles in the South China Sea, harassing American naval vessels and alarming neighboring countries. 

No one questions China’s civilian control of the military. Mr. Hu and his presumed successor, Xi Jinping, sit atop the Central Military Commission, the body that oversees the military. But as with other parts of the bureaucracy, it is unclear how firm his grip is. 

Abraham M. Denmark of the Center for a New American Security in Washington says there are “many, many examples” in which the military has blindsided civilian leaders with weapons displays or statements that appear to flout official policy. The issue, he said, is not whether the military is loyal to its civilian leaders but whether Mr. Hu and others can make it bow to the government’s broader foreign policy goals, like closer ties to the United States. 
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Maybe Japan Was Just a Warm-Up

By STEVE LOHR
Published: January 21, 2011

IN the 1980s, the United States faced an unnerving challenge from a rising economic powerhouse and export dynamo. It was an impressive challenger, to be sure, but one that often bent rules of global competition unfairly to its advantage by handing out financial subsidies to domestic companies, discriminating against foreign suppliers in government contracts, pilfering Western technology and keeping its currency cheap. 



General Electric, via Bloomberg News

A General Electric engine in China. Tensions over America’s trade gap recall the debate about Japanese competition in the 1980s. 


President Obama and President Hu Jintao, in background, met with executives last week. China has done more than Japan to invite investment. 

Three decades later, Americans are hearing an echo of the past. Yet this time, the object of admiration and angst is not Japan Inc., but China Inc. 

“We’ve seen this movie before,” says Clyde V. Prestowitz Jr., president of the Economic Strategy Institute and a former United States trade negotiator with Japan in the 1980s. “Like Japan, China is climbing up the ladder of economic and technological development, and using every means at its disposal to do so.” 

China, of course, is different from Japan in the 1980s in many ways — larger, less affluent, ruled by a Communist government and yet in some respects culturally more entrepreneurial. Silicon Valley venture capitalists, for example, have begun setting up offices in China to forge links with entrepreneurs there, as they never really did in Japan. 

Economic events and market trends are notoriously unpredictable. In the early 1980s, the Japanese high-technology assault on the American computer and semiconductor industry seemed scary. “What are our kids supposed to do?” asked Walter F. Mondale, the former vice president, speaking to a group of electrical workers. “Sweep up around the Japanese computers?” It captured the economic pessimism of the time, even if it serves as a laugh line today because, after all, how often do you see a Japanese computer? 

So, applying equal doses of humility and hindsight, a look anew at the economic challenge symbolized by Japan — and the American response — might offer perspective on the China challenge today. 

First, a reality check on Japan. Yes, that nation’s big-business culture missed the personal computer revolution and the Internet, producing no rivals to Microsoft, Apple, Google or Facebook. But Japan is no basket case. It is a world leader in autos, machine tools, flat-panel displays and other parts of the consumer electronics industry. Some of Japan’s policies did indeed prevail, and America still runs a sizable trade deficit with the country. 

Japan, which lacks natural-resource wealth like oil, has a per-capita income of more than $42,000, compared with about $47,000 for the United States, according to the International Monetary Fund. China’s per-capita income is less than $4,300. 

In America, the 1980s were Ronald Reagan’s decade, a time that celebrated free markets, free trade and tax cuts. “Government is not the solution to our problem, government is the problem” was his famous distillation. Yet, for certain industries, the Reagan administration took steps that amounted to a measured approach to industrial policy. Washington negotiated so-called voluntary export restraints with the Japanese in the automobile industry. That forced Japanese automakers to build factories in the United States that now employ many thousands of American workers. And a semiconductor trade agreement helped pry open the Japanese market. 

“People often forget that we did a lot of things to address the Japanese challenge,” says Robert D. Atkinson, president of the Information Technology and Innovation Foundation, a nonpartisan research group in Washington. 

IN the 1980s, the United States government’s semiconductor policy focused the minds of industry leaders facing the demise of their industry. There is still considerable debate over the effectiveness of a consortium, created by the federal government and several companies. Called Semiconductor Manufacturing Technology, or Sematech, it shared the costs and risks of developing computer chip-making skills. But the partial lifting of antitrust and collusion restrictions gave companies a chance to innovate. 

I.B.M., for its part, was worried that a vital supplier, the chipmaker Intel, was in danger, so it invested in it. That gave Intel — under siege from Japanese companies in the market for memory chips, which store data temporarily — the breathing room to risk making the jump to microprocessors, which process data and serve as the brains of personal computers. Intel made the move to the more profitable chips before the PC industry really took off — but when it did, Intel never looked back. The Japanese didn’t make that innovative leap and became stuck in a commodity business that South Korean and Taiwanese companies eventually dominated. 
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“In semiconductors, we got organized to defend and stay ahead,” says William A. Reinsch, a foreign trade expert and the chairman of the United States-China Economic and Security Review Commission, a bipartisan advisory group to Congress. “In that industry, there was a considerable amount of cooperation between the U.S. government and business. The computer chip industry was deemed too important to lose, not least because of all the military applications of computer chip technology.” 

One big reason that Japan posed a threat in the 1980s in computer chips and large computers was the technology transfer that had occurred years before. In order to sell in the Japanese market and repatriate profits, I.B.M. and Texas Instruments, an early leader in chips, had to share technology with the Japanese. They set up factories there, too. 

In China these days, the details may differ, but the government imposes the same kind of requirements to share technology and set up manufacturing plants in joint ventures for preferred access to the domestic market. 

China has a lengthy list of industries where it has long-term ambitions. They include commercial aircraft, telecommunications equipment, high-speed trains, clean-energy goods like solar panels and wind turbines, and even automobiles. 

“The bet for I.B.M. in Japan, as it is for companies like Boeing and General Electric today in China, is that they can stay ahead, innovate faster than the potential competitors they are helping,” says Edward J. Lincoln, professor of economics at the Stern School of Business at New York University, and director of its Japan-U.S. Center for Business and Economic Studies. 

In China, however, American companies are making a much larger bet that they can stay ahead in the intellectual property race. In some fields, particularly computer software, China has a well-earned reputation for theft, though Beijing has pledged to curb the practice in government agencies and state-owned companies. And in China, many more Western companies are engaged in technology-sharing joint ventures than was ever the case in Japan. 

Japan sharply limited direct investment by foreign companies, while China has welcomed it. And in China, the terms and conditions of investment have evolved over the years. Beginning in the 1980s, China opened up “special economic zones,” mainly in the southern part of the country, where foreign companies could set up factories and export goods. In the 1990s, China opened up more broadly to foreign investment, allowing companies to sell in the domestic market. 

In the last couple of years, the Chinese government, analysts and executives say, has prodded foreign companies to transfer more advanced technology for the inside track in its market. The government effort to accelerate China’s technological climb is called “indigenous innovation.” 

“The campaign is focused on employing China’s fast-growing domestic market and powerful regulatory regime to decrease reliance on foreign technology and develop indigenous technologies,” explains a report on the U.S. Chamber of Commerce Web site. 

C. Fred Bergsten, director of the Peterson Institute for International Economics, says: “China was much more clever than Japan with its investment policies. It invited foreign direct investment and then took the American corporations hostage.” 

The lure of tapping the fast-growing Chinese market — far larger than Japan’s — gives China a lot of leverage with American companies, which mutes complaints in Washington, Mr. Bergsten says. Most American corporations, he says, have resisted trade restrictions on China because they hope to tap the Chinese market and produce goods there. 

Yet American corporations are worried about China’s innovation policy, since it means potentially jump-starting Chinese rivals. Business leaders pushed that to the top of the agenda for President Hu Jintao’s trip to the United States last week, Mr. Bergsten says. And, indeed, in meetings during the week, the Chinese delegation gave American executives assurances that China would be flexible in pursuing its innovation initiative. 

The Chinese currency, the renminbi, took a back seat as an issue during the state visit. But Mr. Bergsten estimates that the renminbi is undervalued by 20 percent or more — the Chinese central bank’s purchases of dollars depress the Chinese exchange rate and the subsequent lower value of the renminbi makes Chinese exports less costly abroad. “It’s an across-the-board export subsidy,” he says. 

THERE will be ceaseless currency and trade issues with China, as there were with Japan. Still, as China grows wealthier, economists predict, it will buy more of the high-value, high-technology products and services at which the United States excels. 

The real answer to the China challenge, like the competition from Japan in the 1980s, must come from the United States, the industrial policy thinkers say. A mix of several ingredients will undoubtedly be sought: skillful government policy, smart private-sector strategies, national investment in research and development for long-term innovation, and improved performance of the American education system. In short, all the things the United States should be doing anyway, but with an added measure of urgency because of the global competition that China epitomizes — an economic Sputnik. 

With Its Eye on China, Japan Builds Up Military

By MARTIN FACKLER
Published: February 28, 2011

NAHA AIR BASE, Japan — This sun-baked airfield was built atop Okinawa’s rocky coral by Americans during the cold war, but these days its roaring jets proudly display the red sun of Japan. 

The Japanese F-15 fighters are engaged in an increasingly busy, and at times tense, game of cat-and-mouse with rapidly modernizing China, just across the East China Sea. The pilots say they face intrusions into Japanese-controlled airspace by an array of increasingly sophisticated Chinese aircraft, including advanced fighters like the Russian-made Su-27. 

“You cannot let down your guard when you fly up against an Su-27,” said Maj. Gen. Masashi Yamada, commander of Naha’s squadron of 24 fighters. 

General Yamada will soon get additional help. In December, Tokyo announced plans to strengthen its forces in the southwestern Okinawan islands, including adding a dozen F-15s in Naha. The increase is part of a broader shift in Japanese defensive stance southward, toward China, that some analysts are calling one of Japan’s biggest changes in postwar military strategy. 

This strategic shift is another step in a gradual and limited buildup of Japan’s forces, aimed at keeping up with the changing power balance in Asia while remaining within the bounds of Japan’s antiwar Constitution and the constraints of its declining economic power. Political analysts say Japan is slowly raising the capabilities of its forces to respond to a more assertive China and a nuclear-armed North Korea — and to take a first, halting step out of the shadow of the United States, its postwar protector, which many Japanese fear may one day no longer have the will or ability to defend Japan. 

“This is all part of an agonizing soul-searching by Japan,” said Yuichi Hosoya, a professor of international politics at Keio University in Tokyo. “Japan feels itself caught between the reality of Chinese power and questions about U.S. commitments in East Asia.” 

Japan’s new national defense guidelines scrapped the cold war-era strategy of amassing land forces on the northern island of Hokkaido, where they were dug in against a Soviet invasion, in favor of building a more mobile force focused on defending its islands and vast seas in the south. To do this, Japan will strengthen its sea and air forces by adding submarines and helicopter-carrying ships that resemble small aircraft carriers, acquiring next-generation fighter planes and creating a new amphibious infantry unit that Tokyo says would be used to thwart an invasion of outlying islands. 

Political analysts are quick to point out that at least for now this is not a full-blown military buildup by Japan, a former colonial power whose pacifist Constitution constrains it to purely defensive forces. They say there is not strong public support for changing the Constitution to allow a full-fledged military, something that former Prime Minister Shinzo Abe tried and failed to do four years ago. 

The increases are also limited by Japan’s own economic weakening: its military spending has been shrinking for the past decade along with the size of its overall economy, with little prospect of future increases. Japan’s defense budget has decreased 5.2 percent since 2001 to 4.68 trillion yen, or $56.4 billion at current rates, though it is still estimated to be one of the five or six largest in the world. To pay for its planned strengthening in the south, Tokyo will cut hundreds of tanks and artillery pieces in the north, and slightly reduce Japan’s current number of 155,000 ground troops. 

Given its limits, Japan’s strategy for now appears for it to become a fuller military partner of the United States, which maintains 50,000 military personnel in Japan. Japanese planners now speak of a division of labor between the two militaries, in which a more robust Japan carries a greater load in areas like anti-submarine warfare, freeing up the Americans to focus elsewhere. The December guidelines also call for “integrating” Japanese and American forces by sharing command centers and intelligence. 

Analysts say Tokyo seeks to bind the two militaries together in order to keep the United States engaged in East Asia, and from becoming too distracted by its financial crisis and war in Afghanistan. 

“Japan is strengthening itself as an alliance partner,” said Richard J. Samuels, an expert on Japanese security at the Massachusetts Institute of Technology, “while also hedging against the day when U.S. capabilities might slip below U.S. commitments.” 

Indeed, Japan seems to have reached a new consensus about the need to remain close to the United States, even while strengthening itself. The governing party, the left-leaning Democrats, briefly experimented with pulling away from Washington under former Prime Minister Yukio Hatoyama, who in 2009 called for taking Japan closer to China, and clashed with Washington over an air base in Okinawa. 

However, his successor, Prime Minister Naoto Kan, has worked to regain Washington’s trust. China also inadvertently pushed Japan back toward the United States in September, when Beijing’s heavy-handed pressuring of Tokyo to release a detained Chinese trawler captain surprised and angered many Japanese. 

“China has misplayed its hand in the last year, and that has forced the Democratic Party to get more realistic about regional security issues,” said Akihisa Nagashima, a Democratic lawmaker who until recently held the No. 3 spot at the Ministry of Defense. “We don’t want overdependence on the United States, but we also need the United States.” 

Analysts say one goal of Japan’s new strategy is to make its military a more visible presence, to discourage China from trying to extend its reach into waters now controlled by Japan. While Japan has one of most sophisticated militaries in Asia, and the region’s most respected navy, it has long been careful to keep its euphemistically named Self-Defense Forces largely out of sight to avoid threatening neighbors victimized by Japan’s early 20th century empire-building. 

[image: image49.jpg]HOKKAIDO |

CHINA it
/\'j Japan

N. KOREA
o kouen PN
 Honshy,, 2ToKYO
East China
Sea Pacific
SENKAKU IS, Ocean
10 Area of detall.
T
FwiEs
East China
Lo o Nago
OKINAWA

Naha Air Bases




The New York Times

Japan has been shifting its military strength to the south. 

For now, at least some of its neighbors appear willing to accept a larger Japanese military presence. The new Japanese strategy received very little opposition in South Korea, which analysts say now sees China, and also North Korea, as bigger threats than Japan. In fact, South Korea and Japan are now negotiating their first military cooperation agreements since Japan’s colonial rule ended in 1945. 

“If anything, we now need a stronger Japan to maintain the regional security balance,” said Park Young-June, a Japanese security expert at the Korea National Defense University in Seoul. 

In Okinawa, the Maritime Self-Defense Force, Japan’s navy, says that it now conducts regular air patrols of areas disputed by China and Japan, including gas fields in the East China Sea and the Senkakus, a group of uninhabited islands claimed by both nations but administered by Japan. In April, the Japanese navy also monitored a flotilla of 10 Chinese warships that steamed through waters near Okinawa, and the Chinese sent a helicopter to buzz a shadowing Japanese warship. 

“There has been a dramatic increase in Chinese naval activity in our area,” said Rear Adm. Tadayoshi Takahashi, the commander of the navy’s air wing that shares Naha Air Base with the Air Self-Defense Forces, Japan’s air force. 

To strengthen its position on Okinawa and nearby islands, the Self-Defense Forces are building new radar stations and antimissile batteries. Two years ago, Tokyo replaced Naha Air Base’s outdated squadron of Vietnam War-era F-4 fighters with its current F-15s, and put the base under the command of Lt. Gen. Hidetoshi Hirata, one of the Japanese air force’s top officers, with a Ph.D. from Stanford. 

“It takes time for change to happen,” said General Hirata, “but Japan is realizing the importance of what is going on down here in Okinawa.” 

http://www.nytimes.com/2011/03/01/world/asia/01japan.html?pagewanted=1&ref=asia
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